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Chapter 1
Textile Conglomerate 

A proper history of Berkshire Hathaway prior to Warren Buffett taking control in 1965 
could occupy an entire book unto itself. When we think of the conglomerate that is 
Berkshire Hathaway today, we think of a widely-diverse enterprise spanning a multitude 
of different industries. The 1965 version was a large textile company comprised of many 
companies with stories of their own.

The Rise and Fall of an Industry

What gave rise to those textile companies and the industry itself is 
fascinating and instructive. We must therefore start at the beginning.* 
Samuel Slater brought the first water-powered textile mill to the United 

States in 1789. Slater snuck out of England** with the know-how to build a viable 
water-powered mill and did so with financial backers in Pawtucket, Rhode Island.1 By 
1809 there were twenty-seven Slater-type mills in New England.2

The next major innovation was financial and operational. Francis Cabot Lowell, 
a wealthy Boston merchant used a joint-stock corporation to create the Boston 
Manufacturing Company in 1813. He was the first to integrate his mills, the first of 
which was in Waltham, Massachusetts. It housed all operations needed to turn raw 
cotton into finished cloth.3 They were profitable almost immediately. Lowell had thus 
discovered the optimal combination of size and integration to generate economies of 
scale out of the cotton mill. Not surprisingly, this innovation spread rapidly.

* The very beginning was handmade textiles. Workers would spin fibers of wool or cotton into yarn, and then 
would hand weave the fabric into clothes. This book is chiefly concerned about the large-scale, industrial textile 
manufacturing industry in the United States.

** England had attempted to ban the export of its trade secrets by banning emigration of skilled workers until 
1825, and the export of machinery until 1843. (Behemoth) 
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Some efforts to stem the shift of production to the South succeeded, but the 
forces against the North were strong. Data on spindles in place, a measure of industry 
capacity, illustrates the shift. Figure 1.1 shows the overall decline of the industry 
between 1914 and 1938, and the large gains by southern cotton growing states over 
that period.

Figure 1.1: Millions of spindles in place by year and location.
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Source: The Decline Of A Cotton Textile City (Wolfbein p. 161).

The US share of spindles in place in New England fell from 54% in 1914 to 26% 
in 1938—less than half its 1914 share. Meanwhile, the Southern cotton growing states 
experienced the opposite trend, growing from 34% of spindles in place in 1914 to 
71% of the total—a gain 1 percentage point greater than New England’s loss. It is 
interesting to note that in 1925, the peak of textile production, production was almost 
evenly split, with 46% in the South and 48% in the North.

Data for Berkshire Fine Spinning Associates and Hathaway Manufacturing 
during the 1930s conform to the industry trends. Though early 1930s data is scarce, 
one can assume that the Berkshire Hathaway predecessor companies fared similar to 
industry and regional counterparts. Beginning with 1934, data on both constituent 
companies can be examined, and that is when differences start to appear.
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Table 1.1: Comparative operational data for Berkshire Fine Spinning Associates 
and Hathaway Manufacturing.

Berkshire Fine Spinning Hathaway Manufacturing
1934
Net revenues ($ millions) $16.3 $3.9 
Equity capital ($ millions) $13.8 $2.1 
# spindles 900,000 79,000
# looms 20,000 3,200
1939
Net revenues ($ millions) $18.4 $7.3 
Equity capital ($ millions) $13.1 $2.2 
# spindles 748,000 62,000
# looms 15,000 2,800
1935–1939 (average)
Return on equity 0% 6.10%
Profit margin 1.40% 2.10%
Revenues/average equity1 $1.34 $3.15 

Footnote: Revenues/average equity calculation is from 1936-39 because no data is available for 
1935 for Hathaway Manufacturing.

Note: No data on 1939 for BFS, but spindles/looms same in 1938 and 1940.
Sources: Moody’s Industrial Manuals 1934-40 and author’s calculations.

The most obvious difference is operational size. Berkshire had ten times more spindles 
than Hathaway and over six times more looms. This production capacity, though, did 
not translate into profitability. The last five years of the 1930s, a short but illuminating 
period, shows how Hathaway had a positive return on equity—and Berkshire had none. 
The natural question is, why? Both mills produced largely the same products of finer-
grade cotton, and both had picked up silk and rayon production.

While five years is probably the shortest time for an examination of this sort (since 
many factors can come into play in the short run), the answer is likely due to two 
elements. Hathaway’s mills were all located in New Bedford, Massachusetts, and all 
had the relative advantage of proximity to sea transport. Some Berkshire mills were 
close to the sea, but the company also had plants as far as Western Massachusetts and 
Vermont. The transport disadvantages of those geographically diverse plants, coupled 
with Berkshire managing an interstate network of plants, likely weighed on profitability.*

* The locational advantage Hathaway enjoyed is highlighted by its higher capital efficiency. Between 1936 and 
1939, its revenues per dollar of average equity average was $3.15. Berkshire by contrast produced just $1.34. This 
magnified the average Hathaway margin on revenues (profit margin) of 2.1% that much more. 
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Figure 1.2: Revenues at Berkshire Fine Spinning and Hathaway Manufacturing 
from 1940–1949.

 $0

 $10

 $20

 $30

 $40

 $50

 $60

 $70

1940 1941 1942 1943 1944 1945 1946 1947 1948 1949

Re
ve

nu
es

 (
m

ill
io

ns
)

Berkshire Fine Spinning Hathaway Manufacturing

Sources: Moody’s Industrial Reports and Berkshire Hathaway Annual Reports.

Figure 1.3: Profit margins at Berkshire Fine Spinning and Hathaway 
Manufacturing from 1940–1949.
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Source: Moody’s Industrial Reports and Berkshire Hathaway annual reports.
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Figure 1.4: Return on equity at Berkshire Fine Spinning and Hathaway 
Manufacturing from 1940–1949.
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Sources: Moody’s Industrial Reports and Berkshire Hathaway Annual Reports.

Hathaway Manufacturing experienced even greater gains in profitability. Its 
net profit margin averaged just 2.8% between 1940 and 1944, which was just 0.7 
percentage points higher than the average of the preceding four years. But because 
of Hathaway’s greater capital efficiency (it generated an average of $4.04 in revenues 
per dollar of equity between 1940 and 1944, compared to Berkshire’s $2.20 during 
the same period), its return on average equity during those years averaged 11.2% 
compared to Berkshire’s rate of 10.9%. (Remember, Berkshire’s return on equity from 
1935 to 1939 was zero.)

The latter half of the 1940s saw textile profitability reach greater heights than during 
the war years. The US economy boomed during the peacetime that followed WWII. 
Real disposable personal income per capita (a measure of dollars available to consumers 
to spend) fell from $7,361 in 1929 to $6,468 in 1935. It then grew to $10,754 in 1944 
before declining slightly to $9,927 in 1949 as the US entered another recession.* 

The US consumer, with almost a third more income at their disposal in the 1940s 
than in the previous decade, began spending liberally. Goods formerly eschewed as 
being unnecessary, such as the fine-woven products made by the Northern textile 
mills, were once again in demand. 

* Data from the Federal Reserve Bank of St. Louis using chained 2012 dollars. 
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This was the real boom for the Berkshire Hathaway predecessor companies. High 
sales in the late 1940s led to greater margins. Net margins at the two companies 
exploded, with Berkshire averaging 12.9% between 1945 and 1949 and Hathaway 
reaching 7.0%. The combination of higher revenues and higher margins resulted in a 
dramatic increase in returns on shareholders’ equity. At Berkshire its return on average 
equity was 28% per year during the 1945-49 period. Hathaway averaged a slightly 
lower—though by no means disappointing—27% per year during that same period.

1950–1954

The data on Berkshire Fine Spinning is sparse for this period. So the analysis of 
the next five-year period uses the pro-forma consolidated financial information 
provided in the first combined Berkshire Hathaway Annual Report in 1955. The 
boom experienced during the 1940s did not exactly go bust in the 1950s; rather, it 
fizzled. The temporary profitability, caused by strong demand from World War II and 
a reinvigorated consumer after the war, faded to the background as the fundamental 
disadvantages of northern textile production became apparent. 

Beginning in 1950, the Berkshire Hathaway predecessor companies experienced 
rapid declines in revenues and profitability, as shown in Figure 1.5. Having come from 
what was the peak of $97 million of combined revenues in 1948, revenues rebounded 
slightly in 1951 to $92 million but never recovered. The companies quickly lost their 
healthy profit margins too.

Figure 1.5: Pro-Forma profit margin and return on equity for Berkshire 
Hathaway 1950–1955.
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The decline in northern textile production can also be seen in the statistics of 
active spindles* shown in Figure 1.6. The graph highlights the decline of the industry 
overall but shows the South held its ground, while the North continued to see losses. 

Figure 1.6: Millions of active spindles by location 1940–1955
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Note: Active spindles are different than spindles in place. The former is a measure of usage; the 
latter is a measure of capacity.
Source: Changes in American Textile Industry, Technical bulletin No. 1210. US Dept. Agriculture, Issued 
November 1959, p. 72, accessed via Google Books.

While New England states fell from 22% of total active spindles in 1940 to 12% 
in 1955, the South’s share increased from 75% in 1940 to 88% in 1955. It is interesting 
to note that between 1950 and 1955, the inroads of the South were such that despite 
the US shrinking overall, it grew the number of active spindles—at the expense, of 
course, of the North.

* Note that the term active spindles is a slightly different metric than spindles in place. The latter is a measure 
of capacity, whereas the former is a measure of usage. A more finely-tuned measure of usages, active spindle 
hours, is also sometimes seen referenced.
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built newer, more efficient plants. The North fell further behind as lower labor and 
energy costs accrued to the South. A major (though temporary) return to profitability 
after the Great Depression occurred during World War II in the 1940s. The fire the 
war lit under the economy quickly turned to cinders once it ended. The lower input 
cost advantages of the South reappeared in full force in the 1950s, leading to renewed 
industry decline and consolidation in the North. 

Active spindle data for the country reflects the industry decline as it relates to 
world events and industry changes, as seen in Figure 1.7.

Figure 1.7: Active spindles (usage) versus spindles in place (capacity), 1925–1955

80%

85%

90%

95%

100%

0

5

10

15

20

25

30

35

40

1925 1935 1940 1945 1950 1955

Ac
tiv

e 
Sp

in
dl

es
 %

Sp
in

dl
es

 in
 P

lac
e (

in
 m

ill
io

ns
)

Spindles in Place Active %

Start of the Great 
Depression (1929)

End of Great Depression; 
Start of WWII (1939)

End of WWII (1945)

 Source: Changes in American Textile Industry, US Dept. of Agriculture, Technical Bulletin 1210. Issued November 1959, L. D. Howell, p. 72.

Figure 1.7 shows that in times of tight industry capacity firms did well. But when 
supply exceeded demand, excess capacity lowered profits and oftentimes caused the 
weakest firms to falter and reduce production or close entirely.

Geographical differences are also telling. By running multiple shifts, sometimes 
around the clock, the South rang up a 122.6% utilization rate of its spindles. The 
North, by contrast, utilized just 78.6%, with Massachusetts the worst at 70.4%.28 
These types of statistics show the advantages the South had over the North, and how 
the South used them to grow profits. The small degrees of advantages in labor costs 
and better technology, coupled with high degrees of plant utilization, resulted in a 
distinct competitive advantage over the North. 
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Figure 1.8: The Beginnings of Today’s Berkshire Hathaway, Inc.
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Sources: Moody’s Manual reports and Massachusetts Corporate Card Files accessed via the Boston Public 
Library. 

Appendix Note: Source data for 1934–1945 are from Moody’s Industrial Manuals 
accessed via Mergent Online. Source data for 1946–1955 come from the first Berkshire 
Hathaway Annual Report for the combined entity. The reader should be aware that 
data for net income and equity don’t exactly match the sum of the constituent parts 
in years where there are both combined and individual data available.
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Berkshire Fine Spinning Associates 1955 1954 1953 1952 1951 1950 1949 1948 1947 1946 1945 
Revenues ($ thousands) $60,987 $63,466 $50,912 $69,890 $68,445 $42,861 $36,043 
Net income 3,141 4,099 3,570 14,358 12,842 5,690 1,814 
Equity 45,193 44,262 41,691 42,530 32,444 19,187 15,294 

Key Ratios
Revenue growth (3.9%) 24.7% (27.2%) 2.1% 59.7% 18.9% 13.7% 
Revenues / avg. equity capital $1.40 $1.48 $1.31 $2.23 $3.07 $2.49 $2.40 
Return on revenues (net margin) 5.2% 6.5% 7.0% 20.5% 18.8% 13.3% 5.0% 
Return on average equity 7.0% 9.5% 8.5% 38.3% 49.7% 33.0% 12.1% 

Hathaway Manufacturing Company 1955 1954 1953 1952 1951 1950 1949 1948 1947 1946 1945 
Revenues ($ thousands) $21,227 $27,463 $19,749 $30,862 $26,158 $22,446 $27,288 $20,538 $14,997 $11,622 
Net income (373) 482 (80) 1,836 1,702 1,312 2,858 1,949 952 328 
Equity 11,012 11,490 11,608 10,968 9,732 8,629 7,892 5,597 3,867 3,166 

Key Ratios
Revenue growth (22.7%) 39.1% (36.0%) 18.0% 16.5% (17.7%) 32.9% 36.9% 29.0% (3.5%)
Revenues / equity capital $1.89 $2.38 $1.75 $2.98 $2.85 $2.72 $4.05 $4.34 $4.27 $3.67 
Return on revenues (net margin) (1.8%) 1.8% (0.4%) 6.0% 6.5% 5.8% 10.5% 9.5% 6.3% 2.8% 
Return on average equity (3.3%) 4.2% (0.7%) 17.7% 18.5% 15.9% 42.4% 41.2% 27.1% 10.7% 

Table 1.2: Berkshire Fine Spinning Associates and Hathaway Manufacturing Company, select data, 1945–1955
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Berkshire Fine Spinning Associates 1944 1943 1942 1941 1940 1939 1938 1937 1936 1935 1934 
Revenues ($ thousands) $31,696 $38,679 $37,772 $28,747 $18,163 $18,442 $14,351 $19,389 $18,951 $16,031 $16,335 
Net income 1,602 1,724 1,907 1,852 592 284 (517) 1,418 73 (1,228) 209 
Equity 14,766 14,638 14,311 14,035 13,173 13,098 13,094 13,611 13,629 12,635 13,825 

Key Ratios
Revenue growth (18.1%) 2.4% 31.4% 58.3% (1.5%) 28.5% (26.0%) 2.3% 18.2% (1.9%)
Revenues / avg. equity capital $2.16 $2.67 $2.67 $2.11 $1.38 $1.41 $1.07 $1.42 $1.44 $1.21 
Return on revenues (net margin) 5.1% 4.5% 5.0% 6.4% 3.3% 1.5% (3.6%) 7.3% 0.4% (7.7%)
Return on average equity 10.9% 11.9% 13.5% 13.6% 4.5% 2.2% (3.9%) 10.4% 0.6% (9.3%)

Hathaway Manufacturing Company 1944 1943 1942 1941 1940 1939 1938 1937 1936 1935 1934 
Revenues ($ thousands) $12,045 $12,409 $11,949 $7,796 $7,329 $7,307 $3,889 $8,470 $6,985 Unknown $3,937 
Net income 278 250 378 259 246 230 (19) 177 253 (0) 54 
Equity 2,988 2,766 2,572 2,356 2,350 2,219 2,059 2,193 2,118 1,953 2,072 

Key Ratios
Revenue growth (2.9%) 3.8% 53.3% 6.4% 0.3% 87.9% (54.1%) 21.3% 
Revenues / equity capital $4.19 $4.65 $4.85 $3.31 $3.21 $3.42 $1.83 $3.93 $3.43 
Return on revenues (net margin) 2.3% 2.0% 3.2% 3.3% 3.4% 3.1% (0.5%) 2.1% 3.6% 
Return on average equity 9.7% 9.4% 15.4% 11.0% 10.8% 10.8% (0.9%) 8.2% 12.4% 0.0% 

Table 1.3: Berkshire Fine Spinning Associates and Hathaway Manufacturing Company, select data, 1934–1944
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1955 1954 1953 1952 1951 1950 1949 1948 1947 1946 1945 
Revenues ($ thousands) $65,498 $66,929 $86,414 $68,293 $91,849 $89,625 $73,358 $97,177 $88,982 $57,858 $47,665 
Net income 301 660 2,921 99 6,175 7,008 5,031 17,722 16,193 6,868 2,142 
Equity 51,400 53,354 55,153 54,990 57,524 55,359 51,670 51,756 38,868 24,878 18,459 

Key Ratios
Revenue growth (2.1%) (22.5%) 26.5% (25.6%) 2.5% 22.2% (24.5%) 9.2% 53.8% 21.4% 9.0% 
Revenues / equity capital $1.27 $1.25 $1.57 $1.24 $1.60 $1.62 $1.42 $1.88 $2.29 $2.33 $2.58 
Return on revenues (net margin) 0.5% 1.0% 3.4% 0.1% 6.7% 7.8% 6.9% 18.2% 18.2% 11.9% 4.5% 
Return on average equity 0.6% 1.2% 5.3% 0.2% 10.9% 13.1% 9.7% 39.1% 50.8% 31.7% 11.8% 

Table 1.4: Berkshire Fine Spinning Associates and Hathaway Manufacturing Company, pro-forma combined, select data, 
1945–1955

1944 1943 1942 1941 1940 1939 1938 1937 1936 1935 1934 
Revenues ($ thousands) $43,740 $51,088 $49,721 $36,543 $25,492 $25,749 $18,240 $27,859 $25,936 $20,272 
Net income 1,880 1,974 2,286 2,111 838 514 (536) 1,595 326 (1,229) 263 
Equity 17,754 17,404 16,883 16,390 15,523 15,317 15,153 15,804 15,747 14,588 15,897 

Key Ratios
Revenue growth (14.4%) 2.7% 36.1% 43.4% (1.0%) 41.2% (34.5%) 7.4% 
Revenues / equity capital $2.46 $2.94 $2.94 $2.23 $1.64 $1.68 $1.20 $1.76 
Return on revenues (net margin) 4.3% 3.9% 4.6% 5.8% 3.3% 2.0% (2.9%) 5.7% 
Return on average equity 10.7% 11.5% 13.7% 13.2% 5.4% 3.4% (3.5%) 10.1% 2.2% (8.1%)

Table 1.5: Berkshire Fine Spinning Associates and Hathaway Manufacturing Company, pro-forma combined, select data, 
1934–1944
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Chapter 2
1955–1964

Table 2.1: Decade snapshot: Pre-Buffett years

1954* 1964
Business: Textile manufacturing Textile manufacturing
Key managers: Chairman: John H. McMahon; 

Vice Chairman: Seabury 
Stanton; President: Malcolm 
G. Chace, Jr.

Chairman: Malcolm G. 
Chace, Jr.;  
President: Seabury Stanton

Annual revenues: $66.9 million $50 million
Stockholder equity: $53.4 million $22.1 million
Book value per share: $23.25 $19.46 

*Proforma for the combined Berkshire Fine Spinning Associates, Inc. and Hathaway 
Manufacturing Company, which merged on March 14, 1955 to form Berkshire Hathaway, Inc.

Key capital allocation decisions:
1. Purchased the stock of Bourne Mills for $3.4 million (1956).
2. Closed unprofitable divisions and plants in response to ongoing losses.
3. Reduced investment in working capital by $19.8 million (-58%).
4. Reduced net investment in property, plant, and equipment by $9.7 million (-57%).
5. Returned $22.3 million to shareholders in the form of dividends and buybacks.

Noteworthy events:
1. Warren Buffett begins buying shares for Buffett Partnership Limited in 1962. 
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Introduction

A n analyst or shareholder comparing Berkshire Hathaway’s 1955 and 1964 Annual 
Reports would have come away with two conclusions. First, profitability was 
down. The company that existed in 1964 earned about half of what was earned 

in 1955. Second, the company’s financial condition, although not necessarily in bad 
shape, had materially changed. What was formerly a company flush in cash and excess 
liquid resources at the end of 1954 became a company with substantially lower levels of 
cash and marketable securities, about half the investment in physical assets, and some 
debt. What transpired to cause Berkshire Hathaway to become half of its former self?

Note on year ends: Berkshire Hathaway reported on a fiscal year basis until it 
adopted a calendar year in 1967.*

Table 2.2: Select information 1954–1964

1955 1956 1957 1958 1959 1960 1961 1962 1963 1964
BRK book value 
per share - % 
change

(3.6%) 0.1% (4.9%) (11.1%) 6.0% 16.3% (3.7%) (10.3%) (6.7%) 3.3%

US GDP Growth 
(real %)

7.1% 2.1% 2.1% (0.7%) 6.9% 2.6% 2.6% 6.1% 4.4% 5.8%

10 year Treasury 
Note (year end %)

3.0% 3.6% 3.2% 3.9% 4.7% 3.8% 4.1% 3.9% 4.1% 4.2%

US inflation (%) (0.3%) 1.5% 3.4% 2.7% 0.9% 1.5% 1.1% 1.2% 1.3% 1.3%
US unemployment 
(%)

4.4% 4.1% 4.3% 6.8% 5.5% 5.5% 6.7% 5.6% 5.6% 5.2%

Sources: Berkshire Hathaway Annual Reports 1955–1964 and Federal Reserve Bank of St. Louis.

1954
Let’s turn first to the balance sheet and assess the financial condition of the company 
that existed at year end 1954. Because the merger between Berkshire Fine Spinning 
Associates, Inc. and Hathaway Manufacturing Company was not consummated 
until March 1955, this is actually an accounting look at what the companies would 
have looked like had they operated as one a year earlier (proforma to use the modern 
jargon). The 1955 combined Berkshire Hathaway, Inc. report contained a lookback 
for comparison purposes, as shown in Table 2.3.

* It appears the method was inclusive of the last full week in September. This produced the oddities such as 
September 27, 1958 (a Saturday) and October 3, 1959 (also a Saturday). 
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Table 2.3: Berkshire Hathaway balance sheet, 1954

($ thousands) 9/30/54 %
Current assets
Cash $4,977 9%
Marketable securities 2,963 5%
Accounts receivable, net 3,200 5%
Inventories 27,669 48%
Other current assets 394 1%
Total current assets 39,202 67%

Property, plant & equipment, net 17,249 30%
Other assets 1,778 3%
Total assets $58,230 100%

Current liabilities
Notes payable 878 2%
Accounts payable 2,296 4%
Accruals & other 1,702 3%
Total current liabilities 4,875 8%

Long-term liabilities 0 0%

Shares outstanding (000's) 2,295
Total stockholders' equity 53,354 92%
Total liabilities and stockholders' equity $58,230 100%

Note: Amounts are rounded from actual dollars which may cause totals to differ slightly.
Source: Berkshire Hathaway Annual Report 1955.

A company’s assets can be overly simplified into two general components: short-
term assets and long-term assets. Short-term assets fall into three main categories: 
inventories (in Berkshire’s case raw materials such as cotton, silk, and rayon; product 
in the process of being converted into finished product; and finished goods such as 
fabric); accounts receivable (monies owed from customers for goods sold on credit); 
and cash. At the end of 1954, these current assets made up about two-thirds of 
Berkshire’s total assets.

Long-term assets, usually grouped under property, plant, and equipment, are the 
land, buildings, and equipment necessary to run the company. The 1955 Berkshire 
Hathaway Annual Report listed the following locations, whose land, buildings, and 
equipment would have been classified under long term assets:

• Executive offices in Providence, Rhode Island
• Two sales offices in New York City 
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Massachusetts; the Holyoke division in Holyoke, Massachusetts; the Fort Dummer 
division in Brattleboro, Vermont; and the curtain factory, repair division and warehouse 
buildings in Warren, Rhode Island. The 1958 Annual Report to shareholders made 
clear that the remaining divisions would be expected to be profitable going forward.

Table 2.4: Select period data

Sept. 27, 1958 Jan. 1, 1957 % Change
Spindles  480,980  874,332 (45%)
Looms  12,610  19,214 (34%)
Plants  8  14 (43%)

Source: Berkshire Hathaway Annual Report 1958.

Management anticipated operating losses during this reorganization, but 
expected the cash freed by reducing working capital would help cover reorganization 
costs and operating losses. But no reorganization could help Berkshire Hathaway get 
rid of equipment it wasn’t using—equipment no one wanted to buy. This is what 
happens when downsizing amid a systemic industry contraction. Many companies 
are all trying to sell equipment that no one could put to profitable use. The task 
was extremely difficult, maybe even impossible. “The market for second-hand textile 
machinery and buildings has been overloaded for the past several years, owing to 
the large number of mill liquidations which have taken place in all sections of the 
country,” management concluded in the 1958 Annual Report, “and it has been 
extremely difficult to find customers for our machinery and properties.”

The year ended in a sea of red ink: The company reported a net loss of $5 
million in 1958.

1959
Buoyed by a general economic recovery, the following two years brought a brief respite 
of profitability. Operating costs were lower because of the rationalizing of plant assets 
in prior years, and textile prices were higher due to low industry-wide inventories. 
From the horrendous $5 million loss incurred in 1958, the bottom line rebounded to 
a $1.3 million profit in 1959. This likely gave management the confidence to maintain 
its policy of reinvesting in the business where they could “take full advantage of all 
technical improvements.”
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manufacturing plants in New Bedford, Massachusetts, and one in Warren, Rhode 
Island. A small profit of $176,000 was reported and management told shareholders 
that, “all divisions of the company were operating on a profitable basis at the end of 
the final quarter.” Management also noted that the government subsidy program that 
existed since 1956, which subsidized foreign purchases of US cotton (to encourage 
exports and alleviate surplus production), was altered and allowed US manufacturers 
to obtain the same discount. If owners had not learned to dig deeper at this point, 
they should have. Another $3 million write down to plant assets was recorded to 
equity. Likewise, if this was included as a true loss—as it most certainly should have 
been—it would have wiped out the small profit reported that year.

Decade in Review
With the decade concluded, let’s take another assessment of Berkshire Hathaway in 
1964. We find a business roughly half the size of its former self and one with a much 
weaker balance sheet.

Table 2.5: Select data from 1955 and 1964

($ thousands) 1964 1955 $ Change % Change
Revenues $49,983 $65,498  (15,515) (24%)
Cash  920  4,169  (3,249) (78%)
Working capital  14,502  33,022  (18,520) (56%)
Plant, property, and equipment  7,571  16,655  (9,084) (55%)
Debt  2,500  0  2,500 n/a
Shareholders' equity  22,139  51,400  (29,261) (57%)

Sources: Berkshire Hathaway Annual Reports 1955 and 1964.

The shriveled number of offices and plant locations at the end of 1964 illustrates 
the degree to which the business had contracted over the preceding decade. Save for 
one plant, operations had contracted to New Bedford, Massachusetts, including the 
executive offices and laboratory. The company still had two sales offices in New York 
City, and three Home Fabrics stores in Toronto, New York City, and Los Angeles. 
The report listed four plant locations, though three of those (the Hathaway Box 
Loom division, the Hathaway Synthetic division, and the Home Fabrics division) 
were in New Bedford, Massachusetts. The fourth was the King Philip D division, 
located in Warren, Rhode Island.

So, what happened over the decade? Between 1955 and 1964 Berkshire Hathaway 
generated aggregate revenues of $595 million yet its shareholders were punished for 
this with five separate years of losses that outstripped any profits made in better 
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years. Worse yet, if the below-the-line write downs to plant and equipment taken in 
1962–1964 are included, the true economic result is even worse.

Table 2.6: Reconcilliation of shareholders’ equity 1955–1964

($ thousands) Change % Change
Beginning equity 1955 $53,354
Net income (4,118) 13% 
Asset write-downs (5,900) 19% 
Dividends (9,174) 29% 
Share repurchases (13,090) 42% 
Bourne Mill gain 887 (3%)
Tax adjustments 180 (1%)
Change in equity during 
period

(31,216) 100% 

Ending equity 1964 $22,139

Sources: Berkshire Hathaway Annual Reports 1955–1964.

Aside from the Bourne Mills acquisition in 1956, management acted rationally 
in shrinking the business, rather than continuing to acquire other mills in hopes 
of finding ever-elusive synergies. Over the course of the ten years ended in 1964, a 
net of $22.3 million, or about 42% of shareholders’ equity from the beginning of 
the period, was sent to shareholders in the form of dividends and share repurchases. 
(Approximately $1.1 million of positive adjustments to equity were recorded over the 
decade relating to positive tax adjustments and an excess of assets acquired over the 
purchase price of the Bourne Mills acquisition.)

Table 2.7: Property, plant, and equipment: 1954–1964

($ thousands)
Balance, end of 1954 $17,249 
Depreciation  (17,809)
Plant write-downs  (5,900)
Capital expenditures  14,031 
Balance, end of 1964 $7,571 

Sources: Berkshire Hathaway Annual Reports 1955–1964.

Another key capital allocation decision (or rather a series of decisions) should 
be noted. Although management did shrink the company’s investment in property, 
plant, and equipment over the decade, it had to spend money maintaining its fixed 
assets and investing in the latest technologies. Those decisions were expensive. Even 
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($ thousands) 10/03/64 09/28/63 09/29/62 09/30/61 10/01/60 10/03/59 09/27/58 09/30/57 09/30/56 09/30/55 09/30/54
Current assets
Cash $920 $660 $1,445 $939 $1,535 $1,987 $2,473 $2,003 $2,554 $4,169 $4,977
Marketable securities 0 0 0 0 3,248 4,464 0 163 482 4,333 2,963
Accounts receivable, net 7,451 7,670 7,052 6,852 7,645 7,070 7,184 8,051 7,136 4,343 3,200
Inventories 11,689 18,011 19,281 20,880 14,920 15,655 22,411 24,066 30,842 22,977 27,669
Other current assets 191 237 321 275 495 433 0 875 0 1,000 394
Total current assets 20,250 26,579 28,099 28,947 27,843 29,608 32,068 35,157 41,015 36,822 39,202

Property, plant, and 
equipment, net

7,571 12,825 15,913 16,232 14,389 12,842 15,021 16,806 17,131 16,655 17,249

Other assets 65 43 77 100 162 211 939 1,696 1,812 1,722 1,778
Total assets $27,887 $39,448 $44,089 $45,279 $42,394 $42,661 $48,028 $53,659 $59,958 $55,200 $58,230

Current liabilities
Notes payable $2,500 $5,400 $6,900 $4,150 $0 $0 $4,500 $3,350 $4,300 $0 $878
Accounts payable 2,097 2,415 3,316 3,371 2,583 2,424 2,267 3,836 2,185 2,334 2,296
Accruals & other 1,152 1,353 1,409 1,582 1,830 1,325 1,333 1,569 3,104 1,466 1,702
Total current liabilities 5,748 9,169 11,625 9,103 4,412 3,749 8,100 8,756 9,589 3,800 4,875

Long-term liabilities 0 0 0 0 0 0 0 0 0 0 0

Shares outstanding (000's) 1,138 1,607 1,607 1,607 1,626 1,936 2,106 2,106 2,246 2,295 2,295
Total stockholders' equity 22,139 30,279 32,464 36,176 37,982 38,912 39,928 44,903 50,370 51,400 53,354
Total liabilities and 
stockholders' equity

$27,887 $39,448 $44,089 $45,279 $42,394 $42,661 $48,028 $53,659 $59,958 $55,200 $58,230

Table 2.8: Berkshire Hathaway, Inc. consolidated balance sheets, year end 1954–1964

Note: Amounts are rounded from actual dollars which may cause totals to differ slightly. 
Sources: Berkshire Hathaway Annual Reports, 1954–1964.



th
e co

m
plete fin

an
cial h

isto
ry o

f berksh
ire h

ath
aw

ay

42

Table 2.9: Berkshire Hathaway, Inc. consolidated income statements, 1954–1964

($ thousands) 10/03/64 09/28/63 09/29/62 09/30/61 10/01/60 10/03/59 09/27/58 09/30/57 09/30/56 09/30/55 09/30/54
Net revenues $49,983 $50,591 $53,259 $47,722 $62,609 $69,512 $61,956 $66,098 $68,043 $65,498 $66,929
Expenses (excluding 
depreciation)

48,354 49,419 53,373 46,145 56,274 66,369 64,409 68,241 64,517 63,370 65,370

Depreciation 1,101 1,717 1,905 2,129 1,713 1,637 1,941 1,971 1,896 1,799 See note
Operating profit / (loss) 528 (545) (2,019) (551) 4,622 1,506 (4,394) (4,114) 1,630 329 1,559
Other income / (expense) (352) (140) (132) 86 2 (184) (582) (14) 160 384 (172)
Pre-tax income 176 (685) (2,151) (465) 4,624 1,322 (4,975) (4,128) 1,790 713 1,386
Provision for taxes / (refund) 0 0 0 (72) 0 0 0 (870) 867 412 726
Net income / (loss) $176 ($685) ($2,151) ($393) $4,624 $1,322 ($4,975) ($3,258) $923 $301 $660

Table 2.10: Berkshire Hathaway, Inc. consolidated reconciliation of shareholders’ equity, 1955–1964

($ thousands) 10/03/64 09/28/63 09/29/62 09/30/61 10/01/60 10/03/59 09/27/58 09/30/57 09/30/56 09/30/55
Prior year end equity $30,279 $32,464 $36,176 $37,982 $38,912 $39,928 $44,903 $50,370 $51,400 $53,354 
Current year net income / (loss) 176 (685) (2,151) (393) 4,624 1,322 (4,975) (3,258) 923 301 
Current year dividends 0 0 (161) (1,206) (1,715) (464) 0 (1,108) (2,276) (2,245)
Change in common 0 (3,436) 0 0 0 0 0 0 0 (3)
Change in paid in capital 0 (2,738) 0 0 0 0 0 2 887 (7)
Treasury stock (5,316) 7,766 0 (208) (3,838) (1,874) 0 (1,267) (579) 0 
Revenue agent net asset adjustment 0 0 0 0 0 0 0 0 15 0 
Reduction in provision for prior years' taxes 0 0 0 0 0 0 0 165 
Estimated loss on properties to be sold (3,000) (1,500) (1,400) 0 0 0 0 0 0 0 
Retirement of treasury stock 0 (1,592) 0 0 0 0 0 0 0 0 
Ending Equity $22,139 $30,279 $32,464 $36,176 $37,982 $38,912 $39,928 $44,903 $50,370 $51,400 

Notes: Amounts are rounded from actual dollars which may cause totals to differ slightly. 1954: Depreciation included in expenses in line above. 
Sources: Berkshire Hathaway Annual Reports, 1954–1964.

Note: Amounts are rounded from actual dollars which may cause totals to differ slightly. 
Sources: Berkshire Hathaway Annual Reports, 1954–1964.
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Table 2.11: Berkshire Hathaway, Inc. selected data and ratios, 1954–1964

10/03/64 09/28/63 09/29/62 09/30/61 10/01/60 10/03/59 09/27/58 09/30/57 09/30/56 09/30/55 09/30/54
Working capital ($ thousands) $14,502 $17,411 $16,474 $19,844 $23,430 $25,859 $23,968 $26,401 $31,427 $33,022 $34,327 
Current ratio 3.52:1 2.90:1 2.42:1 3.18:1 6.31:1 7.90:1 3.96:1 4.02:1 4.28:1 9.69:1 8.04:1 
Operating margin 1.06% (1.08%) (3.79%) (1.15%) 7.38% 2.17% (7.09%) (6.22%) 2.39% 0.50% 
Net margin 0.35% (1.35%) (4.04%) (0.82%) 7.39% 1.90% (8.03%) (4.93%) 1.36% 0.46% 
Average invested capital1  
($ thousands)

$30,159 $37,521 $39,845 $39,154 $38,447 $41,670 $46,341 $51,462 $53,035 $52,816 

Revenues / avg. invested capital $1.66 $1.35 $1.34 $1.22 $1.63 $1.67 $1.34 $1.28 $1.28 $1.24 
Avg. invested capital / rev. 
(inverse of above)

$0.60 $0.74 $0.75 $0.82 $0.61 $0.60 $0.75 $0.78 $0.78 $0.81 

Debt-to-equity ratio 11.29% 17.83% 21.25% 11.47% 0.00% 0.00% 11.27% 7.46% 8.54% 0.00% 1.65% 
Return on avg. invested capital 0.58% (1.83%) (5.40%) (1.00%) 12.03% 3.17% (10.74%) (6.33%) 1.74% 0.57% 
Return on average equity 0.67% (2.18%) (6.27%) (1.06%) 12.03% 3.35% (11.73%) (6.84%) 1.81% 0.59% 
Book value per share $19.46 $18.84 $20.20 $22.51 $23.37 $20.10 $18.96 $21.32 $22.43 $22.40 $23.25 

Footnote: 
1. Average invested capital calculated based on the average of the sum of the prior and current year’s equity and debt capital.

Sources: Berkshire Hathaway Annual Reports, 1955–1964, and author calculations.
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Chapter 3
1965–1974

Table 3.1: Decade snapshot: 1964–1974

1964 1974
Business: Textile manufacturing Textiles, insurance, banking, 

candy, publishing

Key managers: Chairman: Malcolm G.  
Chace, Jr.; 
President: Seabury Stanton

Chairman & CEO:  
Warren E. Buffett; 
President: Kenneth V. Chase

Annual revenues: $50 million $101.5 million
Stockholders' equity: $22.1 million $88.2 million
Book value per share: $19.46 $90.02 

Major Capital Allocation Decisions:
1. Purchased National Indemnity Company and National Fire and Marine Company 
(collectively National Indemnity) for $8.6 million (1967).
2. Purchased The Illinois National Bank & Trust Company of Rockford for $17.7 million (1969).
3. Contributed approximately $25 million of additional equity capital to the Insurance Group 
to support its growth.
4. Borrowed $20 million in long-term debt to repay existing debt, provide capital for the 
Insurance Group, and maintain liquidity for future opportunities.
5. Purchased a 26% interest in Blue Chip Stamps for approximately $15 million (various).
6. Reduced working capital and fixed assets in the Textile Group to maintain an appropriate 
level of capital investment in relation to sales.
7. Allocated Insurance Group float into undervalued securities.
8. Returned $2.6 million to shareholders in the form of dividends ($0.1 million) and share 
repurchases ($2.5 million).

Noteworthy Events:
1. May 10, 1965: Warren Buffett gains control of Berkshire and is elected Chairman. 
2. Price controls instituted by the Nixon Administration (1970).
3. United States abandons the gold standard (1971). 
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Table 3.2: Select information 1965–1974

1965 1966 1967 1968 1969 1970 1971 1972 1973 1974
BRK book value 
per share - % 
change

23.8% 20.3% 11.0% 19.0% 16.2% 12.0% 16.4% 21.7% 4.7% 5.5% 

BRK market 
value per share - 
% change

49.5% (3.4%) 13.3% 77.8% 19.4% (4.6%) 80.5% 8.1% (2.5%) (48.7%)

S&P 500 total 
return

10.0% (11.7%) 30.9% 11.0% (8.4%) 3.9% 14.6% 18.9% (14.8%) (26.4%)

US GDP 
Growth (real %)

6.5% 6.6% 2.7% 4.9% 3.1% 0.2% 3.3% 5.3% 5.6% (0.5%)

10 year Treasury 
Note (year end 
%)

4.6% 4.8% 5.7% 6.0% 7.7% 6.4% 5.9% 6.4% 6.7% 7.4% 

US inflation (%) 1.6% 3.0% 2.8% 4.2% 5.4% 5.9% 4.2% 3.3% 6.3% 11.0% 
US 
unemployment 
(%)

4.5% 3.8% 3.8% 3.6% 3.5% 5.0% 6.0% 5.6% 4.9% 5.6% 

Sources: Berkshire Hathaway Annual Reports 2018, 2019 and Federal Reserve Bank of St. Louis.

1965
The 1965 Berkshire Hathaway letter to shareholders, although signed by Chairman 
Malcolm Chace and President Kenneth Chace (no relation), was written by Warren 
Buffett. Reading that letter, one can begin to see Buffett’s subtle influence, starting 
with its communications to shareholders.

From the beginning Buffett was transparent about company finances—sharing 
financial details usually hidden within below-the-line charges to shield the income 
statements from taking a hit. He also explicitly explained an important accounting 
change that would provide a more realistic, but less rosy, view of the financial picture.

In the very first paragraph, the reader learns that the earnings as reported do 
not contain any non-recurring losses sustained from closing two plants. The second 
paragraph of the letter alerts shareholders to an important accounting change. 
Because of losses incurred in previous years, Berkshire did not have to pay federal 
income taxes on its pre-tax earnings of $4.3 million in 1965. Reporting Berkshire’s 
profits without taxes, however, might mislead shareholders as to the true earning 
power of their company. An estimate of taxes that would have been payable without 
the loss carryovers was therefore deducted. The $2 million charge, “equivalent to 
federal income taxes,” reduced reported net earnings to $2.3 million.

Though subtle, the fact that a manager would intentionally choose to report 
earnings almost 50% lower than they could have was a loud signal to those paying 
attention. It was also in marked contrast to accounting practices of the previous 
decade, whereby below the line charges were taken to equity. This had shielded the 
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Equation 3.1

Combined ratio = loss ratio + expense ratio

Combined ratio =
loss expenses

earned premiums

underwriting expenses

written premiums

or

In 1968, these ratios were 65.4% (loss ratio) and 32.1% (expenses), producing 
a combined ratio of 97.5%. It may seem counterintuitive, but a ratio below 100% 
is generally good and means an insurer is operating at an underwriting profit. In 
this case, Berkshire got to keep 2.5% of the insurance premiums it took in from 
policyholders, in addition to money earned from investing those funds.

It was not uncommon for insurers, then and now, to operate at an underwriting 
loss so long as investment earnings produced a satisfactory overall result. These 
investment operations are conducted with the monies collected by policyholders, but 
not yet paid out in claims. This pool of funds is called float and can contribute 
an enormous amount of value to an insurance operation since any profits from 
investing the float accrues to the insurer.* It is often self-serving for the managers of 
an insurance business to think they can write unprofitable business, and therefore 
capture more market share and make it up in the investment operations.

While this strategy could work, most insurance executives are poor investment 
professionals since they lack training in that area.** These two tendencies combine 
to produce sub-par results for many insurance industry shareholders. Fortunately for 
Berkshire Hathaway shareholders, they had a profitable underwriting operation and 
a world-class investor working for them.

Concluding the 1968 Annual Report was a note on two acquisitions completed 
just after the year ended. At the beginning of 1969, Berkshire acquired 100% of 
Sun Newspapers and its related printing business, Blacker Printing Company, both 
based in Buffett’s hometown of Omaha, Nebraska. The newspaper business of today 
pales in comparison to the industry that existed several decades ago. Back then, the 
business was profitable with high returns on capital for dominant papers. Buffett 
would build on this initial foray into the industry to earn strong profits for Berkshire 
shareholders.***

* It is liable for any losses too, which is why insurance is so heavily regulated.
** Their focus is usually on sales of additional policies to drive premium volume.
*** The Sun was smaller than the Omaha World Herald and economically not as attractive. Buffett loved 
newspapers and admittedly stretched for it, paying $1.25 million for an initial yield of about 8% (The Snowball 
p. 325).
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Table 3.3: Select Berkshire Hathaway insurance company data, 1968-69

($ millions) 1969 1968 Change

Premiums written $28.8 $22.7 27%

Premiums earned 25.3 22.6 12%

Premiums written to average equity 215% 197% 18pts

Loss ratio 64.8% 65.4% -0.7pts

Expense ratio 31.4% 32.1% -0.6pts

Combined ratio 96.2% 97.5% -1.3pts

Sources: Berkshire Hathaway Annual Report 1969 and author’s calculations.

It’s worth pausing to discuss the two premium figures contained in Table 3.3. 
Premiums written reflect the amount of business written during any given year. These 
are a direct consequence of the insurance company’s sales force. Premiums earned 
are different. A policy written today that covers the next two years will be reflected 
in today’s written results, but half will not be earned until the next year. Therefore 
it takes many years for underwriting skill to become apparent. Anyone can write a 
policy, but it takes an intelligent manager to write profitable business today while 
looking at tomorrow’s risks.

Another major reason insurance premiums earned might differ from those written 
is due to reinsurance. Reinsurance is simply the practice of laying off or ceding some 
of the written policies to another insurer. This allows an insurance company to share 
some of the risk it undertakes and maximize its sales force. (In general, salespeople 
like writing business and don’t like to stop because the insurer has too many policies 
on the books.) The amount of reinsurance can vary from substantial to negligible 
or nothing at all depending on the need or desire to diversify or maintain capital 
levels. Berkshire would not only look to retain the business it was writing, but grow 
naturally by taking on additional risk through its own reinsurance operations. In its 
inaugural year, Berkshire wrote $2.7 million of reinsurance business.34

Banking

The major acquisition of 1969 was the purchase of the Illinois National Bank & Trust 
Company. Banking, like insurance, involves prudently managing risks that take time 
to materialize. A bank’s long-term record tells a compelling story. Buffett provided a 
short history of the bank for shareholders, which is worth repeating here: 

“This bank had been built by Eugene Abegg, without addition of outside capital, 
from $250,000 of net worth and $400,000 of deposits in 1931, to $17 million 
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of net worth and $100 million of deposits in 1969. Mr. Abegg has continued 
as Chairman and produced record operating earnings (before security losses) 
of approximately $2 million in 1969. Such earnings, as a percentage of either 
deposits or total assets, are close to the top among larger commercial banks in 
the country which are not primarily trust department operations.”

To achieve such a growth rate over the preceding 38 years would have required an 
almost 12% return on equity, and an annual growth rate of 15.6% in the deposit base. 
Given the long history of sound and profitable operations, Buffett could rightfully 
conclude that, like Ringwalt, Abegg knew what he was doing.

The purchase price of the bank was not detailed, but we can back into it using the 
financial information contained in the Annual Report (see Table 3.4). This information 
shows that Berkshire paid approximately 1.05 times book value for the bank—a very 
attractive price given the quality of the bank.* This came to $17.7 million.

Table 3.4: The Illinois National Bank & Trust Co. of Rockford, acquisition 
analysis

($ millions)

1969 ending carrying value $18.9 

Less: 1969 earnings  1.2 

Berkshire purchase price  17.7 

1968 Bank book value  16.8 

Purchase multiple  1.05 

Sources: Berkshire Hathaway Annual Report 1969 and author’s calculations.

Buffett used Berkshire’s now strengthened balance sheet to fund the purchase of 
the bank. Marketable securities were almost completely sold, raising approximately 
$11 million.** The shrinking textile operations provided almost $4.6 million through 
reductions in working capital and physical plant investment. Berkshire also 
augmented its funds by borrowing an additional $4.75 million.***

* The average return on assets (ROA) in 1969 was 1.68% (after tax, before securities gains/losses). 
** Berkshire’s marketable securities portfolio amounted to $5.4 million on the year-end 1968 balance sheet and 
was reduced to just under $300,000. The net proceeds were much higher. Due to the accounting rules at the 
time, which carried the value of the marketable securities at cost, funds raised were likely over $11 million. We 
know the value was $11.8 million at year end 1968 but we cannot know for sure how the value changed between 
then and the liquidation. 

*** A $6.25 million term loan replaced a $2 million bank loan. Quarterly principal payments of $375,000 were 
due until the $3.375 million balance matured on June 30, 1972. The interest rate was 0.50% over the prime rate 
for 90-day commercial loans of The First National Bank of Boston (which was the agent bank).
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Equation 3.2

Bank:
operating income

assets

assets

equity
× = return on equity

Return on assets

Non bank:
profit

revenues
×

revenues

total capital
×

total capital

equity
return on equity=

Return on capital

Using the figures from the Illinois National Bank, we can see how its ROA is an 
indication of good economics and translates into a satisfactory ROE. Because the 
bank had nearly seven times the amount of assets as it did equity capital, the ROA 
is multiplied or leveraged by that same factor. While the use of leverage in the bank 
may seem (and is) high compared to other businesses, from a banking perspective it 
is on the conservative side. Today’s banks routinely use ten- or twelve-times leverage. 
This creates higher returns on equity but brings additional risk and is one reason why 
banks are so tightly regulated.

Table 3.5: Illinois National Bank, return on assets and return on equity 
calculation, 1970 

($ thousands)

Operating income, after-tax $2,221 

Average assets  119,758 

Return on assets 1.9%

Average equity  17,704 

Avg. assets / avg. equity  6.8 

Return on equity 12.5%

Sources: Berkshire Hathaway Annual Report 1970 and author’s calculations.

The results from Illinois National Bank were achieved while maintaining high 
levels of liquidity. Its average loans to deposits ratio was just 49%. For perspective, 
today’s banks routinely loan up to 80% of deposits. The remainder of Illinois National 
Bank’s assets were in the investment portfolio or sitting in cash, with a small portion 
in premises and equipment, and other assets.
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Table 3.6: Textile division, select data, 1971

($ millions) 1971 1970

Revenues $26.0 $24.6 

Operating profit  0.233  0.107 

Capital employed  12.1  14.5 

Return on capital, pre-tax 1.9% 0.7%

Source: Berkshire Hathaway Annual Reports 1970, 1972.

Insurance

Quite contrary to the industry headwinds experienced in textiles, the insurance 
division (whose financials were now reported together under Insurance Group) had 
a considerable tailwind in 1971. As a result of some significant good fortune, the 
industry experienced reduced auto accident frequency, higher premium rates, and 
an absence of major disasters. For Berkshire this translated into 47% growth in 
premiums written, to $66 million, and a solid 95% combined ratio that brought in 
$1.4 million of underwriting profits.

This was all good news if you took it at face value, but when viewed as the calm 
before the storm, it carried a warning. Buffett knew this and was quick to point 
it out. “We shared in these benefits, although they are not without their negative 
connotations,” he wrote. These strong results would bring more competitors into the 
marketplace. Those competitors would drive premiums to the point of unprofitability. 
It was only when competitors faced losses that they would either raise rates, pull back 
on writing business, or both. Until then, Berkshire’s insurance managers would focus 
on underwriting profitability—volume be as it may.

Keeping the focus on the long-term, Berkshire continued the expansion of its 
Home State operations. During 1971 it formed Lakeland Fire & Casualty Company 
in Minnesota and Texas United Insurance in Texas (which legally formed in 1972). 
The Home State business accounted for just $1.5 million in premium volume, but 
volume was expected to double in 1972 with these new additions.

Another area of insurance growth in 1971 was the acquisition of Home & 
Automobile Insurance Company in Chicago on September 30.* With volume of $7.5 
million a year, Buffett highlighted the similarities between its founder, Victor Raab, 
and Berkshire’s own star managers, Jack Ringwalt and Eugene Abegg. While National 
Indemnity accepted just about any risk from almost anyone (requiring pricing one-
off policies), Raab focused on insuring those within Chicago’s urban areas, a more 

* The only information we can glean from the financial statements of the purchase is a $364,000 premium paid 
over the net assets of the business. 
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Table 3.7: Textile division—select data

($ millions) 1972 1971 

Revenues $27.7 $26.0 

Operating profit  1.697  0.233 

Capital employed  10.5  12.1 

Return on capital, pre-tax 16.1% 1.9%

Inventories  6.8  6.0 

Inventories as % revenues 25% 23%

Accounts receivable (AR)  4.1  5.1 

AR as % revenues 15% 20%

Sources: Berkshire Hathaway Annual Report 1972 and author’s calculations.

Insurance

The textile industry had a very good year, but it dimmed in comparison to the 
insurance industry. Although overall premium volume declined, profits swelled due 
to very favorable loss experience. This included:

• National Indemnity’s specialized business wrote premiums of $35 million (down 
26%) 

• Reinsurance wrote premiums of $11 million (down 24%)
• Home State operations had written premiums of $4.3 million (up more than 2.5 

times)
• Home and Auto delivered written premiums of $6.9 million. Those were 

substantially higher than the $2 million written the prior year for Berkshire but 
down from $7.7 million written during the full year (remember Home and Auto 
was acquired on September 30, 1971).

Recall that a combined ratio of less than 100% is a good thing. The 1972 combined 
ratio was 93.7%. This meant that Berkshire’s Insurance Group was being paid over 
6% to do business with customers. This was on top of the money it made investing 
the float that came with holding its customers money until loss claims came in. Float 
at the end of 1972 amounted to $70 million. High interest rates meant Berkshire 
enjoyed an enormous economic advantage holding onto these funds.* Additionally, 

* It is worth noting that the footnotes to the Insurance Group in 1972 first disclosed Berkshire’s initial 
investment in Blue Chip Stamps, and by extension that of See’s Candies. Buffett would have much more to 
say on See’s in the future. For now, all that shareholders could glean was that they, via Berkshire’s insurance 
subsidiary, owned a 17% stake in Blue Chip Stamps, up from 6% the year prior. (No additional disclosure was 
then made, as Blue Chip Stamps was simply one of many marketable securities.).
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Berkshire’s bond portfolio had unusually good call protection, which would protect 
the high yields on those investments.

Table 3.8: Insurance Group—select data

($ millions) 1972 1971 

Premiums written $58.0 $66.5 

Premiums earned  59.6  60.9 

Pre-tax underwriting gain  4.3  1.4 

Pre-tax net investment 
income

 6.6  5.0 

Return on average equity 22.2% 21.6%

Loss ratio 62.0% 67.0%

Expense ratio 31.7% 28.1%

Combined ratio 93.7% 95.1%

Sources: Berkshire Hathaway Annual Report 1972 and author’s calculations.

The extremely good profitability enjoyed during 1972 almost immediately attracted 
competition. Resulting volume declines starting in 1972 brought expectations of 
lower pricing for the near future. Although premiums earned fell only 2%, premiums 
written fell 13%. Berkshire would continue writing insurance at the right price, but 
would let volumes shrink if market rates were too low. Basing rates on long-term 
expectations, and accepting lower volume short-term, was the best path to above-
average long-term results.

If Berkshire was pulling back writing insurance business in the near term, it surely 
was not taking its foot off the gas in terms of building its capacity to write insurance. 
Berkshire planned to build on its acquisition of Home and Automobile Insurance of 
Chicago with new operations in Dade County, Florida and Los Angeles. Home State 
expanded with new ventures in Minnesota and Texas. All of these moves were made 
with an eye toward capturing more business when it materialized at appropriate prices.

Banking

Like Berkshire’s Insurance Group, Eugene Abegg and his team at Illinois National 
Bank were excellent underwriters of risk and rightfully deserved Buffett’s annual 
praise. Charge offs, or loans deemed uncollectible, were a mere 1/20th of those at other 
commercial banks. In 1972, the Bank wrote off $4,669 (no zeros omitted), or 0.0078% 
of its almost $60 million in loans, an exceptional banking record in any period.
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1973
The Chairman’s letter in 1973 contained a flurry of information for shareholders. First, 
however, Buffett led off with his customary quantitative disclosure of Berkshire’s 
return on beginning shareholders equity. That year’s result, a gain of 17.4%, was down 
from the prior year’s 19.8%. But Buffett was quick to point out that it was the rate of 
increase in book value, not the dollar amount, that mattered. Indeed, earnings per 
share had increased from $11.43 to $12.18. Buffett reiterated “management’s objective 
is to achieve a return on capital over the long term which averages somewhat higher 
than that of American industry generally—while utilizing sound accounting and debt 
policies.” From the vantage point of history, we know this objective was achieved by 
a wide margin.

Textiles

The textile division reported strong results in 1973. High demand brought the 
trendline above average for Berkshire’s textiles but still just average when judged 
from an absolute sense.*

Table 3.9: Textile division, select data 

($ millions) 1973 1972 % Change

Revenues $33.4 $27.7 21%

Operating profit 2.8 1.7 65%

Source: Berkshire Hathaway Annual Report, 1973 and author’s calculations.

Partially holding back the Textile Group’s performance were the Nixon 
Administration’s Cost of Living Council’s price controls.** Buffett said these “served 
to cut down some of the hills while still leaving us with the inevitable valleys.” Textiles 
is a highly cyclical industry. Having a capped upside with unlimited downside was 
good for consumers, but terrible for a business owner.

In response to inflationary pressures on raw materials, the Textile Group changed 
its accounting from FIFO to LIFO.*** LIFO, or last-in-first-out, is a method of 

* A precise value for capital employed is not readily calculable due to the aggregation of many figures in 
Berkshire’s consolidated financial statements. It’s highly likely the 1973 result was better than the 16% pre-tax 
return on capital employed achieved in 1972. Buffett called the 1973 textile results “reasonably commensurate 
with our capital investment.”

** Put in place in an effort to try and slow inflation. They didn’t work. 
*** The accounting of inventory is important so that a business understands what its true costs, and therefore 
its true profits, are. In an inflationary environment the method of accounting causes a divergence in reported 
profits for the very same economic activity. 
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Figure 3.1: Blue Chip’s consolidation into Berkshire’s financials
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Buffett noted that Blue Chip had “important sources of earnings power in its See’s 
Candy Shops subsidiary as well as Wesco Financial… .” Wesco was a 54% owned subsidiary 
of Blue Chip that operated a savings and loan business. Charlie Munger would serve as 
Wesco’s Chairman for many years until it was brought under Berkshire’s umbrella in a 
2011 transaction (Wesco and its subsidiaries will be discussed later in the book).

Concluding the 1973 letter was a note on the Pulitzer Prize-winning Sun 
Newspapers. That group was last mentioned by Buffett in the 1969 Annual Report, 
though because of its small size got little attention. Despite this, the paper earned a 
Pulitzer, the highest honor in newspapers, for exposing the incredible story of fraud 
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that focuses on the insurance company’s real ability to pay its claimants. Its aim 
is not economic reporting, but conservatism. That conservatism was important to 
understand because it placed restrictions on how much business the insurer could 
write and how its assets could be invested.

One of these adjustments was for deferred policy acquisition costs. These were the 
costs of acquiring new customers and included such expenses as brokers’ commissions 
and marketing expenses. From an economic perspective, these expenses were assigned 
to the policies they sought to gain. As such, GAAP accounting placed some of the 
expense on the balance sheet as an asset, which was reduced over time as the insurer 
earned the policies. For statutory insurance accounting purposes, however, they were 
not included, since the monies had already been spent and would not be available in 
the event the resources were required to pay policyholders.

A reconciliation of Berkshire’s statutory accounting surplus to that under GAAP 
for 1974 highlights many of the big differences between the two accounting standards. 
These included:

• Unrealized gains on equity securities
• Excess carrying value of subsidiaries
• Goodwill 
• Deferred policy acquisition costs (mentioned above)
• Excess statutory liability loss reserves
• Certain insurance receivables
• Other non-admitted assets
• Certain other tax effects and adjustments (relating to depreciation and write offs, 

for example)

Table 3.10: Reconciliation of statutory surplus to GAAP shareholders’ equity, 1974

($ thousands)

Policyholder statutory surplus $37,202 

Unrealized gains on equity securities 
(excluding Blue Chip Stamps)

16,450 

Excess of carrying value in Blue Chip Stamps 9,176 

Deferred policy acquisition costs 4,400 

Excess statutory liability loss reserves 1,851 

Net recoverable from unauthorized reinsurers 1,788 

Sundry nonadmitted assets 1,043 

Income tax effects and adjustments (1,678)

Capital stock and surplus - GAAP $70,231 

Source: Berkshire Hathaway Annual Report 1974.
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high of $49 (down from a high of $93 during the first quarter of 1973 before the bear 
market did its damage).

Berkshire’s stock price and valuation at the end of the decade reflected the general 
pessimism of the bear market of 1973/74. Despite the substantial progress made 
building value in the underlying business, the stock traded at a lower price to book 
value than it did at the beginning of Buffett’s tenure (See Figures 3.2 and 3.3).

Figure 3.2: Berkshire Hathaway stock price, 1965–1974.
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Sources: Of Permanent Value (Kilpatrick), Berkshire Hathaway Annual Reports 1965–1974, and author’s 
calculations.
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Figure 3.3: Berkshire Hathaway price to book ratio, 1965–1974.
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The capital allocation decisions made between 1965 and 1974 resulted in 
significant earnings, of which a portion was returned to shareholders in the form 
of dividends and share repurchases. The equity adjustments made in 1965 and 1966,* 
and other minor adjustments, made up the difference. To say that Berkshire had been 
transformed would be an understatement. Berkshire had a metamorphosis.

* Made because of Buffett’s desire to report earnings closer to economic reality, even though they were lower. 
Because Berkshire owed no actual tax, the amounts were added back to equity in the equity reconciliation 
section. 
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Table 3.11: Reconciliation of shareholders’ equity 1965–1974

($ millions) Amount % Change
Net income - operations $57 86% 
Net income - realized gains  7 11% 
Unrealized appreciation of investments  0 0% 
Mergers/divestitures  0 0% 
Dividends/treasury stock  (3) (4%)
Other/misc.  4 7% 
Change in equity during period  66 100% 
Beginning of period shareholders' equity  22 
End of period shareholders' equity $88 

Sources: Berkshire Hathaway Annual Reports 1965–1974 and author’s calculations.

Examining Berkshire’s balance sheet in greater detail we can see some of the 
major changes that occurred. Comparing 1964 to 1974, the reader will notice that the 
Insurance Group’s assets and liabilities were now listed on Berkshire’s consolidated 
balance sheet (see Table 3.15). Because of its size, the group was now presented on a 
consolidated basis. Essentially everything was disaggregated and presented alongside 
the Textile Group, rather than just the equity component being presented separately 
like The Illinois National Bank & Trust of Rockford, and Blue Chip Stamps.

The marketable securities portfolio stands out first. Now totaling $136 million, this 
important asset made up almost two-thirds (63%) of Berkshire’s total consolidated 
assets (see Table 3.15). Offsetting these assets were the sizable sums on the liability side 
of the balance sheet, including the $73 million of losses and loss adjustment expenses, 
and the $22 million of unearned premiums. These two items, major components of 
the all-important float, were (and are) liabilities. However, they are liabilities without 
a specific due date and cannot be called by policyholders.

That float was the result of work building and expanding the Insurance 
Group. Buffett saw the success of National Indemnity and wished to expand on it. 
Reinsurance was the first logical step. The Home State companies were another logical 
expansion, as was the desire to expand beyond Home and Auto’s base in Chicago into 
other urban areas. Both expansions were fraught with challenges and losses. They 
highlighted Buffett’s entrepreneurial zeal and willingness to take calculated risks. The 
lessons learned during those expansionary years were crucial learning points for the 
entire insurance organization, Buffett included. And he was not shy about sharing 
his and the organization’s failures in his annual communications with shareholders.
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Table 3.12: Insurance Group, select information 1969–1974

($ thousands) 1974 1973 1972 1971 1970 1969 1968 
Premiums written
Specialized auto and general liability $36,738 $28,617 $35,354 $47,794 $37,820 $26,034 $22,620 
Reinsurance  12,204  10,184  11,436  14,953  7,017  2,742 
Urban Auto1  6,613  6,571  6,874  2,040 
Home State companies  5,442  5,000  4,286  1,668  249 
Premiums written  60,997  50,372  57,950  66,455  45,086  28,776  22,620 

Underwriting gain/(loss)
Specialized auto and general liability  (1,939)  4,409  4,329 
Reinsurance  (2,068)  353  561 
Urban Auto  (2,183)  (878)  62 
Home State companies  (702)  (565)  (667)

Underwriting gain(loss) ($6,892) $3,319 $4,285 $1,409 ($330) ($153) $568 

Combined ratio (statutory) 111.1% 95.3% 93.7% 95.1% 96.6% 96.2% 97.5%

Footnote:
1. Urban Auto from September 30, 1971, the date of acquisition. The full year results for the entity acquired were $7,669.

Source: Berkshire Hathaway Annual Reports 1973, 1974.
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Other important assets on the 1974 consolidated balance sheet were the $22 
million Investment in Bank subsidiary (Illinois National Bank), and $16.9 million 
common stock of Blue Chip Stamps.

What about the textile division? We can make an approximation of the capital 
employed in this group based on the known information on the balance sheet and 
detail provided in the Annual Report. Comparing data from 1964 and 1974 in 
Table 3.13, we can see that capital employed in the business shrunk by $14 million, 
or 57%. Perhaps more important, capital efficiency was increased by over 52% as the 
division eked out more volume with less capital investment.

Table 3.13: Textile division, select data

($ millions) 1974 1964 
Cash1 $0.8 $0.9 
Accounts receivable  4.4  7.5 
Inventories  6.0  11.7 
Plant, property & equipment  2.3  7.6 
Less: current liabilities2  (3.1)  (3.2)
Capital employed in textile division $10.4 $24.4 

Textile revenues $32.6 $50.0 
Revenues / capital $3.13 $2.05 

Footnotes:
1. 1974 cash estimated at 2.5% of revenues.
2. 1974 current liabilities estimated by deducting Insurance Group 
from the consolidated financial statements. 

Sources: Berkshire Hathaway Annual Reports 1964, 1974 and author’s calculations.

Readers already familiar with Berkshire’s history may wonder why there was no 
lengthy discussion of See’s Candy in this chapter given its importance. I have left this 
for later when Buffett discusses See’s in his Chairman’s letter. In this way, the reader 
following along chronologically will have the same information shareholders had. As 
far as shareholders might have known at the time, given the lack of disclosure other 
than minor details in the footnotes, See’s was just one of many investments.
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Lessons: 1965–1974

1. Capital allocation is a continuous, ongoing process. Not only must opportunities 
within an existing business be examined, options in entirely different industries 
must also be considered. If additional opportunities for investment are not 
available, management should consider returning capital to shareholders via 
buybacks and/or dividends.

2. Owners should focus on the rate of return they are earning from a business, not 
the dollar amount. Higher earnings, or higher earnings per share, can be achieved 
through a low rate of return, which does not serve investors well over the long run.

3. Satisfactory business results can be achieved without undue risk or leverage 
(Illinois National Bank).

4. Mistakes in capital allocation, such as the losses experienced in Florida and 
Texas in Berkshire’s Insurance Group, do happen. The key is making sure bad 
investments don’t put the larger enterprise at risk, learning lessons from those 
mistakes, and communicating candidly with shareholders about them.

Note: The reader should be aware that Berkshire’s fiscal year end beginning in 1967 
was changed to the Saturday closest to December 31. As a result, 1970 has two 
periods; one for the year ended January 3 (1969 results), and another for December 
31 (1970 results). 

Table 3.14: Sources of Net Income table from the 1974 Berkshire Hathaway 
Annual Report

($ thousands) 1974 1973 1972 1971 1970 
Insurance $892 $10,249 $10,701 $6,372 $2,639 
Textile  2,660  2,837  1,697  233  104 
Unconsolidated bank subsidiary  4,093  2,782  2,700  2,192  2,973 
Blue Chip Stamps  1,164  1,124  142  68  0 
Interest and corporate 
administrative expenses

 (2,324)  (1,966)  (770)  (648)  (581)

Pre-tax operating earnings  6,485  15,026  14,470  8,217  5,135 
Realized investment gain (loss)  (1,908)  1,331  1,359  1,028  (301)
Extraordinary item  0  0  0  0  282 
Total pre-tax income  4,577  16,357  15,829  9,245  5,116 
Less: Total income taxes (credit)  (2,466)  3,497  3,703  1,559  551 
Net Earnings $7,043 $12,860 $12,126 $7,686 $4,565 

Notes:
1. Years rearranged for consistency of presentation. 
2. Operating earnings line added.
Source: Berkshire Hathaway Annual Report 1974.
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Table 3.15: Berkshire Hathaway consolidated balance sheets, 1964–1974
12/28/74 12/29/73 12/30/72 12/31/71 12/31/70 01/03/70 12/28/68 12/30/67 10/01/66 10/02/65 10/03/64

($ thousands)
Current assets
Cash $4,231 $2,886 $4,998 $962 $1,352 $1,793 $1,606 $835 $629 $776 $920

Bonds 82,639 74,474 88,148
Preferred stock 2,855 2,298 2,942
Common stock 50,670 49,757 17,412
Total marketable securities 136,164 126,530 108,503 0 0 294 5,421 3,825 5,446 2,900 0

Accounts receivable, net, textiles 4,378 5,148 4,055 5,100 3,916 6,397 7,563 7,572 8,114 7,423 7,451
Accounts receivable, net, other 13,513 8,908 8,799 0 0 0 0 0 0 0 0
Inventories, textiles 6,000 7,137 6,827 6,031 8,472 9,270 12,333 11,586 12,239 10,277 11,689

Property, plant & equipment, net textiles 2,333 2,063 1,966 2,209 2,494 3,014 3,863 5,640 6,307 6,617 7,571
Property, plant & equipment, net, non-
textile

1,581 1,605 1,674

Investment in bank subsidiary 22,417 21,003 20,473 20,117 19,878 18,868
Investment in insurance subsidiaries 33,502 19,065 15,315 12,755 10,259
Common stock of Blue Chip Stamps 16,924 13,717 11,287
Investment in other subsidiaries 1,187 1,334 1,259 1,259 1,261 1,261 0 0 0 0 0
Deferred insurance premium acquisition costs 4,400 5,240 5,624
Other assets 3,087 561 645 110 200 345 200 224 162 230 256
Total assets $216,214 $196,132 $176,110 $69,290 $56,637 $56,557 $43,740 $39,941 $32,896 $28,222 $27,887

Continued…
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…Continued from prior page.

Current liabilities
Losses and loss adjustment expenses $72,761 $61,676 $60,275
Unearned premiums 21,705 21,282 23,839
Funds held under reinsurance treaties 2,857 1,318 958
Amounts due for purchase of securities 294 460 674
Accounts payable & accrued expenses 4,435 4,727 4,384 3,305 2,015 3,804 4,257 5,434 2,979 3,260 2,883
Income taxes, current 164 262 3,576 174 248 1,443 637 323 423 442 365
Income taxes, deferred 3,044 3,297 3,214

Current portion of long-term debt 0 0 0 0 1,500 1,500 0 0 0 0 0
7.50% debentures due 1987 556 599 641 641 641 641 641 641 0 0 0
Notes payable to banks 0 0 9,000 9,000 3,750 5,250 2,000 2,000 0 0 2,500
8.00% senior notes due 1993 20,000 20,000 0 0 0 0 0 0 0 0 0
8.00% promissory note due 1988 1,274 0 0 0 0 0 0 0 0 0
Total financial debt 21,830 20,599 9,641 9,641 5,891 7,391 2,641 2,641 0 0 2,500

Other 924 1,356 1,253 0 0 0 0 0 0 0 0
Total liabilities 128,015 114,976 107,815 13,121 8,154 12,638 7,535 8,398 3,401 3,702 5,748

Shares outstanding (000's) 980 980 980 980 980 980 985 985 1,018 1,018 1,138
Total stockholders' equity 88,199 81,155 68,295 56,169 48,483 43,918 36,205 31,543 29,495 24,520 22,139
Total liabilities and stockholders' equity $216,214 $196,132 $176,110 $69,290 $56,637 $56,557 $43,740 $39,941 $32,896 $28,222 $27,887

Sources: Berkshire Hathaway Annual Reports 1964–1974.
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Table 3.16: Berkshire Hathaway consolidated income statements, 1964–1974

($ thousands) 12/28/74 12/29/73 12/30/72 12/31/71 12/31/70 01/03/70 12/28/68 09/30/67 10/01/66 10/02/65 10/03/64 
Insurance premiums earned $60,574 $52,929 $59,627 
Insurance losses and loss 
adjustment expenses

47,120 32,836 36,987 

Insurance underwriting 
expenses

20,346 16,774 18,356 

Net underwriting gain/(loss), 
insurance

(6,892) 3,319 4,284 

Insurance investment income 
(excl. gain/loss)

7,880 7,283 6,644 

Textile revenues 32,592 33,411 27,742 26,011 24,569 40,427 46,002 39,056 49,372 49,301 49,983 
Operating profit/(loss), textiles 2,660 2,837 1,697 233 107 1,455 1,567 56 4,849 4,687 528 

Realized investment gains, net 
of tax

(1,340) 930 929 745 58 3,718 2,174 100 0 0 0 

Equity in earnings of insurance 
subsidiaries

5,222 2,052 2,278 1,789 792 

Equity in earnings of Banking 
Subsidiary

4,093 2,782 2,700 2,167 2,614 1,537 0 0 0 0 0 

Equity in earnings of Blue 
Chip Stamps

1,052 1,008 111 

Net interest, taxes, and other 
expense

(409) (5,298) (4,239) (681) (266) (1,035) (868) 160 (2,086) (2,407) (352)

Net income $7,043 $12,860 $12,126 $7,686 $4,565 $7,953 $4,662 $1,107 $2,763 $2,279 $176 

Sources: Berkshire Hathaway Annual Reports 1964–1974.
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Table 3.17: Berkshire Hathaway consolidated reconciliation of shareholders’ equity, 1964–1974

($ thousands) 12/28/74 12/29/73 12/30/72 12/31/71 12/31/70 01/03/70 12/28/68 12/30/67 10/01/66 10/02/65 10/03/64 
Prior year equity $81,155 $68,295 $56,169 $48,483 $43,918 $36,205 $31,543 $29,495 $24,520 $22,139 $30,279 
Current year net 
income/(loss)

7,043 12,860 12,126 7,686 4,565 7,953 4,662 1,107 2,763 2,279 176 

Current year 
dividends

0 0 0 0 0 0 0 (102) 0 0 0 

Change in common 0 (190) 0 0 0 0 0 0 (601) (2,348) 0 
Change in paid in 
capital

0 0 0 0 0 0 0 0 0 0 0 

Treasury stock 0 817 0 0 (0) (240) 0 (577) 1,638 3,678 (5,316)
Reduction in 
provision for prior 
years' taxes

0 0 0 0 0 0 0 226 0 0 0 

Estimated loss on 
properties to be sold

0 0 0 0 0 0 0 0 0 (300) (3,000)

Retirement of treasury 
stock

0 0 0 0 0 0 0 0 (1,037) (2,968) 0 

Credit from charge 
equivalent to federal 
income tax

0 0 0 0 0 0 0 0 2,212 2,040 0 

Net earnings - 3 
months ending 
12/30/67

0 0 0 0 0 0 0 1,393 0 0 0 

Excess of cost over par 
value of treasury stock

0 (627) 0 0 0 0 0 0 0 0 0 

Ending equity $88,199 $81,155 $68,295 $56,169 $48,483 $43,918 $36,205 $31,543 $29,495 $24,520 $22,139 

Sources: Berkshire Hathaway Annual Reports 1964–1974.
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Table 3.18: Berkshire Hathaway, select data and ratios, 1964–1974

12/28/74 12/29/73 12/30/72 12/31/71 12/31/70 01/03/70 12/28/68 12/30/67 10/01/66 10/02/65 10/03/64
Return on average 
equity

8.32% 17.21% 19.49% 14.69% 9.88% 19.85% 13.76% 3.63% 10.23% 9.77% 0.79%

Operating earnings  
($ thousands)

$8,384 $11,931 $11,198 $6,941 $4,508 $4,235 $2,488 $1,007 $2,763 $2,279 $176

Stockholders' equity 
per share

$90.04 $82.85 $69.72 $57.34 $49.49 $44.83 $36.74 $32.01 $28.99 $24.10 $19.46

Change in textile 
revenues

(2.5%) 20.4% 6.7% 5.9% (39.2%) (12.1%) 17.8% (20.9%) 0.1% (1.4%) 0.0%

Change in textile 
operating income

(6.2%) 67.2% 627.3% 117.5% (92.6%) (7.1%) 2722.2% (98.9%) 3.5% 788.2% NM

Receivables to textile 
revenues

13.4% 15.4% 14.6% 19.6% 15.9% 15.8% 16.4% 19.4% 16.4% 15.1% 14.9%

Inventories to textile 
revenues

18.4% 21.4% 24.6% 23.2% 34.5% 22.9% 26.8% 29.7% 24.8% 20.8% 23.4%

Textile working 
capital1 ($ thousands)

$7,646 $7,825 $10,373 $11,862 $15,640 $13,724 $17,375 $14,440 $16,257

Textile "core" working 
capital to revenues

27.6% 30.1% 42.2% 29.3% 34.0% 35.1% 35.2% 29.3% 32.5%

Footnote: 
1: Accounts receivables plus inventory less accounts payable.

Sources: Berkshire Hathaway Annual Reports 1964–1974.
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($ thousands) 12/28/74 12/29/73 12/30/72 12/31/71 12/31/70 01/03/70 12/28/68 12/30/67
Cash $10,652 $2,866 $3,044 $4,563 $812 $788 $598
Bonds, at amortized cost 71,531 74,474 88,148 84,079 51,609 31,835 30,201
Preferred stocks 2,855 2,298 2,942 999 1,041 1,647 33
Common stocks 50,670 49,757 17,412 11,676 10,254 8,607 9,151
Total cash & investments 135,708 129,395 111,547 101,317 63,717 42,876 39,982

Investment in Blue Chip Stamps 14,371 13,717 11,287 4,128 0

Property, plant and equipment, net 1,581 1,605 1,674 1,313 1,191 1,191
Other assets 20,679 13,121 14,976 16,556 9,338 6,344
Total assets 172,338 157,839 139,484 123,314 74,246 50,412 44,692

Losses and loss adjustment expenses 72,761 61,676 60,275 52,991 29,759
Unearned premiums 21,705 21,282 23,839 25,516 17,483
Other liabilities 7,641 7,179 9,789 9,564 7,170
Total liabilities 102,107 90,137 93,903 88,071 54,412

Stockholders' equity 70,231 67,702 45,581 35,243 19,834 13,338 13,453 9,524
Total liabilities and stockholders' equity $172,338 $157,839 $139,484 $123,314 $74,246 $50,412 $44,692

Average float (rounded) $79,100 $73,300 $69,500 $52,500 $32,400 $23,400 $19,900 $17,300

Table 3.19: Berkshire Hathaway Insurance Group balance sheets, 1967–1974

Sources: Berkshire Hathaway Annual Reports 1968–1974 and 1992 (float data).
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($ thousands) 12/28/74 12/29/73 12/30/72 12/31/71 12/31/70 01/03/70 12/28/68 

Premiums written, net $60,997 $50,372 $57,950 $66,456 $45,086 $28,776 $22,620 

Premiums earned 60,574 52,929 59,627 60,867 39,173 25,258 22,617 

Losses and loss expenses incurred 47,120 32,836 36,987 40,783 26,858 16,361 14,798 

Underwriting expenses 20,346 16,774 18,356 18,675 12,645 9,050 7,251 

Total losses and expenses 67,466 49,610 55,343 59,458 39,503 25,411 22,049 

Pre-tax underwriting gain/(loss) (6,892) 3,319 4,284 1,409 (330) (153) 568 

Pre-tax net investment income 7,880 7,283 6,644 4,974 2,870 2,025 1,612 

Realized gain/(loss) on investments, net of tax (1,340) 930 929 719 (301) 282 707 

Equity in earnings of Blue Chip Stamps 792 1,008 111 0 0 0 0 

Net income $2,529 $9,871 $8,984 $5,944 $1,806 $2,115 $2,497 

Table 3.20: Berkshire Hathaway Insurance Group income statements, 1968–1974

Sources: Berkshire Hathaway Annual Reports 1969–1974.
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($ thousands) 12/28/74 12/29/73 12/30/72 12/31/71 12/31/70 01/03/70 12/28/68 12/30/67 

Beginning stockholders' equity $67,702 $45,581 $35,243 $19,834 $13,338 $13,453 $9,524 

Contribution from parent 0 9,750 1,500 0 0 0 0 

Excess of proceeds over par value of capital 
stock issued

0 1,000 500 6,000 1,500 0 0 

Net income 2,529 9,871 8,984 5,944 1,806 2,115 2,497 

Change in common stock - National 
Indemnity Company

0 1,500 0 1,500 500 0 0 

Change in common stock - National Fire & 
Marine

0 0 500 1,000 0 500 0 

Excess of market value over cost on stocks 0 0 (1,146) 965 1,373 (2,538) 1,833 

Increase in beginning unassigned surplus 0 0 0 0 1,317 0 0 

Decrease in liability for unauthorized 
reinsurance

0 0 0 0 0 32 13 

Change in excess reserves 0 0 0 0 0 331 200 

Increase in non-admitted assets 0 0 0 0 0 (55) (13)

Stock dividend 0 0 0 0 0 (500) (600)

Ending stockholders' equity $70,231 $67,702 $45,581 $35,243 $19,834 $13,338 $13,453 $9,524 

Table 3.21: Berkshire Hathaway Insurance Group reconciliation of stockholders’ equity, 1967–1974

Sources: Berkshire Hathaway Annual Reports 1969–1974.
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12/28/74 12/29/73 12/30/72 12/31/71 12/31/70 01/03/70 12/28/68

Net premiums written to average equity 88% 89% 143% 241% 272% 215% 197%

Loss Ratio 77.8% 62.0% 62.0% 67.0% 68.6% 64.8% 65.4% 

Expense Ratio 33.4% 33.3% 31.7% 28.1% 28.0% 31.4% 32.1% 

Combined Ratio 111.1% 95.3% 93.7% 95.1% 96.6% 96.2% 97.5% 

Return on average equity 3.7% 17.4% 22.2% 21.6% 10.9% 15.8% 

Growth in premiums written, net 21.1% (13.1%) (12.8%) 47.4% 56.7% 27.2% 

Growth in premiums earned 14.4% (11.2%) (2.0%) 55.4% 55.1% 11.7% 

Table 3.22: Berkshire Hathaway Insurance Group key ratios and figures, 1968–1974

Sources: Berkshire Hathaway Annual Reports 1969–1974.
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($ thousands) 1974 1973 1972 1971 1970 1969
Cash and due from banks $21,544 $26,684 $22,111 $17,833 $15,157 $19,918

US Government Bonds 10,615 11,355 10,615 12,633 15,129 11,228
Obligations of states and political subdivisions 45,858 47,713 50,163 42,884 36,627 36,005
Other securities 3,846 3,358 7,779 5,865 210 210
Subtotal investments 60,319 62,426 68,556 61,382 51,966 47,443

Federal funds sold 5,000
Loans 70,854 66,022 59,618 54,032 50,841 47,963
Bank premises and equipment 1,009 1,117 1,361 1,523 1,624 1,825
Accrued interest receivable and other assets 2,857 2,156 1,750 1,252 1,739 1,040
Total assets 161,581 158,404 153,397 136,021 121,326 118,189

Demand deposits 53,178 55,716 55,130 51,208 52,478 58,237
Time deposits 85,519 81,450 77,558 64,640 49,095 41,317
Total deposits 138,697 137,166 132,688 115,848 101,573 99,555

Accrued taxes and other expenses 1,005 835 887 814 679 638
Total liabilities 139,702 138,002 133,575 116,662 102,252 100,193

Reserve for loan losses 1,251 1,164 1,025 855 860 800

Total capital accounts 20,628 19,239 18,797 18,505 18,213 17,196
Total liabilities and capital $161,581 $158,404 $153,397 $136,021 $121,326 $118,189

Table 3.23: Illinois National Bank & Trust Co. of Rockford, balance sheets, 1968–1974

Sources: Berkshire Hathaway Annual Reports 1969–1974.
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($ thousands) 1974 1973 1972 1971 1970 1969 
Interest and fees on loans $6,608 $5,316 $4,134 $4,006 $4,130 $3,820 
Income on federal funds sold 361 237 110 109 317 392 
Interest and dividends on:
 United States Government Obligation 942 632 598 708 569 1,003 
 Obligations of states and political subdivisions 2,798 2,796 2,677 2,094 1,717 1,155 
 Other Securities 284 343 524 228 13 0 
Trust department 434 451 385 336 280 343 
Service charges on deposit accounts 139 130 127 137 152 220 
Other 560 500 411 307 354 248 
Total operating income 12,126 10,403 8,968 7,925 7,531 7,181 

Operating expenses:
Salaries 1,552 1,503 1,367 1,352 1,298 1,159 
Pensions, profit sharing, and other employee benefits 247 263 239 138 151 114 
Interest on deposits 4,954 4,295 3,419 2,733 2,029 1,695 
Interest on federal funds purchased 14 55 3 2 4 13 
Net occupancy expense of bank premises 257 418 314 359 358 302 
Equipment rentals, depreciation, and maintenance 248 253 264 289 272 260 
Provision for loan losses 19 16 37 36 52 62 
Other 592 767 645 681 661 558 
Total Operating expenses 7,884 7,570 6,288 5,588 4,826 4,161 

Continued…

Table 3.24: Illinois National Bank & Trust Co. of Rockford, income statements, 1968–1974



C
hapter 3: 1965–1974

95

…Continued from prior page.

Income before income taxes and securities gains / losses 4,242 2,833 2,680 2,337 2,705 3,020 

Applicable income taxes:
Current 1 121 454 1,061 
Deferred (2) (12) 30 (22)
Total applicable income taxes 220 61 (0) 109 484 1,039 
Income before securities gains or (losses) 4,022 2,772 2,680 2,228 2,221 1,981 

Securities gains or (losses) 175 67 156 35 367 (789)
Applicable income taxes (7) (34) (72) (9) (179) 417 
Securities gains or (losses) net of applicable income taxes 168 33 84 26 189 (372)
Gain on sale of real estate, net of taxes 0 43 
Net income $4,190 $2,848 $2,764 $2,254 $2,410 $1,608 

Sources: Berkshire Hathaway Annual Reports 1969–1974.
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1974 1973 1972 1971 1970 1969
Average loans ($ thousands) $68,438 $62,820 $56,825 $52,436 $49,402 $47,479
Average assets ($ thousands) $159,993 $155,901 $144,709 $128,674 $119,758 $117,749
Average total deposits ($ thousands) $137,932 $134,927 $124,268 $108,711 $100,564 $99,320
Average equity ($ thousands) $19,933 $19,018 $18,651 $18,359 $17,704 $17,018

Average loans to average assets 42.8% 40.3% 39.3% 40.8% 41.3% 40.3%
Average assets to average equity  8.03  8.20  7.76  7.01  6.76  6.92 
Average capital ratio 12.5% 12.2% 12.9% 14.3% 14.8% 14.5%

Pre-tax operating return on average assets 2.51% 1.78% 1.85% 1.73% 1.85% 1.68%
Pre-tax operating return on average deposits 2.92% 2.05% 2.16% 2.05% 2.21% 1.99%

Pre-tax operating income / average equity 21.3% 14.9% 14.4% 12.7% 15.3% 17.7%
After-tax operating income / average equity 20.2% 14.6% 14.4% 12.1% 12.5% 11.6%

Efficiency ratio 41% 53% 52% 55% 51% 45%

Interest income / average assets 6.87% 5.98% 5.56% 5.55% 5.63% 5.41%
Interest expense / average deposits 3.60% 3.22% 2.75% 2.52% 2.02% 1.72%
Net interest margin 3.27% 2.76% 2.80% 3.04% 3.61% 3.69%

Average loans to average deposits 49.6% 46.6% 45.7% 48.2% 49.1% 47.8%

Provision for loan losses / avg. loans 0.03% 0.03% 0.06% 0.07% 0.10% 0.13%

Table 3.25: Illinois National Bank & Trust Co. of Rockford, key ratios and figures, 1969–1974

Sources: Berkshire Hathaway Annual Reports 1969–1974.
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Chapter 4
1975–1984

Table 4.1: Decade snapshot: 1974–1984

1974 1984
Business: Textiles, Insurance, Banking, 

Candy, Publishing
Insurance, Newspapers, 
Furniture Retailing, Candy, 
Banking, Textiles

Key managers: Chairman & CEO:  
Warren E. Buffett; 
President: Kenneth V. Chase

Chairman & CEO:  
Warren E. Buffett; 
Vice Chair:  
Charles T. Munger

Annual revenues: $101.5 million $729 million
Stockholders' equity: $88.2 million $1.27 billion
Book value per share: $90.02 $1,108.77 
Float (average): $79 million $253 million

Major Capital Allocation Decisions:
1. Purchased Waumbec Mills in Manchester, NH for $1.7 million (1975).
2. Purchased Buffalo News for $35.5 million (1977).
3. Merged Diversified Retailing into Berkshire (1978).
4. Divested Illinois National Bank and Trust (1980). 
5. Merged Blue Chip Stamps into Berkshire (1983).
6. Purchased Nebraska Furniture Mart for $60 million (1983).
7. Allocated 75% of $1.3 billion common equity portfolio into stock of GEICO, General 
Foods, Exxon, Washington Post.

Noteworthy Events:
1. Inflation averages 7.8% per year and peaks at 12.4% in 1980. 
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($ thousands) 1984 1983 1982 1981 1980 1979 1978 1977 1976 1975 1974
 Insurance Group:
  Underwriting ($48,060) ($33,872) ($21,558) $1,478 $6,737 $3,741 $3,000 $5,802 

 See note 6 below. 

  Net investment income  68,903  43,810  41,620  38,823  30,927  24,216  19,691  12,804 
 Buffalo News  27,328  16,547  (724)  (725)  (1,655)  (2,744)  (1,637)  389 
 Nebraska Furniture Mart2  11,609  3,049 
 See's Candies  26,644  24,526  14,235  12,493  9,223  7,598  7,013  6,598 
 Associated Retail Stores  (1,072)  697  914  1,763  2,440  2,775  2,757  2,775 
 Blue Chip Stamps - parent3  (1,843)  (1,876)  2,492  2,171  4,588  1,425  1,198  566 
 Mutual Savings and Loan  1,166  (467)  (2)  766  2,775  4,751  4,638  2,747 
 Precision Steel  3,278  2,102  493  1,648  1,352  1,480 
 Textiles  418  (100)  (1,545)  (2,669)  (508)  1,723  2,916  (620)
 Wesco Financial - parent  7,831  4,844  2,937  2,145  1,392  1,098  777  813 
 Illinois National Bank4  5,200  5,614  4,710  3,706 
 Amortization of goodwill5  (1,434)  (563)  90 
 Interest on debt  (14,097)  (13,844)  (12,977)  (12,649)  (9,390)  (5,860)  (4,546)  (4,255)
 Shareholder-designated contributions  (3,179)  (3,066)  (891)
 Other  4,529  9,623  2,658  1,992  1,308  996  438  102 
Operating earnings, pre-tax  82,021  51,410  27,742  47,236  54,389  46,813  40,955  31,427 
Special GEICO distribution  19,575 
Special General Foods distribution  7,896 
Sales of securities and unusual sales of assets  101,376  65,089  21,875  33,150  15,757  9,614  13,395  10,807 
Total earnings - all entities (pre-tax)  191,293  136,074  49,617  80,386  70,146  56,427  54,350  42,234 
Income tax and minority interest  (42,397)  (23,908)  (3,243)  (17,782)  (17,024)  (13,610)  (15,108)  (11,841)
Total earnings - all entities (after tax)7 $148,896 $112,166 $46,374 $62,604 $53,122 $42,817 $39,242 $30,393 $24,966 $6,121 $8,163 

Notes:
1. This table presents Berkshire Hathaway’s share of earnings, as adjusted for Berkshire’s ownership interest in each company.
2. 1983 figures are those for October through December.
3. 1982 and 1983 are not comparable; major assets were transferred in the mid-year 1983 merger of Blue Chip Stamps.
4. The Illinois National Bank was divested as of December 31, 1980.
5. Amortization of goodwill is included in Other for years prior to 1982.
6. Buffett began including a table entitled Sources of Earnings in his 1978 Chairman’s letter, which included a comparison to 1977. Since comparable data was not available for 
these years, I left them blank.
7. The figures for 1974–1976 were taken from the 1978 report, which differ slightly from the amounts reported in these years.

Table 4.2: Berkshire Hathaway earnings1

Sources: Berkshire Hathaway Annual Reports 1978–1984.
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Table 4.3: Select information 1974–1984

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 
BRK book value 
per share - % 
change

21.9% 59.3% 31.9% 24.0% 35.7% 19.3% 31.4% 40.0% 32.3% 13.6% 

BRK market 
value per share - 
% change

2.5% 129.3% 46.8% 14.5% 102.5% 32.8% 31.8% 38.4% 69.0% (2.7%)

S&P 500 total 
return

37.2% 23.6% (7.4%) 6.4% 18.2% 32.3% (5.0%) 21.4% 22.4% 6.1% 

US GDP 
Growth (real %)

(0.2%) 5.4% 4.6% 5.5% 3.2% (0.3%) 2.5% (1.8%) 4.6% 7.2% 

10 year Treasury 
Note (year end 
%)

8.0% 6.9% 7.7% 9.0% 10.4% 12.8% 13.7% 10.5% 11.8% 11.5% 

US inflation (%) 9.1% 5.8% 6.5% 7.6% 11.3% 13.5% 10.4% 6.2% 3.2% 4.4% 
US 
unemployment 
(%)

8.5% 7.7% 7.1% 6.1% 5.9% 7.2% 7.6% 9.7% 9.6% 7.5% 

Sources: Berkshire Hathaway Annual Reports 2018, 2019 and Federal Reserve Bank of St. Louis.

1975
The beginning of the second decade of Buffett’s control of Berkshire Hathaway was 
a challenging one. The previous year, Buffett had told shareholders that the outlook 
for 1975 was not encouraging. Now he reported that his forecast was “distressingly 
accurate.” The business produced the lowest return on equity since 1967—a bleak 
7.6%. Even worse, profits included a one-time benefit from Federal income tax 
refunds. True ongoing operating results had been lackluster.

Amid the bad news came indications of better days. The textile industry had shown 
some degree of rationality in 1975, with industry participants cutting back production 
rather than competing to the point of massive operating losses like during prior industry 
slumps. Berkshire continued to increase its investment in Blue Chip Stamps. The big 
swing factor was insurance underwriting. Underwriting was hard to predict due to the 
actions of industry participants and the uncertainty of future loss claims; it could make 
or break any given year. Still, there were some favorable winds at Berkshire’s insurance 
back that hinted of possible underwriting improvements during the year.

Textiles

During the year Berkshire acquired Waumbec Mills and Waumbec Dyeing and 
Finishing Co. in Manchester, New Hampshire. On April 28, 1975 Berkshire purchased 
the company for $1.7 million, partially funding the purchase with $1.15 million of 
promissory notes issued by Berkshire at the parent company level. This followed a 
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Table 4.4: Textile Division—select data

($ millions) 1975 1974 % Change
Revenues $32.8 $32.6 1% 
Revenues (with Waumbec)  36.0  45.9 (22%)

Sources: Berkshire Hathaway Annual Report, 1975.

Buffett concluded his update on textiles with praise for Ken Chace and his team 
and said they and Berkshire would look for ways to increase business without undue 
investment. Buffett considered it unwise to make major investments in new fixed 
assets in the textile industry due to the “relatively low returns historically earned,” a 
comment which seems to confirm the low purchase price indeed made the Waumbec 
acquisition appealing.

Insurance

“The property and casualty insurance industry had its worst year in history during 1975. 
We did our share.” So Buffett began his report to shareholders about the insurance 
segment. Berkshire’s insurance companies suffered disproportionately due to weakness 
in auto and long-tail lines.* Insurance underwriting results suffered due to multiple 
aspects of one overall trend: inflation. Three aspects were of particular concern:

• A surging general rate of inflation. This caused the costs to deliver on promises 
(i.e. to repair property and pay for medical costs) to soar above the level expected 
when the premiums were written.

• Social inflation was a growing problem. Juries were issuing large restitution 
payments to claimants at a far higher rate than had previously been experienced. 
To compound matters, these large awards led to more lawsuits and more 
restitution payments. Buffett summed this up nicely: Juries were “in effect adding 
coverage [to customers] beyond what was paid for.” Insurance companies had to 
payout the awards and price future policies accordingly. 

• Other (weaker) insurance companies who underpriced or under-reserved went 
out of business. Their losses were effectively subsidized by other insurers through 
Guaranty Funds—comparable to today’s Federal Deposit Insurance Corporation 
(FDIC) for banks. In the FDIC’s case and in the Guaranty Funds’ case, industry 
participants (banks and insurance companies, respectively) basically pay an 
insurance premium to cover failed firms.

* Long-tail lines are insurance contracts that take a long time to play out. An insurance policy covering one year 
has losses that are known within that 12 months. A reinsurance contract covering a decade would by contrast 
take that much longer before profitability was known.
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Challenges aside, all was not doom and gloom in insurance. The Home and 
Automobile business was now included along with the Home State companies under 
Home State multiple lines. After a disastrous expansion into Florida, the business 
receded to its home turf of Chicago. Buffett wrote that adjusted for startup costs the 
Texas United Insurance Company made outstanding progress. Cornhusker Casualty, 
the oldest and largest of the Home State operations, turned in both higher premiums 
and, more importantly, a combined ratio under 100%.

Expected premium growth for 1976 reflected an anticipated repricing of premiums 
to match the inflated costs—rather than growth in the number of policies. “Under 
normal circumstances such a gain in volume would be welcome, but our emotions 
are mixed at present,” Buffett explained.

Overall, the Insurance Group reported a combined ratio of 117.8% (see Table 4.5). 
Its loss ratio, which had jumped from 62% in 1973 to almost 78% in 1974, creeped 
up to 81% in 1975. Together with expenses of 36.9% (likely reflecting some of the 
previously mentioned startup costs and higher relative fixed expenses on lower 
premium volume), results were truly horrific. The combined ratio was predicted to 
remain above 100% in 1976.

Table 4.5: Insurance Group, select information

($ thousands) 1975 
Premiums written, net $58,975 

Premiums earned
Specialized auto and general liability  38,513 
Workers' compensation  3,632 
Reinsurance  12,407 
Home state multiple lines  6,670 

 61,222 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  (7,450)
Workers' Compensation1  (342)
Reinsurance  (2,651)
Home State multiple lines  (907)

($11,350)
Combined ratio (statutory) 117.8%

Footnote:
1.Workers' Compensation coverage written by Home State is 
not broken out per the footnote to the financial statements. 

Note: The data in this table was taken from the segment results section of the Annual Report and 
differs in some cases with figures listed in earlier reporting periods. I’ve chosen to use the data from 
the 1979 report as it is more consistent. Comparative data for prior years is available, but due to 
inconsistencies it was thought best to omit it here.
Source: Berkshire Hathaway Annual Report 1979.
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1976
After a very difficult 1975, the new year brought a pleasant surprise. Insurance 
underwriting, led by Phil Liesche of National Indemnity Group, turned in results 
that exceeded the most optimistic projections. Berkshire’s overall operating earnings 
of $16 million reflected a return on equity of 17.3%, above Berkshire’s long-term 
average of 15% in the Buffett era.

Berkshire repurchased its own shares during 1976 (see Table 4.6). Though the 
amount repurchased represented less than 1% of Berkshire’s outstanding shares, it 
shed light on Buffett’s view of the attractiveness of the stock, which continued to be 
priced attractively.

Table 4.6: Berkshire Hathaway share repurchases, 1976

Cost $432,055
Shares repurchased  6,647
Average cost per share $65.00

Average shares outstanding  976,246
Implied valuation $63,455,990

Average book value $104,091,663
Price / book value  0.61

Sources: Berkshire Hathaway Annual Report 1976 and author calculations.

Textiles

There was a dark spot among the good news, and unsurprisingly, it was in textiles. 
Returns on revenues and on capital were back to trend and inadequate.* The Waumbec 
Mill, acquired only a year earlier, was not pulling its weight. The entire group 
continued a long slide into economic oblivion. Still, Buffett believed “reasonable 
returns on average are possible.” He told shareholders that the Textile Group was an 
important source of employment in New Bedford, Massachusetts and Manchester, 
New Hampshire. His words come across as conscious of the social ramifications of 
operating according to strict economic yardsticks that might not consider the people 
who depended on the plants for their livelihoods. Berkshire, even then, was guarding 
its reputation.

As the textile business was shrinking, so too were the details of its operations in 
the financial statements. This was, of course, partly because Berkshire had grown 

* This was how Buffett summarized the results for the year. Pre-tax earnings fell from $1.3 million in 1975 to 
$1.1 million in 1976. 
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significantly in size and scope into many other business lines. Some detail on 
textile inventories were provided, but revenues were now grouped into “net sales of 
manufactured products”. This was probably due to the acquisition of K&W Products,* 
a small automotive chemical company in California, and it now made sense from a 
financial reporting standpoint to report its finances with the Textile Group.

Insurance

When assessing the performance of a conglomerate, component results must be 
analyzed. These parts often have different economic characteristics and performance. 
This was the case with Berkshire’s subsidiaries. While the Textile Group faltered, the 
Insurance Group flourished. The industry, including Berkshire’s Insurance Group, 
had improved, as shown in Table 4.7.

 
Table 4.7: Combined ratio, selected groups

1976 1975
Stockholder-owned property/casualty 103.0% 108.3%
Stockholder-owned auto lines 107.4% 113.5%
Berkshire Hathaway 94.6% 117.8%

Note: The Berkshire Hathaway figures differ slightly from those presented by Buffett in his letter 
(1976: 98.7%; 1975: 115.4%). Buffett used the statutory figures which immediately expensed 
deferred premium acquisition costs.
Sources: Berkshire Hathaway Chairman’s Letter 1976 and author’s calculations.

Notably, the combined ratio dipped below 100%.** Instead of having a float 
or capital cost of 17.8% of the premiums it earned, policyholders essentially paid 
Berkshire 5.4% for the privilege of holding their cash. Some insurers, then and now, 
are content to operate at levels above 100%, reasoning that the float, or money they 
get to hold and invest, will make up the difference.*** Berkshire always strives for 
superior underwriting results.

* Buffett had noted the purchase of K&W in his 1975 letter to shareholders. He described its $2 million of 
revenues as relatively small but noted it had consistent earnings.

** A ratio above 100% means an insurer has costs exceeding its premiums.
*** The magnitude of this effect depends on the general level of interest rates and opportunity cost. 
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Table 4.8: Insurance Group, select information

($ thousands) 1976 1975 
Premiums written, net $94,773 $58,975 

Premiums earned
Specialized auto and general liability  50,778  38,513 
Workers' Compensation  5,815  3,632 
Reinsurance  17,220  12,407 
Home State multiple lines  11,058  6,670 

 84,871  61,222 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  4,768  (7,450)
Workers' compensation1  (1,093)  (342)
Reinsurance  (2,879)  (2,651)
Home State multiple lines  (548)  (907)

$248 ($11,350)
Combined ratio (statutory) 94.6% 117.8%

Footnote:
1.Workers’ Compensation coverage written by Home State is not broken out per 
the footnote to the financial statements.

Note: The data in this table was taken from the summary of segment results section of the Annual 
Report and differs in some cases with figures listed in earlier reporting periods.
Source: Berkshire Hathaway Annual Report 1979.

While direct business, such as the auto and general liability lines, showed a marked 
improvement during the year as higher premiums covered costs, the reinsurance 
business fared slightly less well. Reinsurers insure other insurance companies, so 
their results lag behind those writing the direct policies. Consequently, Berkshire’s 
reinsurance operations continued to feel the effects of a weak 1975 during 1976, with 
Buffett cautioning shareholders that “the near term outlook still is not good for our 
reinsurance business.”

The acquisition of a small reinsurance operation hinted at bullishness on the 
long-term prospects of reinsurance. The K&W Products manufacturing company 
(described earlier) included a sister operation engaged in the reinsurance business 
and an insurance brokerage. In January, Berkshire acquired Kerkling Reinsurance 
Corporation, also headquartered in Nebraska.* The company assumed excess business 
from National Indemnity’s reinsurance arm (about $1 million premium volume 
annually). The $2 million purchase price was equal to book value.

Home State operations were another bright spot. Premiums grew 66% and 
Berkshire planned to form another Home State operation during the year. The Home 

* Technically, the acquiring entity was National Fire & Marine Insurance Company. 



Chapter  4 :  1975–1984

109

1977
Buffett led off the 1977 letter to shareholders with a note on how he viewed capital 
gains and losses: “While too much attention should not be paid to the figure in 
any single year, over the longer term the record … is of significance.” He wanted to 
remind shareholders to think like owners. That is, long term.

He also continued his practice of tempering expectations. Buffett cautioned 
shareholders to view Berkshire’s 37% increase in earnings per share as “considerably 
less impressive than it might appear at first glance” because beginning capital was 
up 24%. By turning the attention to the rate of return on shareholders’ equity, not 
earnings per share, Buffett was calling out a mischievous practice that continues to 
this day. “We find nothing particularly noteworthy in a management performance 
combining, say, a 10% increase in equity capital and a 5% increase in earnings per 
share. After all, even a totally dormant savings account will produce steadily rising 
interest earnings each year because of compounding,” he wrote. Berkshire’s results 
were impressive nonetheless.

Weighed down by its roots as a textile company Berkshire’s 1977 results were that 
much more impressive. Meanwhile, Blue Chip Stamps and the Insurance Group 
continued to shine.

Berkshire’s repurchase of its own shares was again relegated to the footnotes of 
the financial statements. Perhaps due to the relatively small amount (about ¼ of 
1% of outstanding shares), Buffett didn’t think it worth mentioning (see Table 4.9). 
The price paid implied a valuation higher than that of the previous year, but still 
below book value.

Table 4.9: Berkshire Hathaway share repurchases, 1977

Cost $229,162
Shares repurchased  2,244
Average cost per share $102.12

Average shares outstanding  971,800
Implied valuation $99,242,260

Average book value $128,540,768
Price / book value  0.77 

Sources: Berkshire Hathaway Annual Report 1977 and author calculations.
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Table 4.10: Insurance Group, select information

($ thousands) 1977 1976 1975 
Premiums written, net $158,704 $94,773 $58,975 

Premiums earned
Specialized auto and general liability  80,690  50,778  38,513 
Workers' Compensation  18,916  5,815  3,632 
Reinsurance  24,100  17,220  12,407 
Home State multiple lines  19,382  11,058  6,670 

 143,088  84,871  61,222 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  7,800  4,768  (7,450)
Workers' Compensation1  (1,644)  (1,093)  (342)
Reinsurance  (1,251)  (2,879)  (2,651)
Home State multiple lines  896  (548)  (907)

$5,801 $248 ($11,350)
Combined ratio (statutory) 93.2% 94.6% 117.8%

Footnote:
1.Workers’ Compensation coverage written by Home State is not broken out per the footnote to 
the financial statements.

Note: The data in this table was taken from the summary of segment results section of the Annual 
Report and differs in some cases with figures listed in earlier reporting periods.
Source: Berkshire Hathaway Annual Report 1979.

Buffett appreciated the Insurance Group’s generally high performance but 
was more interested in explaining results and looking ahead than highlighting 
stellar performance. “The winds in insurance underwriting were squarely behind 
us.” Removed from the disastrous years of the 1974–1975 period, which resulted in 
competitors and capacity leaving the market, rates were now on the rise, offsetting 
inflation (now rising at 1% per month*).

Buffett also foresaw a return to stiff competition in future years as high prices lured 
others back into the market. “As markets loosen and rates become inadequate, we 
again will face the challenge of philosophically accepting reduced volume.” Berkshire’s 
insurance operations didn’t operate in secret. There were no real barriers to entry, 
hence wild the swings as competition waxed and waned. To remain competitive over 
the long haul, Berkshire would require “unusual managerial discipline” to focus on 
profitability, not volume. 

In 1975, the Reinsurance Group wrote just under $10 million of premiums. Fast 
forward to 1977 and its volume was $24 million. Although underwriting profitability 

* It should be made clear that it was not just the general price inflation Buffett was counting, but the other 
social inflation factors due to increasing number of lawsuits resulting in large jury awards.
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Table 4.11: Berkshire Hathaway equity portfolio, 1977 (Insurance Group)

Shares Company Market Value 
($ thousands)

% Total

 934,300 The Washington Post Company Class B $33,401 18%
 1,986,953 GEICO - Convertible Preferred 33,033 18%

 592,650 The Interpublic Group of Companies, Inc. 17,187 9%
 220,000 Capital Cities Communications, Inc. 13,228 7%

 1,294,308 GEICO - Common 10,516 6%
 324,580 Kaiser Aluminum & Chemical Corporation 9,981 6%
 226,900 Knight-Ridder Newspapers, Inc. 8,736 5%
 170,800 Ogilvy & Mather International, Inc. 6,960 4%

 1,305,800 Kaiser Industries, Inc. 6,039 3%
Others 41,992 23%
Total Equities $181,073 100%

Note: Percentages are rounded and don’t add exactly to 100%.
Sources: Berkshire Hathaway Chairman’s Letter 1977 and author’s calculations.

Buffett used Capital Cities* to illustrate a finer point to shareholders about how he 
thought of Berkshire’s part-ownership in companies via ownership of their publicly 
traded shares. In 1977 Berkshire paid $10.9 million for its stake in Capital Cities. 
Earnings on those 220,000 shares amounted to about $1.3 million. However, only 
$40,000 of those earnings (the dividend Capital Cities paid Berkshire), showed up 
on Berkshire’s bottom line.

Because of the way accounting works, Berkshire reported as income just a 
tiny fraction (the dividend) of the true economic earnings (the $1.3 million). The 
accounting was obscuring the economic reality. Why, asked Buffett, would Berkshire 
prefer to seek out a wholly owned business to buy like Capital Cities when such 
an investment would cost at least twice as much as an investment in Capital Cities’ 
common stock? “We can obtain a better management result through non-control 
than control. This is an unorthodox view, but one we believe to be sound.” He 
continued, “excellent business results by corporations will translate over the long 
term into correspondingly excellent market value and dividend results for owners, 
minority as well as majority.”

Berkshire would continue to use economics as its guide and explain to shareholders 
the shortfalls of conventional accounting.

* Capital Cities would become an important investment for Berkshire, with Buffett joining its board of 
directors. Capital Cities’ star manager, Tom Murphy, would later join Berkshire’s board. 
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Table 4.12: Berkshire Hathaway, select financial information

($ millions) (Original) 1977 (Restated) 1977 Change
Total assets $379 $572 $193 
Total liabilities 237 370 133
Minority interest 0 48 48
Equity $141.8 $154.6 $12.8

Revenues $198 $363 $165 
Total expenses 182 333 151
Minority interests 0.0 1.9 1.9
Net earnings $26.7 $30.4 $3.7 

Sources: Berkshire Hathaway Annual Reports 1977, 1978; and author’s calculations.

From the 1978 financial statements, Diversified Retailing had $27.1 million of 
equity at the beginning of 1977. Since it earned $3.7 million in 1977,* we would have 
expected Berkshire’s equity to reflect a $30.8 million increase (beginning equity plus 
retained earnings). But it didn’t, it increased just $12.8 million. Why?

Part of the reason was that Diversified Retailing had itself repurchased shares 
prior to combining with Berkshire. These repurchases amounted to approximately 
$1.2 million, above and beyond those made by Berkshire itself during the year.

But the primary reason was that each company owned a piece of the other. In 
combining the two companies, the cross-ownership needed to be reconciled and 
eliminated.** Accounting is (most often) logical, but it can be messy.

1978
Late in 1978, Berkshire finally completed the merger with Diversified Retailing and 
simplified some of the byzantine ownership between the two companies and the major 
shareholders. It was a long time coming. The merger was originally proposed in 1973, 
but the deal was first called off due to an SEC investigation. Finally, on December 30, 
1978, Berkshire Hathaway and Diversified Retailing Company merged as one.

Diversified Retailing operated on a parallel course to Berkshire throughout the 
mid-1960s and 1970s. Diversified was a holding company formed on January 31, 1966 
by Warren Buffett, Charlie Munger, and their friend and future Berkshire director, 
David Gottesman. Buffett’s investment partnership, Buffett Partnership Limited, 
owned 80%, and Munger and Gottesman each owned 10%. They planned to use the 
company to acquire retailers. The first acquisition was Hochschild Kohn, a lower-

* As adjusted for Berkshire’s equity in earnings included in Diversified’s reported earnings.
** The Diversified shares owned by Berkshire were carried on its books net of tax at approximately $16.8 million. 
Adjusting for these figures, including the $1.2 million in repurchases, the $12.8 million increase in equity upon 
combination of the two companies is reconciled.
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Table 4.13: Berkshire Hathaway, select parent-level information

($ millions) 1977 Original 1977 Restated
Cash $4.9 $14.0
Investments 252.8 332.0
Total assets 379.2 572.1

Total liabilities 237.5 417.6
Shareholders' equity 141.8 154.6

Total revenues $197.9 $363.6
Net income 26.7 30.4

Sources: Berkshire Hathaway Annual Reports 1977 and 1978.

Secondly, Berkshire’s ownership investment in Blue Chip was now 58%, and this 
meant that Blue Chip’s accounts would be fully consolidated. Prior to the merger 
with Diversified Retailing, it was included as one line on the balance sheet and 
income statement.

The net effect of all this accounting maneuvering was the obfuscation of the 
financial statements. The merger consolidated many different businesses, some 
wholly owned and some partly owned. Buffett said this combination “tends to 
obscure economic reality more than illuminate it. In fact, it represents a form of 
presentation that we never prepare for internal use during the year and which is of no 
value to us in any management activities.” (Emphasis added)*

For this reason, Buffett included separate financial disclosures on the various 
segments of the business that shareholders and managers alike would find useful. 
This was Buffett imagining himself in the shoes of shareholders and providing 
the information he would want if roles were reversed. The data was presented in 
the Chairman’s letter and focused on the income statement. No balance sheet 
information was provided.** The table was entitled Sources of Earnings and began 
in the 1978 report with a comparison to 1977. Presented this way, the information 
was very useful at assessing the various operating businesses. The Sources of Earnings 
table (Table 4.2) is reproduced on page 98.

* It is primarily for this reason that I was hesitant to present the full, consolidated accounts at the end of the 
chapter. It was an accounting requirement but since Buffett thought it added no value, it made no sense to 
reproduce them in this book after this decade (they are very messy indeed). Instead, in subsequent chapters I 
have attempted to present as much detail as I would have wanted as a shareholder looking at each year. The 
separate division financials are presented as appropriate or necessary.

** Though not unimportant, the balance sheet was less informative than the sources of earnings table, at least 
for disaggregating results. Berkshire preferred to use very little debt and typically held it at the parent level. 
Financial debt represented just 22% of stockholders’ equity and only 7.5% of total assets at year-end 1978. Most 
of the liabilities on the balance sheet were held in the Insurance Group in losses and adjustment expenses, and 
unpaid premiums. 
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Importantly, the table stripped away much or all the noise. Items such as capital 
gains and losses, taxes, and, later, amortization of goodwill, were presented as separate 
line items. This left the economic results of each business largely unobscured by 
accounting conventions that Buffett (rightly) thought twisted reality. To this day, 
Berkshire presents its operating results in a similar fashion, though the categories 
have been renamed and broadened to accommodate the growing roster of businesses.

Insurance

The Insurance Group once again wrote to an overall combined ratio below 100%. 
Remember, a ratio below 100% means the operation earned a profit on top of any 
profits made by investing the float. For the Insurance Group in 1978 this translated 
into an underwriting profit of $3 million. That was on top of net investment income 
of almost $20 million and ignores gains on the sale of investments. Buffett called the 
three years from 1975 to 1978 a bonanza for the industry, with good premium growth 
and low loss ratios. Indeed, it was a bonanza for Berkshire, as premiums written and 
earned doubled over that time.

Table 4.14: Insurance Group, select information

($ thousands) 1978 1977 1976 
Premiums written, net $198,313 $158,704 $94,773 

Premiums earned
Specialized auto and general liability  96,126  80,690  50,778 
Workers' Compensation  29,893  18,916  5,815 
Reinsurance  30,160  24,100  17,220 
Home State multiple lines  29,894  19,382  11,058 

 186,073  143,088  84,871 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  11,543  7,800  4,768 
Workers' Compensation1  (3,944)  (1,644)  (1,093)
Reinsurance  (2,443)  (1,251)  (2,879)
Home State multiple lines  (2,155)  896  (548)

$3,001 $5,801 $248 
Combined ratio (statutory) 96.7% 93.2% 94.6%
Footnote:
1.Workers’ Compensation coverage written by Home State is not broken out per the footnote to 
the financial statements.

Note: The data in this table was taken from the summary of segment results section of the Annual 
Report and differs in some cases with figures listed in earlier reporting periods.
Source: Berkshire Hathaway Annual Report 1979.
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Blue Chip Stamps

It is a fitting time to examine Berkshire’s history with Blue Chip Stamps, since the 
merger of Diversified Retailing and Berkshire Hathaway meant Blue Chip would 
be consolidated into Berkshire’s financials and much of the finer detail would be 
lost.* Berkshire’s share grew from a modest 6% ownership interest in 1971 totaling 
$4 million to a significant 36.5% ownership interest in 1977 totaling $36 million (see 
Table 4.15). The Diversified merger brought it to 58% of the company.**

 
Table 4.15: Berkshire Hathaway history with Blue Chip Stamps

1971: Berkshire owns 6% of Blue Chip at year end

1972: Berkshire increases its interest to approximately 17%

1973: Blue Chip first mentioned in Chairman's letter; additional disclosure made in Berkshire’s 
footnotes

1974: Berkshire’s interest increased to 25.5%; separate section on Blue Chip added the 
Chairman’s letter

1975: Blue Chip mentioned in opening section of Chairman's letter; interest increased to 31.5%

1976: Ownership interest increased to 33%

1977: Ownership interest increased to 36.5%

1978: Merger with Diversified Retailing causes ownership interest to increase to 58%. Blue 
Chip now fully-consolidated with Berkshire’s financials

Sources: Berkshire Hathaway Annual Reports 1971–1978.

Over eight years, Blue Chip became an increasingly important asset to Berkshire 
shareholders. At the time of the merger, Blue Chip’s subsidiaries represented 35% 
of Berkshire’s earnings.*** The merged operations had many operational similarities. 
Like Berkshire Hathaway, Blue Chip was a company undergoing transformation. An 
examination of select data (see Table 4.16) reveals how Blue Chip changed over a 
relatively short period. Blue Chip replaced income from its original business line of 
trading stamps with income from acquisitions unrelated to the dying stamp business. 
It was the Berkshire Hathaway playbook implemented by the same capital allocators.

* Berkshire shareholders could still see the Blue Chip Stamps stand-alone results by obtaining its filings from 
the SEC. However, this was much more difficult before the information age. 

** According to the 1977 Blue Chip Stamps 10K filing, Buffett beneficially owned 13% of Blue Chip Stamps. 
This consisted of his personal ownership of 550,090 shares, Susan Buffett’s 125,455 shares, and his ownership via 
Berkshire Hathaway and Diversified Retailing. 

*** Pre-tax operating earnings, calculated based on the Sources of Earnings table from the 1978 Berkshire 
Chairman’s letter.
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Table 4.16: Blue Chip Stamps, select financial information

Fiscal year end:
($ thousands) 12/30/1978 02/27/1971
Balance sheet items:
Cash $3,357 $531
Marketable securities & short-term investments 76,494 113,168
Fixed assets, net 40,603 4,213
Investment in Wesco Financial 49,370 0
Total assets 216,872 142,138

Liability for unredeemed trading stamps 66,832 87,429
Long-term debt 18,247 10,840
Shareholders’ equity $114,325 $43,296

Income statement items:
Stamp service income $16,531 $118,374
Merchandise promotions and motivation business 3,791 1,719
Candy revenues 73,653 0
Newspaper 44,674 0
Total revenues 143,586 127,567
Net income $14,280 $8,584

Sources: Blue Chip Stamps 10K Reports 1971, 1975, 1978.

The Blue Chip that existed as of 1971 was the same business it had always been—
trading stamps. The company sold trading stamps to 23,000 retail locations across 
Arizona, California, Nevada and Oregon, which in turn provided them to customers 
as a promotion. The customers could redeem the stamps for products or cash at any 
one of Blue Chips’ eighty-nine redemption stores.38 The business was very much 
like insurance where cash was received ahead of product delivery. Like an insurer, 
a trading stamp company could make money not only from its products, but by 
investing the cash it held in the meantime.

The majority of its assets at year-end 1971 were invested in marketable securities. 
Those assets were funded by the float inherent in the unredeemed trading stamps, 
which were carried on the balance sheet as a liability. The remainder of the assets were 
funded by long-term debt and equity. Fast forward to year-end 1978 and Blue Chip’s 
financial picture had changed significantly. A look at the income statement revealed 
the dramatic decline in trading stamp revenues over the preceding half-decade and 
the corresponding growth of other, newer subsidiaries. What capital allocation 
decisions were made to create such a transformation over eight years?

Blue Chip’s balance sheet shared characteristics of Berkshire’s higher-quality 
insurance companies, but its operations faced challenges more akin to textiles. Stamp 
service revenues reached $126 million in 1970, and that would prove to be the high-
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Table 4.17: See’s Candy Shops, Inc., select data

($ millions) 1972 
Revenues $29.0 
Pre-tax earnings 4.2 
Tangible capital base 8.0 

Revenues/capital $3.63 
Pre-tax margin 14.5%
Return on capital - pre-tax 52.5%

Purchase price $34.7 
Excess cash (10.0)
Effective purchase price $24.7 

Purchase price/tangible capital 3.1x
Blue Chip Stamps earnings yield1 17.0%

Footnote:  
1. Blue Chip Stamps’ earnings yield represents See’s pre-tax 
return on capital divided by the multiple Blue Chip paid for 
See’s tangible capital. (An alternative method to calculate this 
would be to divide the pre-tax earnings of See’s into the Blue 
Chip Stamps purchase price.)

Sources: Blue Chip Stamps Annual Report 1973, Berkshire Hathaway Chairman’s Letter 1991 and author’s 
calculations.

It did not take long for Buffett to realize the full potential of See’s—and the 
potential pitfalls. In a letter to CEO Chuck Huggins in December 1972,39 Buffett 
urged Huggins to create a narrative around the See’s brand in order to protect its 
image. “The surroundings in which our candy is offered affect potential customers’ 
mental—and even gastronomical—impression of our quality,” he wrote. Comparing 
See’s to Coors beer, which benefitted from its availability solely in Colorado at the 
time, Buffett said: “We might be able to tell quite a story about the little kitchen 
in California that has become the kitchen known ‘round the world.” He thought 
See’s should tightly control all aspects of marketing and distribution and highlight 
its insistence on fresh ingredients rather than have it displayed alongside inferior 
products. “It should be very hard to get, available only periodically, and then (to the 
consumer) apparently only in limited quantities.”

Over time, Buffett would come to appreciate See’s not only for the business it was, 
but the education it provided him on recognizing the inherent value in high quality 
businesses—and their limitations. It would not be a stretch to say the lessons from See’s 
would shape the future of Berkshire Hathaway. Buffett would become more at ease 
paying higher multiples for businesses with protected economic positions. He would 
later credit his experience with See’s for allowing him to see the value in Coca-Cola, a 
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Table 4.18: Wesco Financial Corporation, select data

($ thousands)

Blue Chip 1973 investment $8,099

Percentage of company owned 21.9%

Implied market value $36,982

Wesco 1973 average shareholders' equity $65,785

Price / book 0.56x

Pre-tax earnings, 1972 $8,436

Blue Chip going-in return 22.8%

Return on assets (pre-tax, avg. 5 years) 1.64%

Sources: Blue Chip Stamps Annual Report 1973; Wesco Annual Reports 1970, 1973.
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Fiscal year end:
12/30/1978 12/31/1977 01/01/1977 02/28/1976 03/01/1975 03/02/1974 03/03/1973

Ownership (# shares)
Beginning balance  5,703,087  1,840,863  1,527,299  1,527,299  1,058,042  518,860  0 
Purchases  0  180,498  313,564  0  469,257  539,182  518,860 
3:1 stock split  0  3,681,726  0  0  0  0  0 
Ending balance  5,703,087  5,703,087  1,840,863  1,527,299  1,527,299  1,058,042  518,860 

Ownership amount 80.1% 80.1% 77.6% 64.4% 64.4% 44.6% 21.9%
Ownership ($ thousands)
Beginning balance $43,892 $38,661 $28,588 $26,307 $17,446 $8,099 $0 
Purchases 0 1,208 6,306 0 7,025 8,125 8,099 
Interim period adjustment1 0 0 185 0 0 0 0 
Equity in earnings2 7,417 5,715 4,459 3,092 2,189 1,455 0 
Other3 0 0 116 76 457 218 0 
Distributions (1,939) (1,692) (993) (887) (810) (451) 0 
Ending balance $49,370 $43,892 $38,661 $28,588 $26,307 $17,446 $8,099 

Footnotes:
1. Blue Chip Stamps changed its fiscal year from approximately February 28 to approximately December 31. 
2. Net of tax on undistributed portion.
3. Amortization of excess of equity in net assets over cost.

Table 4.19: Blue Chip Stamps’ investment and equity in earnings of Wesco Financial Corporation.

Sources: Blue Chip Stamps Annual Reports 1973–1978.
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The Buffalo Evening News

The third major acquisition was The Buffalo Evening News.* On April 15, 1977, 
Blue Chip acquired the paper** for cash (in addition to the assumption of pension 
liabilities). The purchase was partially financed with a $30 million bank loan which 
was repaid to $13.5 million by year end 1977.

The Buffalo News, as it later came to be known, operated a weekday newspaper in 
Buffalo, New York. At the time, it was a two-newspaper town, with The News’ chief 
competitor being The Courier-Express. The Buffalo News had the highest percentage 
of circulation among newspapers in Upstate New York with two-thirds of households 
subscribing.42 It published six days a week. The Courier-Express published the 
dominant Sunday paper. Buffett’s investment thesis was simple: The two-newspaper 
town was soon destined to become a one-newspaper town, and with The Buffalo 
News being stronger financially, it was more likely to survive. Buying in at book 
value meant that if such a winner-take-all situation occurred in Buffalo, Blue Chip, 
Berkshire, and Buffett and Munger would win big.

Buffett got early signs his prediction would come true. The Buffalo News made 
plans for a Sunday edition in November 1977, not long after the purchase. It was 
soon hit with a lawsuit that lingered until one of the papers went out of business. 
Though things ultimately worked out in favor of The News, at the time the situation 
was precarious and not at all certain.*** The first eight months Blue Chip owned the 
paper (April to December 1977), it earned just $751,000. In 1978, it lost $2.9 million. 
The red ink was destined to flow for a while.

Table 4.20: The Buffalo Evening News—acquisition analysis

($ thousands)
Cash consideration $34,000
Pension liabilities assumed 1,433
Total purchase price $35,433

Underlying net assets $34,679
Excess of purchase price $754

Price/book 1.02x

Source: Blue Chip Stamps Annual Report 1977.

* The paper had been offered to The Washington Post first, which had turned it down (The Snowball, p. 463).
** The purchase was technically structured as an asset purchase, whereby Blue Chip Stamps organized a new 
subsidiary of essentially the same name (The Buffalo Evening News, Inc.) which in turn purchased the papers’ 
assets and assumed certain of its liabilities. 

*** The News had labor unions which Buffett and Munger knew could put it out of business if they went on 
strike for any meaningful amount of time. The pair told the unions as much and were successful in avoiding a 
strike. 
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Buffett reminded shareholders how he viewed Berkshire’s short- and long-term 
operating performance. He took the view that operating earnings prior to any 
securities gains and losses was the correct numerator for any calculation. For the 
denominator, he used the prior years’ ending equity with securities valued at cost, not 
market. The equation looked like this:

Equation 4.1

Operating performance

=
Operating earnings (prior to securities gains or losses)

prior years’ ending equity (securities valued at cost)

The rationale was to provide the most accurate representation of managerial 
performance, since a decline in equities valued at market would unduly depress the 
denominator and make performance the next year look artificially high. Conversely, 
a strong year for capital gains would cause good operating performance to look less 
impressive than it might otherwise have been due to a larger denominator.

Long-term, Buffett looked to include everything: all capital gains/losses, and any 
one-time or non-recurring items. He would also use securities valued at market for 
this calculation. Buffett warned against measuring results with earnings per share. 

“The primary test of managerial performance is the achievement of a high earnings 
rate on equity capital employed (without undue leverage, accounting gimmickry, 
etc.) and not the achievement of consistent gains in earnings per share,” he wrote. 
Some real numbers summed up the achievements since 1964: On September 30, 1964 
(the then-year end) Berkshire’s book value was $19.46 per share. At year-end 1979 that 
figure (again, with securities valued at market) was $335.85 per share—a compounded 
annual gain of 20.5%.

Though certainly a good result, Berkshire’s 20.5% rate of return was insufficient 
to produce real gains in purchasing power if inflation continued running double 
digits and taxes remained at current levels. One must ask the question, what was the 
alternative? If a 20% return was insufficient, what other investment at the time could 
have maintained or grown purchasing power in a world of high inflation? Buffett had 
no solution to this problem, other than to use opportunity cost as his guide.
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Sources of Earnings
The new table presented in the Chairman’s letter provided shareholders with a wealth of 
direct and meaningful information on Berkshire’s operating performance throughout 
the year. Buffett was again role-reversing and giving shareholders information he 
would want if he were in their shoes. What a story it told.* (See Table 4.2 on page 98.)

Textile earnings, once the sole source of Berkshire’s earnings, generated less than 
4% of the nearly $47 million of earnings before taxes and securities gains (but after 
interest). The largest source of earnings power was in the Insurance Group. See’s 
Candies, the Illinois National Bank and Trust, and Mutual Savings and Loan were 
the only subsidiaries after insurance whose earnings contributed 10% or more to 
Berkshire’s pre-tax earnings.

Table 4.21: Berkshire Hathaway summary sources of operating earnings 10%  
or more, 1979

Insurance underwriting 8.0% 
Insurance net investment income 51.7% 
Total insurance 59.7% 

See's Candies 16.2% 
Illinois National Bank 12.0% 
Mutual Savings and Loan 10.1% 
All others, combined 14.4% 
Interest on debt (12.5%)
Total 100.0% 

Note: Totals do not add up to 100% due to rounding.
Sources: Berkshire Hathaway Chairman’s Letter 1979 and author’s calculations.

Sharp-eyed readers would have noticed a new business reported in the table 
in 1979. Precision Steel Warehouse, Inc., an 80%-owned subsidiary of Blue Chip,** 
contributed almost $1.5 million to Berkshire’s earnings in 1979. In the letter to Blue 
Chip shareholders included as an appendix to the Berkshire Annual Report, Chairman 
Charlie Munger reported that Blue Chip purchased its interest in the steel company in 
February 1979 for $15 million.*** Writing to Blue Chip’s shareholders, Munger wrote:

* Unless otherwise noted, I am referring to Berkshire’s share of pre-tax earnings. In this way, figures are 
comparable from year-to-year without any distorting effects of taxes. 

** Precision Steel was technically owned by Wesco Financial Corporation, the entity that also owned Mutual 
Savings and which was in turn owned by Blue Chip. From an economic perspective, the holding structure is 
inconsequential. 

*** The table in the 1979 Berkshire Chairman’s letter indicated Precision Steel earned $3.25 million pre-tax in 
1979. This would equate to a 21.6% pre-tax return (4.6 times earnings) on the $15 million purchase price. The 
steel business was cyclical, and it’s unclear to what degree this was factored into the purchase price. 
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Berkshire was getting paid to hold policyholders’ money above and beyond any 
investment income. Still, Berkshire had some variation in its own results.

Table 4.22: Insurance Group, select information

($ thousands) 1979 1978 1977 
Premiums written, net $186,185 $198,313 $158,704 

Premiums earned
Specialized auto and general liability  90,646  96,126  80,690 
Workers' compensation  19,350  29,893  18,916 
Reinsurance  30,864  30,160  24,100 
Home State multiple lines  41,089  29,894  19,382 

 181,949  186,073  143,088 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  7,845  11,543  7,800 
Workers' compensation1  5,130  (3,944)  (1,644)
Reinsurance  (4,338)  (2,443)  (1,251)
Home State multiple lines  (4,895)  (2,155)  896 

$3,742 $3,001 $5,801 

Combined ratio (statutory) 97.2% 96.7% 93.2%

Footnote:
1.Workers’ Compensation coverage written by Home State is not broken out per the footnote to 
the financial statements.

The data in this table was taken from the summary of segment results section of the Annual Report 
and differs in some cases with figures listed in earlier reporting periods.
Source: Berkshire Hathaway Annual Report 1979.

According to Buffett, “really extraordinary results were turned in by National 
Indemnity.” The details proved his words were not an exaggeration. Buffett 
highlighted the portion of National Indemnity’s business operated by Phil Liesche, 
which underwrote to a profit of $8.4 million on $82 million of earned premiums —a 
combined ratio just under 90%.* Workers’ Compensation premiums earned fell by 
35%, yet profitability soared. This result, Buffett said, was, “far, far better than we had 
any right to expect at the beginning of 1979” and was due in large part to favorable 
results in California, which finally began pulling its weight after years of struggles.

In Berkshire’s other areas of insurance, the numbers were not so good. Home 
State reported disappointing results in 1979. Part of the problem lay with Cornhusker 
Casualty Company, which had poor underwriting results on top of other issues that 
required the attention of Jack Ringwalt. Nonetheless, efforts to expand what Buffett 

* National Indemnity’s business would have fallen primarily within the specialized auto and general liability 
category but also included business categorized elsewhere.
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Table 4.23: Insurance Group, select information

($ thousands) 1980 1979 1978 
Premiums written, net $184,864 $186,185 $198,313 

Premiums earned
Specialized auto and general liability  88,404  90,646  96,126 
Workers' compensation  19,890  19,350  29,893 
Reinsurance  33,804  30,864  30,160 
Home State multiple lines  43,089  41,089  29,894 

 185,187  181,949  186,073 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  7,395  7,845  11,543 
Workers' compensation1  4,870  5,130  (3,944)
Reinsurance  (233)  (4,338)  (2,443)
Home State multiple lines  (5,294)  (4,895)  (2,155)

$6,738 $3,742 $3,001 

Combined ratio (statutory) 96.4% 97.2% 96.7%

Footnote:
1.Workers’ Compensation coverage written by Home State is not broken out per the footnote to 
the financial statements.

The data in this table was taken from the summary of segment results section of the Annual Report 
and differs in some cases with figures listed in earlier reporting periods.
Sources: Berkshire Hathaway Annual Reports 1979, 1982.

Buffett gave a frank assessment of Berkshire’s insurers. National Indemnity 
continued to produce good results under a self-imposed reduction of premium 
volume due to insufficient pricing. National Indemnity’s reinsurance business reflected 
the ongoing weaknesses of the primary market and wasn’t expected to have much 
future growth. Buffett said the delay factor in reinsurance caused him to bemoan 
industry conditions “that were transforming the reinsurance market into amateur 
night.” People were lured by ease of entry into the business, large amounts of upfront 
cash, and delayed expenses. It set the stage for even larger swings in profitability 
and required a significant amount of discipline over many years. Even so, the small 
underwriting loss in reinsurance during 1980 was a very good result considering its 
associated float (assuming business on the books was appropriately reserved).

 With the exception of a good performance in Kansas, Home State insurance 
operations were poor. Results were so bad in Iowa that the Insurance Company of 
Iowa, founded in 1973, was shut down and merged into Cornhusker Casualty.

With much negative industry information to report, Buffett apparently forgot to 
mention that Berkshire’s own insurance companies collectively turned in a great year. 
The combined ratio improved and a record underwriting profit was achieved. This 
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Table 4.24: Berkshire Hathaway summary sources of operating earnings 10% 
or more, 1981

Insurance underwriting 3.1% 
Insurance net investment income 82.2% 
Total insurance 85.3% 

See's Candies 26.4% 
All others, combined 15.0% 
Interest on debt (26.8%)
Total 100.0% 

Note: Totals do not add up to 100% due to rounding.
Sources: Berkshire Hathaway Chairman’s Letter 1981 and author’s calculations.

See’s Candies’ $12.5 million of pre-tax earnings (Berkshire’s share),* representing 
over a quarter of the total, jumps out as the second largest contributor. In his letter to 
Blue Chip’s shareholders, Charlie Munger described See’s in more detail. The figures 
below in Table 4.25 showed a modest annualized increase in pounds. The ability 
of See’s to pass on increases in prices, however, resulted in double-digit growth in 
revenues and an even greater increase in profits during that time.

Table 4.25: See’s Candies, select data

($ and pounds in millions) 1981 1972 % Change % / Yr.
Pounds sold 24 17 41% 3.9%
Revenues $113 $31 260% 15.3%
After-tax profits $11 $2 450% 20.9%

Sources: Blue Chip Stamps Chairman’s Letter 1981 and author’s calculations.

In 1981, profits at See’s increased 41%.** Such increases were that much more 
impressive, said Munger, considering the industry was basically stagnant.

Why was this so? Munger, always one to seek out the why behind any result 
(good or bad), attributed the success of See’s to a couple of factors. First, customers 
preferred its taste and texture over competitors. This was likely the result of its “fanatic 
insistence on expensive natural quality control and cheerful retail service.” Second, 
See’s controlled the distribution of its candy very carefully, owning all its stores and 

* The figure reported for Berkshires share of See’s Candies’ earnings in 1981 was $13 million. This is an example 
of the minor discrepancies between the original year and the lookback year in the following years’ Annual 
Report. I have used the 1982 figure for 1981 results as these are presumably more correct having had the benefit 
of time. 

** The 41% referenced here is lower than the 44% increase shown in the table in Munger’s letter. Munger used 
the company-level figures. I’ve used the figures included in the Berkshire Chairman’s letter for consistency. The 
difference arises due to state income taxes paid by Blue Chip Stamps. 
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preferred its taste and texture over competitors. This was likely the result of its “fanatic 
insistence on expensive natural quality control and cheerful retail service.” Second, 
See’s controlled the distribution of its candy very carefully, owning all its stores and 

* The figure reported for Berkshires share of See’s Candies’ earnings in 1981 was $13 million. This is an example 
of the minor discrepancies between the original year and the lookback year in the following years’ Annual 
Report. I have used the 1982 figure for 1981 results as these are presumably more correct having had the benefit 
of time. 

** The 41% referenced here is lower than the 44% increase shown in the table in Munger’s letter. Munger used 
the company-level figures. I’ve used the figures included in the Berkshire Chairman’s letter for consistency. The 
difference arises due to state income taxes paid by Blue Chip Stamps. 
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handling distribution to those stores itself. See’s was therefore rewarded, said Munger, 
with, “extraordinary sales per square foot … frequently two to three times those of 
competitors.” With such excellent business attributes See’s was clearly worth far in 
excess of the $38.3 million carrying value Blue Chip attributed to it on the books.

The remainder of Berkshire’s sources of earnings in 1981 made up just 15% of the 
total, but some were of interest. After divesting its branch network in 1980, Mutual 
Savings and Loan lived up to expectations and saw its pre-tax earnings drop from $2.8 
million to $0.8 million. The Buffalo Evening News, a subsidiary of Blue Chip Stamps, 
continued to struggle with litigation issues from its competitor and turned in a loss 
of $0.7 million for Berkshire shareholders. Shareholders would also have noticed the 
jump in interest expense. A direct result of the $60 million borrowed in 1980, interest 
expense jumped from $9.4 million to $12.7 million in 1981.

Insurance

Irrational pricing by insurance industry participants in 1981 continued throughout 
the year and gave Buffett the confidence to predict in his Chairman’s letter (written 
in early 1982), “that 1982 will be the worst year in recent history for insurance 
underwriting.” Industry data (see Table 4.26) showed a correlation between the yearly 
change in premiums written and the impact on profitability the ensuing year. In 
an inflationary world, low increases in premiums meant insurers weren’t covering 
their costs; and profitability, expressed in a combined ratio above 100%, was trending 
the wrong way.

Table 4.26: Select insurance industry data

1981 1980 1979
Growth in written premiums 3.6% 6.0% 10.3%
Growth in earned premiums 4.1% 7.8% 10.4%
Combined ratio 105.7% 103.1% 100.6%

Source: Best’s Aggregates and Averages, as quoted in the 1981 Berkshire Hathaway Annual Report.

Over the preceding three years, premium growth industrywide fell to single digits. 
Consequently, the combined ratio deteriorated. Based on then-current trends in quarterly 
data, which were quickly deteriorating, things were expected to get much, much worse. 
Because of the open book nature of the insurance industry, rates were generally subject 
to the actions of the least rational competitor. That is, that outfit would attract the most 
business and others would feel the need to follow. Berkshire, unwilling to write business 
at an obvious loss, wrote almost 20% less volume in 1981 compared to 1980. (Part of the 
decline came from shuttering the Iowa Home State operation during 1980.)
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Table 4.27: Insurance Group, select information

($ thousands) 1981 1980 1979 
Premiums written, net $148,000 $184,864 $186,185 

Premiums earned
Specialized auto and general liability  73,177  88,404  90,646 
Workers' compensation  18,193  19,890  19,350 
Reinsurance  29,446  33,804  30,864 
Home State multiple lines  38,197  43,089  41,089 

 159,013  185,187  181,949 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  3,020  7,395  7,845 
Workers' compensation1  2,822  4,870  5,130 
Reinsurance  (3,720)  (233)  (4,338)
Home State multiple lines  (644)  (5,294)  (4,895)

$1,478 $6,738 $3,742 

Combined ratio (statutory)2 101.6% 96.4% 97.2%

Footnotes:
1.Workers’ Compensation coverage written by Home State is not broken out per the footnote to 
the financial statements.
2. The 1981 combined ratio illustrates the divergence between statutory and GAAP combined 
ratios. When underwriting is near breakeven, apparent inconsistencies can arise when using the 
statutory combined ratio.

Note: The data in this table was taken from the summary of segment results section of the Annual 
Report and differs in some cases with figures listed in earlier reporting periods.
Sources: Berkshire Hathaway Annual Report 1979, 1982.

Shareholder Designated Contributions

Berkshire’s new charitable giving program was the brainchild of Berkshire Vice 
Chairman Charlie Munger. It gave Berkshire’s shareholders the option to designate 
contributions to any charity, with the amount based on the number of shares they 
owned (Berkshire set the per share amount). This option was limited to shareholders 
who owned shares in book name (that is, directly registered and not through a broker). 
In the first year 90% of shareholders (95.6% if Buffett’s own shares were included) 
elected to participate. In total, $1.8 million was paid to 675 charities. Berkshire was 
effectively paying a tax-free dividend to shareholders that was immediately sent to 
their favorite charity.
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bullseye.” Buffett’s logic was sound, and for Berkshire it made sense to readjust the 
performance gauge to make up for the vagaries of financial accounting.

Sources of Reported Earnings

Sticking out like a sore thumb, the $21.6 million pre-tax underwriting loss from 
the Insurance Group was enough to put a pit in ones’ stomach. The swing to a 
loss, though anticipated, was still hard to comprehend. One positive factor within 
insurance (which will be discussed in more detail below), or at least a mitigating 
factor to the large underwriting loss, was the $41.6 million of pre-tax net investment 
income in 1982. It must have been somewhat comforting knowing the insurance 
business overall was profitable.

Table 4.28: Berkshire Hathaway summary sources of operating earnings 10%  
or more, 1982

Insurance underwriting (77.7%)
Insurance net investment income 150.0% 
Total insurance 72.3% 

See's Candies 51.3% 
Wesco Financial - parent 10.6% 
All others, combined1 12.6% 
Interest on debt (46.8%)
Total 100.0% 

Footnote:
1. Blue Chip Stamps - parent represented 9.0%. 

Sources: Berkshire Hathaway Chairman’s Letter 1982 and author’s calculations.

While still reporting operating losses ($0.7 million pre-tax attributable to 
Berkshire that year), the success of The Buffalo News in attracting Sunday readership 
presaged good things to come. The News had grown Sunday circulation to 367,000. 
This was an incredible feat given that six years prior it had no Sunday edition. Further, 
when Sunday was entirely served by The News’ competitor, The Courier-Express, the 
circulation was just 272,000. In a market with very little household growth, these 
figures pointed toward the value subscribers found in the paper. The managers Henry 
Urban, Stan Lipsey, Murray Light, Clyde Pinson, Dave Perona, and Dick Feather, 
were singled out by name in the Chairman’s letter.
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Insurance

In every area of business volume was down, and all but one group, workers’ 
compensation, turned in an underwriting loss. The two major killers were National 
Indemnity’s specialized auto and general liability, and the reinsurance business. 
Berkshire’s insurance underwriting deteriorated far more than the overall industry in 
1982. As was his style, Buffett did not sugar coat this fact; he stated it plainly.

Table 4.29: Insurance Group, select information

($ thousands) 1982 1981 1980 
Premiums written, net $149,091 $148,000 $184,864 

Premiums earned
Specialized auto and general liability  69,026  73,177  88,404 
Workers' compensation  15,951  18,193  19,890 
Reinsurance  27,408  29,446  33,804 
Home State multiple lines  37,552  38,197  43,089 
Structured settlements and portfolio reinsurance  3,008 

 152,945  159,013  185,187 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  (12,647)  3,020  7,395 
Workers' compensation1  2,658  2,822  4,870 
Reinsurance  (7,524)  (3,720)  (233)
Home State multiple lines  (3,949)  (644)  (5,294)
Structured settlements and portfolio reinsurance  (96)

($21,558) $1,478 $6,738 

Combined ratio (statutory)2 115.0% 101.6% 96.4%

Footnotes:
1.Workers’ Compensation coverage written by Home State is not broken out per the footnote to 
the financial statements.
2. The 1981 combined ratio illustrates the divergence between statutory and GAAP combined 
ratios. When underwriting is near breakeven, apparent inconsistencies can arise when using the 
statutory combined ratio.

Note: The data in this table was taken from the summary of segment results section of the Annual 
Report and differs in some cases with figures listed in earlier reporting periods.
Sources: Berkshire Hathaway Annual Reports 1979, 1982.

In the reinsurance line, underwriting losses jumped for two reasons. First, storms 
in the US Southwest during the beginning of 1982 caused immediate claims. The 
second was adverse loss development.

The nature of reinsurance is that claims stretch out over years, yet management must 
make an initial estimate of all future costs immediately (regardless of how far in the future 
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Nebraska Furniture Mart benefitted from classic economies of scale. The more it 
sold, the lower its fixed overhead became as a percentage of revenues. The lower its 
relative costs, the lower it was willing to charge, on and on in a virtuous, reinforcing 
cycle. Add in a huge selection of merchandise, and Nebraska Furniture Mart had 
a recipe for both saving its customers money and delivering superior returns to its 
owners. Once firmly entrenched, the business had a virtually impregnable moat that 
protected it from the onslaught of competition.*

Table 4.30: Nebraska Furniture Mart, select data and valuation, 1983

($ millions)
Purchase price $55.4
Ownership interest 90%
Valuation $61.5

1983 revenues1 $100
1983 pre-tax margin1 7%
Tangible assets $35.0
Pre-tax return on capital 20.0%

BRK price/tangible assets 1.75x
BRK going-in return, pre-tax 11.4%

Footnotes:
1. These are approximate values stated by Buffett in 
response to a question at the 2014 Annual Meeting. 

Sources: Berkshire Hathaway Annual Reports 1983, 2013; 2014 Annual Meeting Q&A.

Goodwill and its Amortization:  
The Rules and The Realities

Berkshire’s book value grew 32% that year to $975.83 per share. The nineteen-year 
record, since Buffett took control in 1965, was 22.6% compounded annually. Buffett 
wanted shareholders to know, loud and clear, that they should not expect similar 
results in the future. “Those who believe otherwise should pursue a career in sales, 
but avoid one in mathematics.” Buffett said he reported book value because it was a 
decent proxy for intrinsic business growth, “the measurement that really counts.” He 
also provided a comparative description: Book value tells what is put in the business 
and intrinsic business value is what can be taken out, which is why it matters more.

* Writing in his 1988 Chairman’s Letter Buffett recounted how Dillard’s a large successful department store, 
entered the Omaha, Nebraska market but without a furniture line, choosing not to even try to compete with 
Nebraska Furniture Mart. 
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Buffett hinted at Berkshire’s valuation in the discussion of value-given-vs-value-
received as it related to using shares as currency in a transaction. He noted that the 
true cost of the Blue Chip merger was slightly higher because, “the market value of 
Berkshire shares given up in the merger was less than their intrinsic business value.”

We can estimate the valuation used in the Berkshire/Blue Chip Stamps merger. 
Using Berkshire’s high and low share prices during the third quarter of 1983 (when 
the merger would have taken place) values Berkshire between $900 million and 
$1.2 billion (see Table 4.31). The resultant average price-to-book value was 1.35x.

Table 4.31: Berkshire Hathaway implied valuation in Blue Chip Stamps merger

Shares outstanding (year end 1982)  986,509 
BRK share price Q3 1983 (high) $1,245 
BRK share price Q3 1983 (low) $905 

Implied market value (high) $1,228,203,705 
Implied market value (low) $892,790,645 

Book value mid-1983 (estimated) $784,000,000 

Price-to-book value (high) 1.57x
Price-to-book value (low) 1.14x
Average price-to-book value 1.35x

Sources: Berkshire Hathaway Annual Report 1983 and author’s calculations.

Sources of Reported Earnings

Due to the merger with Blue Chip in mid-1983, special care was needed in reading the 
earnings summary table in the Chairman’s letter. Since the ownership in Blue Chip 
increased from 60% to 100%, that change alone was enough to skew Berkshire’s share 
of Blue Chip’s (and its subsidiaries’) earnings up, all things being equal. Looking at 
the company-level results instead of the share attributable to Berkshire’s ownership 
solved this issue.*

* The table presented three columns: pre-tax at the company level, pre-tax for Berkshire’s share, and after tax 
for Berkshire’s share. Consistency is key in analysis. The value lay in correctly communicating to shareholders 
how the businesses were doing. A pre-tax, company-level analysis removed the distortions arising from varying 
tax rates and ownership levels. I have attempted to use the most appropriate comparison at each juncture, here 
presenting the company-level figures during the year of transition. 



Chapter  4 :  1975–1984

163

Table 4.32: Earnings of Berkshire Hathaway subsidiaries, company-level

($ thousands) 1983 1982 
Insurance Group:
 Underwriting ($33,872) ($21,558)
 Net investment income  43,810  41,620 
Buffalo Evening News  19,352  (1,215)
Nebraska Furniture Mart1  3,812 
See's Candies  27,411  23,884 
Associated Retail Stores  697  914 
Blue Chip Stamps - parent2  (1,422)  4,182 
Mutual Savings and Loan  (798)  (6)
Precision Steel  3,241  1,035 
Textiles  (100)  (1,545)
Wesco Financial - parent  7,493  6,156 
Amortization of goodwill3  (532)  151 
Interest on debt  (15,104)  (14,996)
Shareholder-designated contributions  (3,066)  (891)
Other  10,121  3,371 
Operating earnings, pre-tax  61,043  41,102 
Special GEICO distribution  21,000 
Sales of securities and unusual sales of assets  67,260  36,651 
Total earnings - all entities (pre-tax)  $149,303  $77,753 

Footnotes:
1. 1983 figures are those for October through December.
2. 1982 and 1983 are not comparable; major assets were transferred in the mid-
year 1983 merger of Blue Chip Stamps.
3. Amortization of goodwill is included in Other for years prior to 1982.

Note: This table presents each company’s earnings on a company-level basis. It differs from the 
presentation elsewhere which adjusts for Berkshire’s ownership interest in each company.
Source: Berkshire Hathaway Annual Report 1983.

Leading off the table was insurance underwriting, whose losses had swollen on 
the heels of industry weakness. Berkshire’s results were again worse than the industry 
average. The Insurance Group was profitable overall thanks only to its net investment 
income. More will be said about the Insurance Group below. Other notable entries in 
the table in 1983 were The Buffalo News, See’s Candies, Blue Chip Stamps, Precision 
Steel, and a special distribution from GEICO.

The Buffalo News, long mired in a fight with its competitor, The Courier-Express, 
won its long battle* and was rewarded with soaring profits. The elimination of a 
competitor surely helped but other factors also accounted for the success of The 
Buffalo News. First, a stable population in the Buffalo area made citizens highly 

* The Courier-Express closed in 1983, making Buffalo a one-paper town as Buffett rightly predicted. 
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Table 4.33: Insurance Group, select information

($ thousands) 1983 1982 1981 
Premiums written, net $149,849 $149,091 $148,000 

Premiums earned
Specialized auto and general liability  68,148  69,026  73,177 
Workers' compensation  18,849  15,951  18,193 
Reinsurance  26,889  27,408  29,446 
Home State multiple lines  35,328  37,552  38,197 
Structured settlements and portfolio 
reinsurance

 3,266  3,008 

 152,480  152,945  159,013 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  (14,880)  (12,647)  3,020 
Workers' compensation1  (1,091)  2,658  2,822 
Reinsurance  (8,387)  (7,524)  (3,720)
Home State multiple lines  (8,834)  (3,949)  (644)
Structured settlements and portfolio 
reinsurance

 (680)  (96)

($33,872) ($21,558) $1,478 

Combined ratio (statutory)2 122.8% 115.0% 101.6%

Footnotes:
1.Workers’ Compensation coverage written by Home State is not broken out per the footnote to 
the financial statements.
2. The 1981 combined ratio illustrates the divergence between statutory and GAAP combined 
ratios. When underwriting is near breakeven, apparent inconsistencies can arise when using the 
statutory combined ratio.

Note: The data in this table was taken from the summary of segment results section of the Annual 
Report and differs in some cases with figures listed in earlier reporting periods.
Sources: Berkshire Hathaway Annual Reports 1982, 1984.

Buffett praised his managers, whom he said swam a good race against strong 
industry tides that year. He singled out National Indemnity’s Roland Miller for 
delivering improved results while competitors had opposite performance. He also 
identified Tom Rowley, who had joined Berkshire a year prior, to run Continental 
Divide Insurance, a Colorado Home State operation.

Against the backdrop of weak industry results and underwriting losses across 
all of Berkshire’s insurance segments, Buffett was optimistic for the reinsurance 
segment. That segment had reported losses in each year dating back to 1975. Still, it 
had an ability to generate large float and, importantly, a way to monetize Berkshire’s 
financial conservatism. The long period between buying reinsurance and when it 
might be needed meant a counterparty to a reinsurer wanted to know the reinsurer 
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Table 4.34: Earnings of Berkshire Hathaway subsidiaries, company-level

($ thousands) 1984 1983 
Insurance Group:
 Underwriting ($48,060) ($33,872)
 Net investment income  68,903  43,810 
Buffalo News  27,328  19,352 
Nebraska Furniture Mart1  14,511  3,812 
See's Candies  26,644  27,411 
Associated Retail Stores  (1,072)  697 
Blue Chip Stamps - parent2  (1,843)  (1,422)
Mutual Savings and Loan  1,456  (798)
Precision Steel  4,092  3,241 
Textiles  418  (100)
Wesco Financial - parent  9,777  7,493 
Amortization of goodwill3  (1,434)  (532)
Interest on debt  (14,734)  (15,104)
Shareholder-designated contributions  (3,179)  (3,066)
Other  4,932  10,121 
Operating earnings, pre-tax  87,739  61,043 
Special GEICO distribution4    19,575 
Special General Foods distribution  8,111  
Sales of securities and unusual sales of assets  104,699  67,260 
Total earnings - all entities (pre-tax)  200,549  147,878 

Footnotes:
1. 1983 figures are for October through December.
2. 1982 and 1983 are not comparable; major assets were transferred in the mid-
year 1983 merger of Blue Chip Stamps.
3. Amortization of goodwill is included in Other for years prior to 1982.
4. The accounting of the GEICO special dividend was changed during 1984.

Note: This table presents each company’s earnings on a company-level basis. It differs from the 
presentation elsewhere which adjusts for Berkshire’s ownership interest in each company.
Source: Berkshire Hathaway Annual Report 1984.

Front and center was insurance underwriting (discussed in more detail later), 
again posting a miserable result. Weak industry conditions, coupled with self-inflicted 
wounds, were causing the red ink to continue flowing in Berkshire’s underwriting. 
Net investment income had again saved the day to bring the Insurance Group 
out of the red.

Related to insurance, the special GEICO distribution reported in 1983 again 
garnered attention in 1984. Though the distribution was technically accomplished via 
a share repurchase, it had functioned more like a dividend since Berkshire’s ownership 
interest remained unchanged. This is how Berkshire had viewed it, as had the Omaha 
office of its auditor, Peat, Marwick, Mitchell & Co. However, in 1984, the New York 
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What was the secret? Buffett compared the Blumkin family to Ben Franklin and 
Horatio Alger and said they applied themselves with enthusiasm and energy, stayed 
within their circle of competence, and always acted honestly. Buffett saw the best of 
himself and Berkshire in the Blumkin Family.

See’s Candies

Table 4.35: See’s Candies, select data

($ and lbs in thousands)
Year Revenues Profit1 Pounds sold # Stores Price / lb Profit / lb

1984 $135,946 $13,380  24,759  214 $5.49 $0.54 
1983  133,531  13,699  24,651  207  5.42  0.56 
1982  123,662  11,875  24,216  202  5.11  0.49 
1981  112,578  10,779  24,052  199  4.68  0.45 
1980  97,715  7,547  24,065  191  4.06  0.31 
1979  87,314  6,330  23,985  188  3.64  0.26 
1978  73,653  6,178  22,407  182  3.29  0.28 
1977  62,886  6,154  20,921  179  3.01  0.29 
1976  56,333  5,569  20,553  173  2.74  0.27 
1975  50,492  5,132  19,134  172  2.64  0.27 
1974  41,248  3,021  17,883  170  2.31  0.17 
1973  35,050  1,940  17,813  169  1.97  0.11 
1972 $31,337 $2,083  16,954  167 $1.85 $0.12 

1. Operating profit after tax. Total gain:
Compounded:

197% 340%
9.5% 13.1%

Sources: Berkshire Hathaway Annual Report 1984 and author’s calculations.

If Nebraska Furniture Mart earned Buffett’s high praise, See’s really got his blood 
pumping. According to the 1984 Annual Report, identifiable assets for See’s averaged 
$63 million and after-tax profits of $13.4 million equated to a return of 21%. On 
tangible assets of $28.2 million, the return was even higher: 47%. The actual economic 
return of See’s was even better considering not all aspects of the business were part 
of the accounting. The report only listed tangible assets; it did not account for the 
spontaneous liabilities associated with conducting business, such as accounts payable. 
Since others provided part of the capital to operate the business, the company did 
not need to fund it. Given this assumption and the use of a seasonal line of credit to 
fund short-term inventory, the returns on net tangible assets, or equity, were likely 
well above 100% for the candy company.

Still, the business wasn’t perfect. The boxed-chocolate industry suffered from 
marginal profitability and slow growth. The latter ailment also beset See’s. Same-store 
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Table 4.36: Insurance Group, select information

($ thousands) 1984 1983 1982 
Premiums written, net $133,558 $149,849 $149,091 

Premiums earned
Specialized auto and general liability  64,003  68,148  69,026 
Workers' compensation  22,665  18,849  15,951 
Reinsurance  16,066  26,889  27,408 
Home State multiple lines  32,598  35,328  37,552 
Structured settlements and portfolio 
reinsurance

 4,910  3,266  3,008 

 140,242  152,480  152,945 

Underwriting gain (loss), pre-tax
Specialized auto and general liability  (16,049)  (14,880)  (12,647)
Workers' compensation1  (12,560)  (1,091)  2,658 
Reinsurance  (12,703)  (8,387)  (7,524)
Home State multiple lines  (4,101)  (8,834)  (3,949)
Structured settlements and portfolio 
reinsurance

 (2,647)  (680)  (96)

($48,060)  (33,872) ($21,558)

Combined ratio (statutory) 135.9% 122.8% 115.0%

Footnote:
1.Workers’ Compensation coverage written by Home State is not broken out per the footnote to 
the financial statements.

Note: The data in this table was taken from the summary of segment results section of the Annual 
Report and differs in some cases with figures listed in earlier reporting periods.
Sources: Berkshire Hathaway Annual Reports 1982, 1984.

The poor industry performance and even poorer Berkshire results did not 
dissuade Buffett. That year, Berkshire added capital to its reinsurance unit, Columbia 
Insurance Company, to continue growing the structured settlements business. He 
expected a lot of competition but satisfactory returns. Berkshire would continue to 
use its financial strength to its advantage, and only write business that made sense.

The financial strength was hard to see precisely on Berkshire’s consolidated 
financials. Prior to 1981, Berkshire had presented separate condensed group financial 
statements that provided some additional detail on balance sheet items such as the 
investment portfolio, plant and equipment, loss liabilities, unearned premiums, and 
other items. From these it was clear exactly how much shareholders’ equity was 
attributable to the Insurance Group. Detail on the income statement items largely 
remained in subsequent reports, but a holistic balance sheet was not provided. 
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In short-tail lines of insurance, like automobile insurance, policies are written for 
six months to a year and claims are paid out accordingly. There may be a slight delay 
in when a claim happens and when it is reported (these are referred to as incurred but 
not reported losses or IBNR), but generally the insurer knows very quickly.

In long-tail lines of business, such as with Berkshire’s reinsurance or specialty 
units, claims might take years or even decades to come to light. Results from year to 
year understandably move around, though provided the insurer sets premiums at a 
level that reflects its costs over time, it will ultimately report a profit.

Insurers track their guesses for future profitability of the business they write in 
what are known as loss development tables.* As time goes on and claims are paid 
out, the true profitability emerges. This can take some time and the road can be 
bumpy. Buffett’s 1984 letter contained a table of the five years ended in 1984 that 
listed underwriting results both as originally reported and as corrected one year later. 
The table showed one year of favorable loss development (1980) followed by three 
years of results that deteriorated in hindsight. The question mark left in the table 
suggested the loss in 1984 was anyone’s guess. Berkshire tried to be conservative in its 
underwriting, but the track record suggested results would only worsen.

Table 4.37: Insurance underwriting profit/(loss)

($ thousands) Original report One year later
1984 ($45,413) ?
1983  (33,192)  (50,974)
1982  (21,462)  (25,066)
1981  1,478  (1,118)
1980  6,738  14,887 

Note: Excludes structure settlement and loss-reserve assumption business.
Source: Berkshire Hathaway Chairman’s Letter 1984.

Not only was Berkshire suffering from current industry weakness, but the 
business it wrote in years past was haunting it. Accounting and insurance reporting 
conventions dictate that as loss estimates for prior years worsen, revisions are included 
with the current years’ underwriting results. For example, consider a $100 policy 
written in year one, with an expected profit of $5. Now consider that in the next year 
that profit was revised to a loss of $5. The $5 profit would remain in the first year (the 
insurer wouldn’t restate its earnings) but instead a $10 loss would be booked to losses 
in year two. It was simply the nature of the business and its accounting conventions 

* Berkshire’s 10K reports began including loss development tables for the 2001 reporting period. Until then, 
shareholders could only glean information from the aggregate loss development figure presented in the 
footnotes to the financial statements. 
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Mutual Savings

Charlie Munger’s Chairman’s letter to Wesco shareholders (again included in the 
Berkshire Annual Report) provided readers with an education on banking. His 
comments on the thrift (savings and loan) industry contrasted Mutual Savings’ 
conservative operating practices to a world where competitors were increasingly 
taking on significant risks.

For Berkshire shareholders who had become familiar with the banking business 
via their investment in the now-divested Illinois National Bank, Mutual Savings 
would seem familiar. Munger said Mutual Savings had three major characteristics. It:

1. Maintained a high level of shareholders’ equity compared to total assets and 
savings account liabilities;

2. Held a large proportion of cash and marketable securities to offset those liabilities;
3. And had a low-yielding mortgage portfolio, primarily a result of its branch 

divestiture in 1980.

Though the average yield on its mortgage portfolio was below the bank’s cost 
of funds paid to depositors, it had remained profitable every year due to its large 
marketable securities portfolio. Just like Berkshire’s Insurance Group, Mutual Savings 
was waiting for the right terms and conditions on which to do additional business.

The summary data on Mutual Savings provided in the Berkshire Annual Report 
illustrated its conservatism. Its assets were funded by a stable source of deposits and 
backed by a large amount of shareholders’ equity and liquid resources.*

Table 4.38: Mutual Savings and Loan, select data, 1984

($ millions)
Cash and marketable securities 89 
Loan portfolio 95 
Total assets 295 
Savings account liabilities 228 
Shareholders' equity 62 

Loan portfolio (% total assets) 32%
Loan portfolio (% deposits) 42%
Shareholders' equity (% total assets) 21%

Sources: Berkshire Hathaway Annual Report 1984 and author’s calculations.

* It is not uncommon to see banks with loans equal to 80% of assets and over 100% of deposits. 
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Table 4.39: Reconciliation of shareholders’ equity, 1965–1984

($ millions) 1965–74 1975–84 1965–84 
Beginning of period shareholders' equity $22 $88 $22 
Net income - operations  57  366  423 
Net income - realized gains  7  199  207 
Unrealized appreciation of investments  0  486  486 
Mergers/divestitures  0  133  133 
Dividends/treasury stock  (3) 0  (3)
Other/misc.  4 0  4 
End of period shareholders' equity $88 $1,272 $1,272 

Change in equity during period $66 $1,184 $1,250 

Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Table 4.40: Contribution toward change in equity during period

1965–74 1975–84 1965–84
Net income - operations 86% 31% 34% 
Net income - realized gains 11% 17% 17% 
Unrealized appreciation of investments 0% 41% 39% 
Mergers/divestitures 0% 11% 11% 
Dividends/treasury stock (4%) 0% (0%)
Other/misc. 7% 0% 0% 
Total 100% 100% 100% 

Note: The 1965–84 category does not add to 100% due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Table 4.40 illustrates the degree to which Berkshire’s investment portfolio became 
the driver of growth. Berkshire took advantage of chances to buy businesses outright 
but found more opportunity to buy pieces of good businesses via investments in their 
publicly-traded stock. Accounting considerations were relegated to the background 
in favor of economic reality, though pains were taken to reconcile the two in 
communications with shareholders. Even Berkshire’s largest division, insurance, 
found itself shadowed by the investment portfolio (which, to be fair, funded a large 
portion of it). By the end of the decade Berkshire’s share of GEICO’s premium volume 
eclipsed that of its own group of insurance businesses. The mergers/divestitures net 
row above aggregates three distinct and important transactions:

1. In 1977, Berkshire merged with Diversified Retailing, which resulted in a net of 
about $9 million added to Berkshire’s equity capital.*

* This figure does not include the $3.7 million of additional net income added that year due to the merger. It is 
included in the Net income – operations line.
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2. In late 1980, Berkshire divested of the Illinois National Bank and Trust. That 
transaction (effectively accomplished via a treasury stock transaction) reduced 
Berkshire’s equity by approximately $29 million.

3. In 1983, Berkshire merged with Blue Chip Stamps, adding a net of about $154 
million to Berkshire’s equity. 

The result for shareholders was that book value per share increased from $90.02 
at year-end 1974 to $1,108.77 at year-end 1984—a compounded annual rate of return 
of 28.5%. Importantly, this result was on a per share basis. There had been some 
dilution to shareholders as shares outstanding grew from 980,000 to 1,147,000 (1.6% 
per annum) over the preceding ten years, but by and large Buffett had not enlarged 
his managerial kingdom at the expense of shareholders. On the contrary, during the 
Diversified, Illinois National, and Blue Chip transactions, he went out of his way to 
ensure fairness to his shareholder partners.

A powerful tailwind pushed Berkshire’s stock price upward over the decade. The 
market rewarded the high growth rate of underlying intrinsic value (proxied by the 
change in book value) with an increasingly higher price-to-book value. Steadfast 
investors owning Berkshire for the entire decade were rewarded with a return of 
40% per year.

Figure 4.1: Berkshire Hathaway stock price, 1975–1984
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Figure 4.2: Berkshire Hathaway price to book ratio, 1975–1984
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Sources: Of Permanent Value (Kilpatrick), Berkshire Hathaway Annual Reports 1975–1984, and author’s 
calculations.

The fuel for this remarkable growth was largely Berkshire’s Insurance Group. 
Growth over the preceding decade was impressive, even after pulling back toward 
the end of the decade because of industry weakness. Yet the financials understated 
Berkshire’s massive push into insurance, as its 36% investment in GEICO was 
responsible for an additional $336 million in premiums on a look-through basis.*

Table 4.41: Berkshire Hathaway, select data

1984 1974 
Written insurance premiums $134 $61 
Earned insurance premiums  140  61 
Float, average  253  79 

Cash and investments $1,714 $140 
Investment income  84  8 

Sources: Berkshire Hathaway Annual Reports 1974, 1984.

* A look through analysis takes a company-level figure, in this case premiums but most often earnings, and 
adjusts for the level of ownership.
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Berkshire’s investment portfolio grew steadily, funded through funds generated 
via float, retained earnings, and additional capital contributed to the insurance 
companies. The composition of the portfolio at the beginning and end of this 
decade highlights Buffett’s propensity for holding companies for a long time and his 
increasing tendency to concentrate bets. Of the $1.3 billion common stock portfolio 
at year-end 1984, almost one-third was GEICO. The top four positions (GEICO, 
General Foods, Exxon, and The Washington Post) represented 75% of the entire 
portfolio in 1984. The top four positions in 1974 represented 48% of the portfolio. The 
Washington Post, which represented a quarter of the portfolio in 1974, was the only 
investment in the top four that extended over the entire decade and had dropped to 
4th place. Berkshire was much more concentrated at the end of the decade than at 
the beginning.

Table 4.42: Berkshire Hathaway common stock portfolio, select detail

($ thousands) 1984 % of total 1974 % of total
Affiliated Publications $32,908 2.6% $1,023 2.9%
American Broadcasting Companies, Inc. 46,738 3.7%
California Water Service Co. 3,151 9.1%
Exxon Corporation 175,307 13.8%
GEICO Corporation 397,300 31.3%
General Foods Corporation 226,137 17.8%
Handy & Harmon 38,662 3.0% 1,337 3.8%
Interpublic Group, Co. 28,149 2.2% 2,772 8.0%
Munsingwear, Inc. 2,094 6.0%
National Preso Industries 2,592 7.4%
Northwest Industries 27,242 2.1%
Ogilvy & Mather International 1,550 4.5%
Omaha National Corporation 1,066 3.1%
Sperry & Hutchinson Company 1,758 5.1%
Time, Inc. 109,162 8.6%
Washington Post Company - Class B 149,955 11.8% 8,000 23.0%
All others 37,326 2.9% 9,458 27.2%
Total common stocks $1,268,886 100.0% $34,802 100.0%

Notes:
1. Totals do not add to 100% due to rounding.
2. 1974 & 1984: Market values.
3. 1974: Detail on investments greater than $1 million in value. All others represents 36 companies.
4. 1984: Detail taken from the Chairman’s Letter in the Berkshire Hathaway Annual Report.
Sources: Berkshire Hathaway 10K filing 1974, Berkshire Hathaway Annual Report 1984, and author’s 
calculations.
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Restated Original Restated Original
($ thousands) 1984 1983 1982 1982 1981 1980 1979 1978 1977 1977 1976 1975 1974
Current assets
Cash $3,682 $6,161 $7,762 $7,392 $7,232 $9,993 $14,924 $13,001 $13,996 $4,921 $3,437 $6,045 $4,231

Bonds, at amortized cost 303,928 208,245 189,330 189,330 206,078 187,802 185,564 157,651 132,929 145,960 104,705 94,936 82,639
Marketable equity securities 
(including preferred)

1,235,903 1,232,150 979,024 920,909 641,269 525,947 411,358 283,185 163,294

Preferred stock 23,232 22,287 2,558 2,855
Common stock 83,657 53,108 39,341 50,670
Invested cash, U.S. Treasury 
Bills and other short-term 
investments, at cost which 
approximates market

170,039 75,343 58,765 51,814 63,529 50,546 18,172 61,056 35,730

Total investments, other than 
affiliates

1,709,870 1,515,738 1,227,119 1,162,053 910,876 764,295 615,094 501,892 331,953 252,849 180,100 136,836 136,164

Investments in affiliates:
The Illinois National Bank & 
Trust Co. of Rockford

28,785 27,146 25,839

Wesco Financial Corporation 75,858 68,874 63,040 56,750 49,370 43,892
Investment in Mutual Savings 
and Loan Association

32,927 27,004 23,758

Other unconsolidated 
subsidiaries

1,187 1,377 1,477 1,627

Total investments in affiliates 32,927 27,004 23,758 75,858 68,874 64,227 86,912 77,993 71,358

Accounts receivable from 
customers, agents and others

88,489 72,813 113,770 109,768 49,901 49,861 52,231 45,283 38,009

Inventories 41,332 37,516 26,039 20,670 22,120 23,802 25,704 23,029 23,776
Accounts receivable, net - 
textiles

9,169 8,102 6,567 4,378

Accounts receivable, net - 
other

22,035 15,628 13,143 13,513

Inventories - textiles 9,766 8,976 8,136 6,000
Inventories - other 242 326 0
Continued...

Table 4.43: Berkshire Hathaway consolidated balance sheets, 1974–1984
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...Continued from prior page
Restated Original Restated Original

($ thousands) 1984 1983 1982 1982 1981 1980 1979 1978 1977 1977 1976 1975 1974
Property, plant, and 
equipment, net:
Textiles 2,196 2,333
Manufacturing 3,417 3,415
Insurance 2,164 1,636 1,526 1,581
Property, plant, and 
equipment, net

67,919 69,749 63,020 54,070 51,472 51,484 49,793 47,877 47,106

Investment in bank subsidiary 25,839 24,732 23,424 22,417
Common Stock of Blue Chip 
Stamps

35,774 27,304 18,777 16,924

Investment in other 
subsidiaries

1,612 880 1,120 1,187

Goodwill 77,269 79,327 13,823
Deferred insurance premium 
acquisition costs

10,264 12,313 14,163 13,652 13,846 10,852 9,810 6,820 2,950 4,400

Other assets 13,715 48,084 57,993 45,549 35,123 32,756 33,955 34,691 35,093 1,645 1,685 5,021 3,087
Total assets 2,035,203 1,856,392 1,533,284 1,485,624 1,157,911 1,010,581 892,265 757,612 572,143 379,241 283,041 225,741 216,214

Restated Original Restated Original
($ thousands) 1984 1983 1982 1982 1981 1980 1979 1978 1977 1977 1976 1975 1974
Current liabilities
Losses and loss adjustment 
expenses

243,298 212,706 193,477 193,477 190,970 199,128 197,697 180,870 139,461 133,592 85,152 73,033 72,761

Unearned premiums 49,099 55,783 58,414 58,414 62,269 73,281 73,604 69,368 57,128 52,191 36,737 22,344 21,705
Funds held under reinsurance 
treaties

3,783 2,939 2,857

Amounts due for purchase of 
securities

839 680 294

Accounts payable and accrued 
expenses

7,259 5,790 4,435

Liability for unredeemed 
trading stamps

58,957 60,669 60,240 60,240 64,262 64,053 67,524 66,832 66,209

Continued...
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($ thousands) 1984 1983 1982 1982 1981 1980 1979 1978 1977 1977 1976 1975 1974
Accounts payable, accrued 
expenses, and other

73,346 58,094 50,552 48,340 51,915 43,462 38,792 33,983 35,466 17,216

Income taxes - current 11,432 8,511 22,007 21,868 13,759 7,919 10,411 10,768 6,492 1,524 3,346 179 164
Income taxes - deferred 177,907 194,462 149,987 149,987 87,089 63,329 52,079 36,034 7,793 6,588 4,677 2,519 3,044

Notes payable to bank 2,000 2,000
7.50% debentures due 1987 464 506 556
Promissory notes and 
debentures

4,343

8.00% senior notes due 1993 20,000 20,000 20,000 20,000
Sundry installment promissory 
notes

4,522 3,602 1,274

Term loan payable to bank 13,500 13,500
Senior notes payable 27,000 27,000
Other notes and debentures 
payable

16,571 14,604

Long-term debt 127,104 128,984 169,947 137,581 97,768 104,344 55,099
Total financial debt 127,104 128,984 169,947 137,581 97,768 104,344 55,099 57,071 55,104 26,343 24,987 24,108 21,830

Minority shareholders' interest 22,299 17,990 101,177 88,234 70,416 59,851 52,097 48,520 47,926
Other 0 0 0 0 0 0 0 0 0 0 968 1,258 924
Total liabilities 763,442 737,199 805,801 758,141 638,448 615,367 547,303 503,446 417,579 237,452 167,748 132,851 128,015

Shares Issued 1,375 1,375 1,214 1,214 1,214 1,214 1,214 1,214 1,214 980 980 980 980
Less: Treasury Shares (228) (228) (228) (228) (228) (228) (187) (187) (184) (9) (7) 0 0
Shares outstanding (000's) 1,147 1,147 987 987 987 986 1,027 1,027 1,031 971 973 980 980
Total stockholders' equity 1,271,761 1,119,193 727,483 727,483 519,463 395,214 344,962 254,166 154,564 141,788 115,293 92,890 88,199
Total liabilities and 
stockholders' equity

$2,035,203$1,856,392$1,533,284 $1,485,624$1,157,911$1,010,581 $892,265 $757,612 $572,143 $379,241 $283,041 $225,741$216,214

Note: The year 1977 was restated due to the merger with Diversified Retailing; 1983 was restated due to the merger with Blue Chip Stamps. Buffett’s distaste 
for the presentation of Berkshire’s consolidated financial statements is only compounded by trying to show them over multiple years.
Sources: Berkshire Hathaway Annual Reports, 1975–1984.
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Restated Original Restated Original
($ thousands) 1984 1983 1982 1982 1981 1980 1979 1978 1977 1977 1976 1975 1974
Insurance premiums earned $140,242 $152,480 $152,945 $152,945 $159,013 $185,187 $181,949 $186,073 $143,087 $136,890 $80,780 $58,336 $60,574
Net sales and operating 
revenues of manufacturing, 
merchandising and service 
operations

500,219 381,674 306,564 267,622 263,374 259,200 247,952 235,576 203,752

Net sales of textile products 32,833 32,592
Net sales of manufactured 
products

48,189 47,174

Interest and dividend income 84,161 85,903 58,003 52,416 49,189 38,966 30,440 24,293 16,796 12,549 10,820 8,918 8,030
Real estate income 288 294 287 286
Equity in earnings excluding 
realized investment gain of 
Wesco Financial Corporation

6,408 7,120 8,804 8,784 7,417

Equity in earnings excluding 
realized investment gain of 
Mutual Savings and Loan 
Association

4,557 3,669 3,960

Total revenues 729,179 623,726 521,472 479,391 478,696 492,157 469,125 453,359 363,635 197,917 139,068 100,375 101,482
Insurance losses and loss 
adjustment expenses

141,550 134,109 121,996 121,996 103,417 118,230 120,337 132,263 96,869 91,585 55,376 47,238 47,120

Cost of products and services 
sold

296,770 214,362 177,508 146,081 155,661 160,261 158,710 151,521 130,647

Cost of textile products sold 28,234 27,429
Cost of manufactured 
products sold

43,736 41,573

Insurance underwriting 
expenses

46,752 52,243 52,508 52,508 54,119 60,219 57,870 50,810 40,417 39,122 24,694 21,745 20,346

Selling, administrative and 
other expenses

138,875 122,023 110,021 104,109 93,756 84,188 79,839 71,172 60,698 5,869 4,949 4,192 3,641

Interest expense 2,075 2,028 1,845 1,718
Interest expense and financing 
costs

14,734 15,104 14,995 11,828 11,486 9,185 5,729 5,058 4,789

Total expenses 638,681 537,841 477,028 436,522 418,439 432,083 422,485 410,824 333,420 182,387 128,622 103,255 100,254
Continued...

Table 4.44: Berkshire Hathaway consolidated statements of income
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($ thousands) 1984 1983 1982 1982 1981 1980 1979 1978 1977 1977 1976 1975 1974
Earnings from consolidated 
operations including minority 
interest, before applicable 
income taxes, equity in 
earnings of unconsolidated 
subsidiaries and realized 
investment gain

90,498 85,885 44,444 42,869 60,257 60,074 46,640 42,535 30,215

Earnings (loss) from 
insurance underwriting and 
manufacturing operations 
before applicable income taxes

15,530 10,446 (2,880) 1,228

Income tax expense applicable 
to above

16,420 10,353 2,524 2,386 12,091 13,943 9,796 10,735 9,487

Income tax credit (expense) 
applicable to operating loss 
(earnings)

(2,914) (1,489) 4,141 2,010

Earnings from continuing 
operations including minority 
interests, before equity in 
earnings of unconsolidated 
subsidiaries and realized 
investment gain

74,078 75,532 41,920 40,483 48,166 46,131 36,844 31,800 20,728

Minority interest in above 3,877 7,337 10,423 8,986 8,443 7,647 5,883 6,058 3,489
Earnings before equity in 
earnings of unconsolidated 
subsidiaries and realized 
investment gain

70,201 68,195 31,497 31,497 39,723 38,484 30,961 25,742 17,239

Earnings before equity in net 
earnings of other companies 
and realized investment gains 
(losses)…

12,615 8,957 1,261 3,239

Equity in net earnings of bank 
subsidiary

3,550 3,550 3,750 3,450 4,093

Continued...
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($ thousands) 1984 1983 1982 1982 1981 1980 1979 1978 1977 1977 1976 1975 1974
Equity in net earnings of Blue 
Chip Stamps

5,739 3,366 2,003 1,052

Equity in net earnings of 
Wesco Financial Corp.

2,683

Earnings before realized 
investment gains (losses)

70,201 68,195 31,497 31,497 39,723 38,484 30,961 25,742 23,472 21,904 16,073 6,714 8,384

Realized investment gains 
(losses)

13,310 6,870 9,962 (2,888) (1,908)

Applicable income tax 
(expense) credit

(4,448) (2,050) (3,200) 866 568 

Applicable minority interest (1,941)
Net realized investment gains 
(losses)

6,921 4,820 6,762 (2,022) (1,340)

Equity in earnings 
before securities losses of 
unconsolidated banking 
subsidiary, divested as of Dec. 
31, 1980

4,731 4,960 4,242 

Earnings before realized 
investment gains

70,201 68,195 31,497 31,497 39,723 43,215 35,921 29,984 

Realized investment gains, 
continuing operations

78,694 45,298 14,877 14,877 22,881 10,790 6,896 9,258 

Equity in securities losses 
of unconsolidated banking 
subsidiary

(883)

Net earnings $148,895 $113,493 $46,374 $46,374 $62,604 $53,122 $42,817 $39,242 $30,393 $26,724 $22,835 $4,692 $7,043

Note: The year 1977 was restated due to the merger with Diversified Retailing; 1983 was restated due to the merger with Blue Chip Stamps. Buffett’s distaste 
for the presentation of Berkshire’s consolidated financial statements is only compounded by trying to show them over multiple years.
Sources: Berkshire Hathaway Annual Reports, 1974–1984.



C
hapter 4: 1975–1984

195

Restated Original Restated Original
($ thousands) 1984 1983 1982 1982 1981 1980 1979 1978 1977 1977 1976 1975 1974
Prior year equity $1,119,193 $727,483 $519,463 $519,463 $395,214 $344,962 $254,166 $154,564 115,293 $115,293 $92,890 $88,199 $81,155
Current year net income 
/ (loss)

148,895 113,493 46,374 46,374 62,604 53,122 42,817 39,242 30,393 26,724 22,835 4,692 7,043 

Change in common  805       1,173     
Change in paid in 
capital

 153,860       3,517     

Treasury stock  (280)   180 (28,967)  (574) (1,476) (229) (432)   
Change in treasury stock 
due to restatement with 
Diversified Retailing

(9,389)

Change in retained 
earnings due to 
restatement with 
Diversified Retailing

15,053 

Change in equity due 
to accounting change, 
marketable securities

60,934 

Change in unrealized 
appreciation of 
securities, net of tax

3,673 123,832 161,646 161,646 61,465 26,097 47,979 

Ending Equity $1,271,761 $1,119,193 $727,483 $727,483 $519,463 $395,214 $344,962 $254,166 $154,564 $141,788 $115,293 $92,890 $88,199 

Table 4.45: Berkshire Hathaway consolidated reconcilliation of shareholders’ equity, 1974–1984

Sources: Berkshire Hathaway Annual Reports, 1974–1984.
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Restated Restated
($ thousands) 1984 1983 1982 1981 1980 1979 1978 1978 1977 1977 1976 1975 1974
Cash and Treasuries $23,167 $17,585 $15,914 $10,652
Cash, Treasuries, 
and other short-term 
investments

$30,950 $12,182 $45,638 $45,638 $26,695

Bonds, at amortized cost 187,802 185,564 157,651 157,651 132,929 127,324 89,216 78,761 71,531
Marketable equity 
securities, at cost

133,766 108,107

Marketable equity 
securities, at market

$793,569 $793,569 $793,569 $536,748 424,530 336,680 220,929

Preferred stocks 23,232 22,287 2,558 2,855
Common stocks 86,657 53,108 39,341 50,670
Total cash and 
investments

643,282 534,426 424,218 337,055 267,731 260,381 182,196 136,574 135,708

Investment in Blue Chip 
Stamps

32,272 35,355 31,442 31,442 26,862 21,679 17,740 15,401 14,371

Property, plant and 
equipment, net

3,388 3,383 2,757 2,757 2,164 2,164 1,636 1,526 1,581

Other assets 50,731 50,257 46,011 46,011 36,487 29,008 22,812 20,558 20,679
Total assets 729,673 623,421 504,428 417,265 333,244 313,231 224,384 174,059 172,338

Identifiable assets at year 
end (from footnotes)

1,615,274 1,322,160 1,059,670 825,635 693,859 585,103 470,023 470,023 377,954 377,954 261,752 164,443

Losses and loss 
adjustment expenses

199,128 197,698 180,870 180,870 139,461 133,592 85,152 73,033 72,761

Unearned premiums 73,281 73,604 69,368 69,368 57,128 52,191 36,737 22,344 21,705
Other liabilities 78,951 69,272 50,025 23,876 18,157 17,579 14,033 7,734 7,641
Total Liabilities 351,360 340,574 300,263 274,114 214,746 203,361 135,922 103,111 102,107

Shareholders' equity $378,313 $282,847 $204,165 $143,151 $118,498 $109,870 $88,463 $70,947 $70,231

Average float (rounded) $253,200 $231,300 $220,600 $228,400 $237,000 $227,300 $190,400 $190,400 $139,000 $139,000 $102,600 $87,600 $79,100

Table 4.46: Berkshire Hathaway Insurance Group balance sheets, 1974–1984

Sources: Berkshire Hathaway Annual Reports, 1974–1984; 1992 (float data).
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Restated Restated
($ thousands) 1984 1983 1982 1981 1980 1979 1978 1978 1977 1977 1976 1975 1974 

Premiums written, net $133,558 $149,849 $149,091 $148,000 $184,864 $186,185 $198,313 $198,313 $158,704 $151,083 $94,773 $58,975 $60,997 

Premiums earned 140,242 152,480 152,945 159,013 185,187 181,950 186,073 186,073 143,088 136,890 80,780 58,336 60,574 

Losses and loss expenses 
incurred

141,550 134,109 121,996 103,416 118,230 120,338 132,263 132,263 96,869 91,585 55,376 47,238 47,120 

Underwriting expenses 46,752 52,243 52,508 54,119 60,219 57,870 50,809 50,809 40,418 39,122 24,694 21,745 20,346 

Total losses and expenses 188,302 186,352 174,504 157,535 178,449 178,208 183,072 183,072 137,287 130,707 80,071 68,983 67,466 

Pre-tax underwriting gain 
/ (loss)

(48,060) (33,872) (21,559) 1,478 6,738 3,742 3,001 3,001 5,801 6,184 709 (10,647) (6,892)

Pre-tax net investment 
income

68,903 43,810 41,620 38,823 30,939 24,224 19,705 19,705 12,804 12,282 10,438 8,441 7,880 

Operating profit before 
taxes, continuing operations

20,843 9,938 20,061 40,301 37,677 27,966 22,706 22,706 18,605 18,465 11,147 (2,206) 988 

Realized gain (loss) on 
investments, net of tax

10,588 6,241 8,873 8,873 4,917 4,820 7,043 (2,022) (1,340)

Equity in earnings of Blue 
Chip Stamps

4,488 3,960 3,230 3,230 3,852 3,134 1,637 1,141 792 

Net Income $47,899 $32,763 $30,128 $30,128 $24,614 $23,407 $18,515 $716 $2,529 

Table 4.47: Berkshire Hathaway Insurance Group statements of income, 1974–1984

Sources: Berkshire Hathaway Annual Reports, 1974–1984.



th
e co

m
plete fin

an
cial h

isto
ry o

f berksh
ire h

ath
aw

ay

198

Restated Restated
($ thousands) 1984 1983 1982 1981 1980 1979 1978 1978 1977 1977 1976 1975 1974 
Net premiums written to 
average equity

55.9% 76.5% 122.9% 151.6% 153.4% 152.4% 118.9% 83.5% 86.9% 

Loss ratio 100.9% 88.0% 79.8% 65.0% 63.8% 66.1% 71.1% 71.1% 67.7% 66.9% 68.6% 81.0% 77.8% 

Expense ratio 35.0% 34.9% 35.2% 36.6% 32.6% 31.1% 25.6% 25.6% 25.5% 25.9% 26.1% 36.9% 33.4% 

Combined ratio 135.9% 122.8% 115.0% 101.6% 96.4% 97.2% 96.7% 96.7% 93.2% 92.8% 94.6% 117.8% 111.1% 

Return on average equity 14.5% 13.5% 18.7% 23.0% 21.6% 23.6% 23.2% 1.0% 3.6% 

Growth in premiums 
written, net

(10.9%) 0.5% 0.7% (19.9%) (0.7%) (6.1%) 25.0% 25.0% 67.5% 59.4% 60.7% (3.3%) 21.1% 

Growth in premiums earned (8.0%) (0.3%) (3.8%) (14.1%) 1.8% (2.2%) 30.0% 30.0% 77.1% 69.5% 38.5% (3.7%) 14.4% 

Table 4.48: Berkshire Hathaway Insurance Group select ratios, 1974–1984

Sources: Berkshire Hathaway Annual Reports, 1974–1984, and author’s calculations.
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($ thousands) 1984 1983 1982 1981 1980 1979 1978 1977 1976 1975 

Premiums written, net $133,558 $149,849 $149,091 $148,000 $184,864 $186,185 $198,313 $158,704 $94,773 $58,975 

Premiums earned
Specialized auto and general liability 64,003 68,148 69,026 73,177 88,404 90,646 96,126 80,690 50,778 38,513 
Workers' Compensation 22,665 18,849 15,951 18,193 19,890 19,350 29,893 18,916 5,815 3,632 
Reinsurance 16,066 26,889 27,408 29,446 33,804 30,864 30,160 24,100 17,220 12,407 
Home State multiple lines 32,598 35,328 37,552 38,197 43,089 41,089 29,894 19,382 11,058 6,670 
Structured settlements and portfolio reinsurance 4,910 3,266 3,008 

140,242 152,480 152,945 159,013 185,187 181,949 186,073 143,088 84,871 61,222 

Investment income 69,291 44,249 41,791 39,019 31,111 24,407 19,944 13,061 10,975 8,806 
Insurance segment revenues 209,533 196,729 194,736 198,032 216,298 206,356 206,017 156,149 95,846 70,028 

Underwriting gain (loss), pre-tax
Specialized auto and general liability (16,049) (14,880) (12,647) 3,020 7,395 7,845 11,543 7,800 4,768 (7,450)
Workers' Compensation* (12,560) (1,091) 2,658 2,822 4,870 5,130 (3,944) (1,644) (1,093) (342)
Reinsurance (12,703) (8,387) (7,524) (3,720) (233) (4,338) (2,443) (1,251) (2,879) (2,651)
Home State multiple lines (4,101) (8,834) (3,949) (644) (5,294) (4,895) (2,155) 896 (548) (907)
Structured settlements and portfolio reinsurance (2,647) (680) (96)

(48,060) (33,872) (21,558) 1,478 6,738 3,742 3,001 5,801 248 (11,350)

Net investment income 68,903 43,810 41,620 38,823 30,939 24,224 19,705 12,805 10,841 8,723 
Insurance segment operating profit (loss) before taxes $20,843 $9,938 $20,062 $40,301 $37,677 $27,966 $22,706 $18,606 $11,089 ($2,627)

Combined ratio (statutory) 135.9% 122.8% 115.0% 101.6% 96.4% 97.2% 96.7% 93.2% 94.6% 117.8%

Notes:
Workers’ Compensation coverage written by Home State is not broken out per the footnote to the financial statements.
The data in this table was taken from the summary of segment results section of the Annual Report and differs in some cases with figures listed in earlier 
reporting periods.

Table 4.49: Insurance Group select information, 1974–1984

Sources: Berkshire Hathaway Annual Reports, 1979, 1982, 1984.
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($ thousands) 1979 1978 1977 1976 1975 1974 1973 1972 1971 1970 1969 1968 
Cash and due from banks $27,602 $20,232 $20,973 $10,868 $18,797 $21,544 $26,684 $22,111 $17,833 $15,157 $19,918 $23,244 
US Government Bonds 42,938 42,120 30,499 39,758 10,615 11,355 10,615 12,633 15,129 11,228 26,922 
Obligations of states and political 
subdivisions

63,577 58,696 54,002 46,959 45,858 47,713 50,163 42,884 36,627 36,005 17,803 

Other securities 5,394 6,054 6,629 4,053 3,846 3,358 7,779 5,865 210 210 210 
Federal Reserve Bank stock 300 300 300 300       
Federal funds sold 3,000 7,000 32,000  5,000       
Investments 104,103 115,209 114,169 123,430 91,071 65,319 62,426 68,556 61,382 51,966 47,443 44,936 
Loans, gross 84,377 76,122 62,268 56,188 58,081 70,134 66,022 59,618 54,032 50,841 47,963 46,995 
Reserve for loan losses (1,164) (1,025) (855) (860) (800) (599)
Loans, net 84,377 76,122 62,268 56,188 58,081 70,134 64,859 58,593 53,177 49,980 47,163 46,396 
Bank premises and equipment 1,820 1,106 1,022 896 967 1,009 1,117 1,361 1,523 1,624 1,825 1,237 
Accrued interest receivable and other 
assets

3,097 3,146 2,720 2,010 2,555 2,857 2,156 1,750 1,252 1,739 1,040 896 

Total assets 220,999 215,815 201,152 193,393 171,471 160,861 157,241 152,372 135,167 120,466 117,389 116,709 

Demand deposits 58,133 56,978 54,875 53,478 53,178 55,716 55,130 51,208 52,478 58,237 57,677 
Time deposits 127,002 117,890 113,462 93,501 85,519 81,450 77,558 64,640 49,095 41,317 41,408 
Total deposits 187,223 185,134 174,868 168,337 146,979 138,697 137,166 132,688 115,848 101,573 99,555 99,085 
Borrowed funds1 3,367 2,357   1,000        
Accrued taxes and other expenses 2,821 2,413 1,717 1,628 1,411 1,223 835 887 814 679 638 783 
Total liabilities 193,411 189,904 176,585 169,965 149,390 139,920 138,002 133,575 116,662 102,252 100,193 99,869 

Total capital accounts 27,588 25,910 24,567 23,428 22,081 20,942 19,239 18,797 18,505 18,213 17,196 16,841 
Total liabilities and capital $220,999 $215,815 $201,152 $193,393 $171,471 $160,861 $157,241 $152,372 $135,167 $120,466 $117,389 $116,709 

Footnote: 1. Amount in 1975 consists of Fed Funds.

Table 4.50: The Illinois National Bank & Trust Co. of Rockford consolidated balance sheets, 1968–1979

Sources: Berkshire Hathaway Annual Reports, 1968–1979.

Note: Prior to 1974 loans were presented on a gross basis as an asset, with the loss reserve presented separately as a liability. I have adjusted these years to conform 
to the subsequent presentation, therefore, the total assets figure differs from that presented in the financial statements.
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($ thousands) 1979 1978 1977 1976 1975 1974 1973 1972 1971 1970 1969 1968 
Interest and fees on loans $6,480 $5,480 $5,093 $5,712 $6,608 $5,316 $4,134 $4,006 $4,130 $3,820 $3,431
Income on federal funds sold 298 288 225 214 361 237 110 109 317 392 320 
Interest and dividends on:
United States Government obligation and agencies 3,270 2,271 2,491 1,615 942 632 598 708 569 1,003 1,420 
Obligations of states and political subdivisions 4,032 3,848 3,255 2,853 2,798 2,796 2,677 2,094 1,717 1,155 532 
Time deposits with other banks    204  
Federal Reserve Bank stock 18 18 18 18 
Other Securities 484 577 501 253 284 343 524 228 13   
Total interest income 18,196 14,582 12,481 11,583 10,868 10,993 9,324 8,044 7,145 6,745 6,371 5,702 

Interest on deposits 7,387 6,600 5,880 5,191 4,954 4,295 3,419 2,733 2,029 1,695 1,493 
Interest on federal funds purchased 2 2 4 4 14 55 3 2 4 13 3 
Interest on borrowed funds 36 
Interest expense 9,605 7,425 6,602 5,884 5,195 4,968 4,351 3,422 2,734 2,032 1,707 1,496 
Net interest income 8,591 7,157 5,879 5,700 5,673 6,024 4,973 4,622 4,410 4,713 4,663 4,206 
Provision for loan losses 108 60 16 12 12 19 16 37 36 52 62 66 
Net interest income after provision for loan losses 8,483 7,097 5,863 5,688 5,662 6,005 4,957 4,585 4,375 4,661 4,602 4,141 

Trust department 710 637 547 503 434 451 385 336 280 343 339 
Service charges on deposit accounts 76 116 149 134 139 130 127 137 152 220 199 
Other 376 577 635 583 560 500 411 307 354 248 250 
Other income 1,208 1,162 1,330 1,331 1,220 1,133 1,080 924 780 786 811 789 

Salaries 1,676 1,643 1,552 1,503 1,367 1,352 1,298 1,159 1,073 
Pensions, profit sharing, and other employee benefits 349 293 247 263 239 138 151 114 137 
Salaries and employee benefits 2,174 2,097 2,025 1,936 1,798 1,766 1,605 1,489 1,450 1,273 1,210 
Net occupancy expense of bank premises 311 269 259 247 257 418 314 359 358 302 325 
Equipment rentals, depreciation, and maintenance 212 215 233 246 248 253 264 289 272 260 235 
Other 739 812 838 766 592 767 645 681 661 558 497 
Total non interest expense 3,944 3,436 3,393 3,355 3,195 2,896 3,204 2,829 2,818 2,742 2,392 2,267 
Earnings before income taxes and securities gains 
(losses)

5,747 4,822 3,800 3,663 3,686 4,242 2,833 2,680 2,337 2,705 3,020 2,662 

Income taxes 601 459 429 108 172 220 61 0 109 484 1,039 1,110 
Earnings before securities gains (losses) 5,146 4,363 3,371 3,555 3,514 4,022 2,772 2,680 2,228 2,221 1,981 1,551 
Securities gains or (losses) net of applicable income 
taxes1

(68) (20) 269 292 52 168 34 84 26 189 (372) 110 

Net income2 $5,078 $4,343 $3,640 $3,847 $3,567 $4,190 $2,806 $2,764 $2,254 $2,410 $1,608 $1,661 

Footnotes: 1. 1973: Included is $43 gain on sale of real estate, net of tax. 2. 1970: Net income is presented before a $633 tax benefit from parent.

Table 4.51: The Illinois National Bank & Trust Co. of Rockford consolidated statements of income, 1968–1979

Sources: Berkshire Hathaway Annual Reports, 1968–1979.
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($ thousands) 1979 1978 1977 1976 1975 1974 1973 1972 1971 1970 1969 
Average loans $80,249 $69,195 $59,228 $57,135 $64,107 $70,134 $61,726 $55,885 $51,579 $48,572 $46,780 
Average assets $218,407 $208,483 $197,272 $182,432 $166,166 $160,861 $154,806 $143,770 $127,816 $118,927 $117,049 
Average total deposits $186,179 $180,001 $171,603 $157,658 $142,838 $138,697 $134,927 $124,268 $108,711 $100,564 $99,320 
Average equity $26,749 $25,239 $23,998 $22,754 $21,511 $20,942 $19,018 $18,651 $18,359 $17,704 $17,018 

Average loans to average assets 36.7% 33.2% 30.0% 31.3% 38.6% 43.6% 39.9% 38.9% 40.4% 40.8% 40.0%
Average loans to average deposits 43.1% 38.4% 34.5% 36.2% 44.9% 50.6% 45.7% 45.0% 47.4% 48.3% 47.1%

Average capital ratio 12.2% 12.1% 12.2% 12.5% 12.9% 13.0% 12.3% 13.0% 14.4% 14.9% 14.5%

Pre-tax operating return on average assets 2.63% 2.31% 1.93% 2.01% 2.22% 2.64% 1.83% 1.86% 1.83% 2.27% 2.58%
Pre-tax operating return on average deposits 3.09% 2.68% 2.21% 2.32% 2.58% 3.06% 2.10% 2.16% 2.15% 2.69% 3.04%

Pre-tax operating income / average equity 21.5% 19.1% 15.8% 16.1% 17.1% 20.3% 14.9% 14.4% 12.7% 15.3% 17.7%
After-tax operating income / average equity 19.2% 17.3% 14.0% 15.6% 16.3% 19.2% 14.6% 14.4% 12.1% 12.5% 11.6%

Efficiency ratio1 40% 41% 47% 48% 46% 40% 53% 51% 54% 50% 44%

Interest income / average assets 8.33% 6.99% 6.33% 6.35% 6.54% 6.83% 6.02% 5.59% 5.59% 5.67% 5.44%
Interest expense / average deposits2 5.08% 4.10% 3.85% 3.72% 3.62% 3.58% 3.22% 2.75% 2.52% 2.02% 1.72%
Net interest margin 3.25% 2.90% 2.48% 2.63% 2.92% 3.25% 2.80% 2.84% 3.07% 3.65% 3.72%

Provision for loan losses / avg. loans 0.13% 0.09% 0.03% 0.02% 0.02% 0.03% 0.03% 0.07% 0.07% 0.11% 0.13%

After-tax operating return on average assets 2.36% 2.09% 1.71% 1.95% 2.11% 2.50% 1.79% 1.86% 1.74% 1.87% 1.69%

Footnotes:
1. Efficiency ratio is the ratio of non interest expense divided by the sum of net interest income and non interest income.
2. Average deposits includes borrowed funds in the years applicable.

Table 4.52: The Illinois National Bank & Trust Co. of Rockford select data and ratios, 1968–1979

Sources: Berkshire Hathaway Annual Reports 1968–1979.
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Chapter 5
1985–1994

Table 5.1: Decade snapshot: 1984–1994

1984 1994
Business: Insurance, newspapers, furniture 

retailing, candy, banking, textiles
Insurance, newspapers, furniture 
retailing, candy, jewelry, encyclopedias, 
home cleaning systems, shoes, misc. 
manufacturing, significant stakes in 
several public companies

Key managers: Chairman & CEO:  
Warren E. Buffett; 
Vice Chair: Charles T. Munger

Chairman & CEO:  
Warren E. Buffett; 
Vice Chair: Charles T. Munger

Annual revenues: $729 million $3.8 billion
Stockholders’ equity: $1.27 billion $11.9 billion
Book value per share: $1,108.77 $10,083 
Float (average): $253 million $3.06 billion

Major Capital Allocation Decisions:
1. Shut down textile operations (1985).
2. Contributed additional equity to Insurance Group (various).
3. Invested $517.5 million into Capital Cities/ABC (1985).
4. Acquired Scott Fetzer for $410 million (1986).
5. Purchased Fechheimer (1986).
6. Purchased $700 million issue of Salomon Brothers Convertible Preferred Stock (1987).
7. Acquired Borsheim’s (1989).
8. Purchased Coca-Cola shares for $1.3 billion (1988–94).
9. Purchased convertible preferred stock issues from Gillette ($600 million);  
    USAir ($358 million); Champion International ($300 million) (1989).
10. Issued $900 million Zero Coupon debt (1989).
11. Acquired H.H. Brown Shoe (1991).
12. Repaid a significant amount of debt (1991–92).
13. Acquired Lowell Shoe (1992).
14. Acquired Dexter Shoe for $433 million, issuing 25,303 shares (1993).
15. Exited savings and loan business (Wesco/Mutual Savings; 1993).

Noteworthy Events:
1. Berkshire enters the super catastrophe (super-cat) business in a big way (1990).
2. Ken Chace retires from Berkshire Board, replaced by Susan Buffett (1990). 
3. Malcolm G. Chace, Jr. retires from Berkshire Board, replaced by son, Malcolm “Kim” Chace III.
4. Rose “Mrs. B.” Blumkin turns 100 years old (1993). 
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($ thousands) 1994 1993 1992 1991 1990 1989 1988 1987 1986 1985 1984 

 Insurance Group:

  Underwriting $129,926 $30,876 ($108,961) ($119,593) ($26,647) ($24,400) ($11,081) ($55,429) ($55,844) ($44,230) ($48,060)

  Net investment income 419,422 375,946 355,067 331,846 327,048 243,599 231,250 152,483 107,143 95,217 68,903 

 Buffalo News 54,238 50,962 47,863 37,113 43,954 46,047 42,429 39,410 34,736 29,921 27,328 

 Fechheimer1 14,260 13,442 13,698 12,947 12,450 12,621 14,152 13,332 8,400 

 Finance businesses 21,568 22,695 

 Kirby 42,349 39,147 35,653 35,726 27,445 26,114 26,891 22,408 20,218 

 Nebraska Furniture Mart 17,356 21,540 17,110 14,384 17,248 17,070 18,439 16,837 17,685 12,686 14,511 

 Scott Fetzer - Manufacturing Group 39,435 38,196 31,954 26,123 30,378 33,165 28,542 30,591 25,358 

 See's Candies 47,539 41,150 42,357 42,390 39,580 34,235 32,473 31,693 30,347 28,989 26,644 

 Shoe Group2 85,503 44,025 27,883 13,616 

 Wesco - other than insurance3 15,153 12,230 12,441 13,008 16,133 6,209 5,542 16,018 15,325 

 World Book 24,662 19,915 29,044 22,483 31,896 25,583 27,890 25,745 21,978 

  Purchase-price accounting & goodwill 
charges

(22,595) (17,033) (12,087) (10,134) (9,427) (9,127) (9,148) (8,408) (12,588) (1,475) (1,434)

 Interest expense4 (60,111) (56,545) (98,643) (89,250) (76,374) (42,389) (35,613) (11,474) (23,891) (14,415) (14,734)

 Shareholder-designated contributions (10,419) (9,448) (7,634) (6,772) (5,824) (5,867) (4,966) (4,938) (3,997) (4,006) (3,179)

 Other5 36,232 28,428 72,223 77,399 58,309 23,755 41,059 22,460 20,770 6,744 2,435 

Operating earnings - pre-tax 839,365 643,296 460,680 400,508 482,477 393,414 418,450 280,919 195,857 125,449 87,739 

Special Gen. Foods distribution          4,127  

Special Washington Post distribution          14,877 8,111 

Continued...

Table 5.2: Berkshire Hathaway Earnings
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...Continued from prior page

Sales of securities and unusual sales of 
assets

91,332 546,422 89,937 192,478 33,989 223,810 131,671 27,319 216,242 468,903 104,699 

Decline in value of USAir Preferred Stock (268,500)           

Total earnings - all entities (pre-tax) 662,197 1,189,718 550,617 592,986 516,466 617,224 550,121 308,238 412,099 613,356 200,549 

Income tax and minority interest6 (167,399) (501,597) (143,332) (153,078) (122,373) (169,747) (150,851) (73,686) (129,738) (177,541) (51,653)

Total earnings - all entities (after tax) $494,798 $688,121 $407,285 $439,908 $394,093 $447,477 $399,270 $234,552 $282,361 $435,815 $148,896 

Footnotes:
1. Fechheimer was acquired on June 3, 1986.
2. H.H. Brown acquired July 1, 1991; includes Lowell and Dexter beginning in 1993. Dexter acquired on November 7, 1993.
3. Includes Wesco-Parent, Mutual Savings and Loan, and Precision Steel.
4. Excludes interest expense of Scott Fetzer Financial Group; includes prepayment penalties.
5. Other includes Associated Retail, Textiles, and Blue Chip Stamps-Parent.
6. Imputed from the difference between the reported pre-tax and after-tax earnings figures.

Note: This table presents the company-level pre-tax operating earnings for each company. The presentation in the discussion of the prior decade used Berkshire’s 
share of pre-tax earnings. Readers comparing the year 1984 as presented in this table with the presentation from the prior decade will notice a difference in the 
earnings for entities in which Berkshire did not have 100% ownership.
Sources: Berkshire Hathaway Annual Reports 1985–1994 and author’s calculations.
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Table 5.3: Select information 1984–1994

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 

BRK book value per 
share - % change

48.2% 26.1% 19.5% 20.1% 44.4% 7.4% 39.6% 20.3% 14.3% 13.9% 

BRK market value per 
share - % change

93.7% 14.2% 4.6% 59.3% 84.6% (23.1%) 35.6% 29.8% 38.9% 25.0% 

S&P 500 total return 31.6% 18.6% 5.1% 16.6% 31.7% (3.1%) 30.5% 7.6% 10.1% 1.3% 

US GDP Growth 
(real %)

4.2% 3.5% 3.5% 4.2% 3.7% 1.9% (0.1%) 3.5% 2.8% 4.0% 

10 year Treasury Note 
(year end %)

9.3% 7.1% 9.0% 9.1% 7.8% 8.1% 7.1% 6.8% 5.8% 7.8% 

US inflation (%) 3.5% 1.9% 3.6% 4.1% 4.8% 5.4% 4.2% 3.0% 3.0% 2.6% 

US unemployment 
(%)

7.2% 7.0% 6.2% 5.5% 5.3% 5.6% 6.9% 7.5% 6.9% 6.1% 

Sources: Berkshire Hathaway Annual Reports 2018, 2019 and Federal Reserve Bank of St. Louis.

1985
Having labored through some difficult years in the past, the year 1985 was a good one 
for Berkshire Hathaway. Not just because of the record 48.2% gain in net worth. Its 
insurance businesses, though still struggling with underwriting losses, were moving 
in the right direction (as was the industry). And the insurance business was bolstered 
by new volume acquired via a quota-share arrangement. Berkshire also received a 
windfall from its General Foods investment when that company was taken over in a 
leveraged buyout.

Not one to bask in glory no matter how richly deserved, Buffett tempered the 
results with some history and math. Increasing Berkshire’s net worth by 15% per 
annum over the next decade would require Berkshire to earn profits of $5.7 billion. 
Only fifteen companies in the US managed such a feat over the preceding decade. 
Although “our scope is not circumscribed by history, structure, or concept … we will 
also need a full measure of good fortune to average our hoped-for 15%.”

Tempering expectations was classic Buffett, but it was especially appropriate in 
1985. Berkshire’s stock usually sold at a slight discount to intrinsic value, but recently 
it had started trading at a premium. This would be a boon to exiting shareholders, but 
not new ones. For their results to match Berkshire’s underlying results, that premium 
would have to remain. If it shrunk to its historical below-intrinsic value level then 
good business results at Berkshire could translate into less-than-satisfactory results for 
those new shareholders. Buffett would continue to subtly influence the share price 
via Berkshire’s candid disclosures.
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His statement reflected the owner-related business principle of not participating in 
“gin rummy capitalism” contained at the beginning of the Annual Report. Berkshire 
would buy for keeps, and as a rule would not sell underperforming units in an effort 
to redeploy the capital into higher earning assets. Buffett communicated his position 
to shareholders in the past by reminding them that Berkshire’s textile workers were 
largely older and possessed almost no skills outside of textile manufacturing. Many 
were also foreign-born and spoke very little English and would have been severely 
hurt by closure of the mills. Many were hurt with the 1985 mill closure, but Buffett 
could at least point to efforts to cushion the blow.

The problem was that the textile business, especially in New England, was not 
economically viable. The liquidation of the mills’ assets told the story:

Table 5.4: Berkshire Hathaway Textile division, select data

Employees 1,000
Space occupied (sq. ft.) 750,000

Select data on textile equipment ($ thousands):
Original cost $13,000
Balance sheet value 866
Cost to replace in 1985 30,000 to 50,000
Liquidation proceeds 163

Source: Berkshire Hathaway Chairman’s letter 1985.

Equipment of enormous importance in prior years was rendered economically 
useless over time by the onslaught of competitive pressures. In the end it was sold for 
almost nothing.

A commodity-type business like Berkshire’s textile operation faced illusory 
investment options. Each opportunity for investment, say a new machine that 
promised to reduce costs, was rational from the standpoint of the individual firm. But 
when all companies in the industry made such decisions the advantages disappeared. 
Buffett summed it up as akin to standing on one’s tiptoes watching a parade. It helps 
for a fleeting moment—until everyone else does the same. Then you see no better 
and have achy legs.

Considering the situation of Berkshire’s textile operations in 1985, it was quite 
clear that the industry was, at best, difficult. Yet some textile mills remained. 
Burlington Industries was the largest US textile company from the time Buffett took 
over Berkshire until it closed the division. In 1964, Burlington had revenues of $1.2 
billion compared to Berkshire’s $50 million. In the twenty-one years that followed 
Burlington made $3 billion of capital expenditures. Revenues in 1985 were just $2.8 
billion. It was a devastating result that led Burlington’s share price to essentially 
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Doing some simple math illustrated the excellent economics of those businesses: The 
rate of return pre-tax was 160% (see Table 5.5). This result stands out when compared 
to other businesses Berkshire could have purchased. “The average American business 
has required about $5 of additional capital to generate an additional $1 of annual pre-
tax earnings,” he said. Such a rate of return of 20% pre-tax was not a poor result—but 
it wasn’t 160% either.

Table 5.5: The Buffalo News, See’s, and Nebraska Furniture Mart incremental 
return on capital analysis

($ millions)
Pre-tax earnings, 1985 $72
Pre-tax earnings, 1970 8
Increase 64

Incremental capital required $40

Incremental return on capital 160%

Source: Berkshire Hathaway Chairman’s letter 1985.

The only problem, if it could be called one, was the businesses possessed such low 
reinvestment requirements that they could hardly reinvest their earnings. In fifteen 
years, those businesses found opportunities to invest just $40 million.* Berkshire 
would have invested another $40 million if it could find anything close to the 160% 
incremental return seen over the previous fifteen years. Instead, they shipped the 
excess cash off to Omaha for reallocation into other investment opportunities.

Nebraska Furniture Mart was a low-cost operation with one location. This allowed 
it to set prices below its competitors and still earn a good result for its owners. See’s, 
though still an excellent business, continued to face the industry headwind of declining 
per capita consumption of boxed chocolates. Declining pounds meant per-pound 
cost pressures, which were difficult to fully compensate through price increases. The 
Buffalo News, with exceptional penetration rates near 80%, had little room for future 
growth within its territory. It could expand advertising with preprints (advertisers 
supplying inserts vs. on-page advertisements) but those were less profitable and subject 
to competition. The common thread with all three was exceptional management.

Buffett was not opposed to paying large sums for above-average performance, 
but he disliked compensation for average performance. He thought managers whose 
companies increased earnings at the same pace as capital invested in the business 
deserved no applause. These average managers (and those compensating them) focused 
blindly on increased dollar earnings. What mattered more was the rate of change.

* Above and beyond depreciation expense.
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Table 5.6: Insurance Group, select information

1985 1984
($ millions) Amount % Amount %
Primary Group
Premiums written $269.1 $118.1 
Premiums earned 184.3 100.0% 119.3 100.0%
Losses and loss expenses 140.0 76.0% 110.5 92.6%
Underwriting expenses 52.5 28.5% 41.6 34.9%
 Total losses and expenses 192.5 104.4% 152.1 127.5%
Underwriting gain/(loss) - pre-tax (8.1) (32.9)

Unfavorable (favorable) loss development 
included in losses and loss expenses

0.1 0.0% 8.1 6.8%

Statutory combined ratio 95.5% 127.9%

Reinsurance Group
Premiums written $178.5 $10.5 
Premiums earned 82.9 100.0% 16.1 100.0%
Losses and loss expenses 85.7 103.4% 23.7 147.6%
Underwriting expenses 27.2 32.8% 4.9 30.5%
 Total losses and expenses 112.9 136.2% 28.6 178.2%
Underwriting gain/(loss) - pre-tax (30.0) (12.6)

Unfavorable (favorable) loss development 
included in losses and loss expenses

19.4 23.5% 9.7 60.2%

Statutory combined ratio 118.6% 194.2%

Structured settlements and portfolio 
reinsurance
Underwriting gain/(loss) - pre-tax (6.1) (2.6)

Total Insurance Group underwriting gain/
(loss) pre-tax

($44.2) ($48.1)

Insurance Group overall statutory combined 
ratio

104.7% 135.9%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
Sources: Berkshire Hathaway Annual Reports 1985, 1987; and author’s calculations.
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1973, was now worth twenty times that much. The increase reflected the managerial 
skill of Katherine “Kay” Graham and her willingness (with Buffett’s urging) to 
repurchase shares when they were depressed. It also reflected a growing sense of 
optimism for stocks in general.

Table 5.7: Berkshire Hathaway common stock portfolio, select detail

($ thousands) 1985 % of total 1984 % of total
Affiliated Publications $55,710 4.6% $32,908 2.6%
American Broadcasting Companies, Inc. 108,997 9.1% 46,738 3.7%
Beatrice Companies, Inc. 108,142 9.0%
Exxon Corporation 175,307 13.8%
GEICO Corporation 595,950 49.7% 397,300 31.3%
General Foods Corporation 226,137 17.8%
Handy & Harmon 43,718 3.6% 38,662 3.0%
Interpublic Group, Co. 28,149 2.2%
Northwest Industries 27,242 2.1%
Time, Inc. 52,669 4.4% 109,162 8.6%
Washington Post Company - Class B 205,172 17.1% 149,955 11.8%
All others 27,963 2.3% 37,326 2.9%
Total common stocks $1,198,321 100.0% $1,268,886 100.0%

Reporting threshold $25,000 Unknown

Note: Totals may not add due to rounding.
Sources: Berkshire Hathaway Chairman letters 1984, 1985; and author’s calculations.

The bond portfolio is also worth a note, especially Washington Public Power 
Supply System (WPPSS) bonds. Of the roughly $400 million of tax-exempt bonds 
held in the insurance subsidiaries, almost half, or $194 million at amortized cost, were 
WPPSS bonds. The WPPSS bonds alone provided Berkshire with around $30 million 
of tax-exempt interest annually, amounting to one-third of Berkshire’s $95 million 
investment income that year.*

Capital Cities/ABC, Inc.

The news Buffett couldn’t wait to tell shareholders in his letter (both literally as it had 
to be disclosed, but more so because it was exciting news) was Berkshire’s investment 
in Capital Cities/ABC, Inc. (“Cap Cities”). Berkshire purchased 3 million shares of 
Cap Cities at the beginning of 1986. The $517.5 million purchase was made to assist 
Cap Cities in financing its $3.5 billion purchase of ABC. The deal was a white knight 

* The footnotes to the financial statements report that total tax-exempt interest income in 1985 was $36.6 
million. The footnotes also disclose that $16.8 million of tax was saved because of the tax-exempt status. 

the complete financial history of berkshire hathaway

222

was akin to a small bank that paid a rate of interest for interest-bearing accounts and 
earned a spread on what it charged customers for loans.

Buffett was thrilled by the acquisition and called it “a prototype—understandable, 
large, well-managed, a good earner.” Judging by the financial results Scott Fetzer was 
indeed a good earner. Over the ten years ending in 1984 (the last full year available), 
Scott Fetzer earned an average pre-tax return on capital of 22.5%. If adjusted for excess 
cash on the balance sheet,* this figure rises to 28.2%. Scott Fetzer’s past success had 
resulted in the company carrying cash and short-term investments of upwards of 50% 
of shareholders’ equity. Upon purchase, Scott Fetzer paid Berkshire a $125 million 
dividend. This reduced Berkshire’s $410 million purchase price (including $90 million 
of assumed debt) to $285 million. Even after paying a modest multiple for Scott Fetzer’s 
underlying capital, Berkshire would earn a 25% pre-tax return on its investment in 1986. 

Table 5.8: Scott & Fetzer, key metrics and acquisition data

1986 1984 1983 1982 1981 1980 1979
Revenues ($ thousands) $677,240 $695,382 $615,396 $544,859 $592,589 $570,191 $697,401
Revenues/average 
capital1

$3.20 $3.26 $2.97 $2.64 $2.92 $2.53 $3.06

EBIT margin 11% 10% 8% 8% 8% 5% 9%
Return on capital -  
pre-tax

34% 33% 25% 20% 25% 13% 28%

Berkshire's purchase 
multiple2

1.35x

Berkshire's going-in 
return, pre-tax

25.1%

Footnotes:
1. Average capital used for 1979–1984. Capital adjusted for cash and investments in excess of 5% of revenues.
2. Berkshire’s purchase price was $410 million including assumed debt of $90 million. I’ve reduced the 
purchase price by the $125 million Scott Fetzer distributed to Berkshire in 1986, which represented excess 
cash on the balance sheet at the time of purchase.

Note: Scott Fetzer did not file a public report its 1985 because it was acquired by Berkshire.
Sources: Berkshire Hathaway Annual Report 1986, Scott Fetzer Annual Reports 1980–1984, and author’s 
calculations.

* I’ve considered cash and short-term investments in excess of 5% of revenues to be excess cash. I’ve used 
a higher percentage than the typical 2.5% due to the fact that Scott Fetzer had two financial subsidiaries 
supporting World Book and Kirby sales. 
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Table 5.9: Fechheimer, acquisition analysis

($ thousands) 1986
Acquisition price $46,000
Percentage of company 84%
Implied valuation 54,762

Pre-tax earnings (June 3 - Dec. 31) $8,400
Annualized 14,400

Capital employed $26,704
Pre-tax return on capital 54%

Berkshire's purchase multiple 2.05x
Berkshire's going-in return, pre-tax 26%

Sources: Berkshire Hathaway Annual Report 1986 and author’s calculations.

Sources of Reported Earnings

The changes in Berkshire’s sources of earnings was evident in the now-familiar table 
in the 1986 Chairman’s letter (refer to Table 5.2 on page 204).

To say the addition of Scott Fetzer was a milestone for Berkshire would be an 
understatement. Scott Fetzer, coupled with improvements in the operating earnings 
of other Berkshire subsidiaries in 1986, pushed consolidated pre-tax operating 
earnings to almost $196 million, up more than 56% from 1985.

Ten years into its ownership of The Buffalo News, and with its competitor The 
Courier-Express gone, Berkshire’s paper was thriving: pre-tax earnings reached $35 
million—equal to the entire 1977 purchase price. Under the leadership of Stan 
Lipsey, the paper was controlling its costs while continuing to provide readers with 
a 50% news hole. Probably because of this commitment to above-average content, 
its Sunday paper penetration ratio now topped 83%—even higher than the 63% The 
Courier-Express achieved during its long period of Sunday dominance.

Buffett praised the amazing Blumkin family at Nebraska Furniture Mart who 
“continue to perform business miracles.” Operating out of a single store (though with an 
expanded warehouse), Nebraska Furniture Mart was generating $132 million of annual 
revenues. With little organic growth in population locally in Omaha, customers were 
coming from far and wide to take advantage of its everyday rock-bottom prices.

See’s Candies operated in a tough environment and nonetheless increased earnings 
almost 5% to $30 million. Buffett thought profits should stay at about their present 
level owing to stagnant same-store poundage. Though See’s was able to increase prices 
minimally and did increase overall poundage by 2%, this was done only by adding 
stores. See’s was (and is) an excellent business with high returns on capital, but this 
excellence came at the cost of little-to-no unit growth.
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Insurance

The Insurance Group’s headline $55.8 million pre-tax underwriting loss appeared to 
run counter to Buffett’s prediction of better industry conditions in 1986. Looking 
more closely at the results between the Primary Group and the Reinsurance Group 
revealed a slightly different story.

Table 5.10: Insurance Group, select information

1986 1985
($ millions) Amount % Amount %
Primary Group
Premiums written $594.6 $269.1 
Premiums earned 463.1 100.0% 184.3 100.0%
Losses and loss expenses 347.5 75.0% 140.0 76.0%
Underwriting expenses 112.1 24.2% 52.5 28.5%
 Total losses and expenses 459.6 99.2% 192.5 104.4%
Underwriting gain/(loss) - pre-tax 3.5 (8.1)

Unfavorable (favorable) loss development included in 
losses and loss expenses

16.0 3.5% 0.1 0.0%

Statutory combined ratio 93.9% 95.5%
Reinsurance Group
Premiums written $398.4 $178.5 
Premiums earned 344.4 100.0% 82.9 100.0%
Losses and loss expenses 282.6 82.0% 85.7 103.4%
Underwriting expenses 111.2 32.3% 27.2 32.8%
 Total losses and expenses 393.7 114.3% 112.9 136.2%
Underwriting gain/(loss) - pre-tax (49.4) (30.0)

Unfavorable (favorable) loss development included in 
losses and loss expenses

21.0 6.1% 19.4 23.5%

Statutory combined ratio 110.0% 118.6%
Structured settlements and portfolio reinsurance
Underwriting gain/(loss) - pre-tax (10.0) (6.1)
Total Insurance Group underwriting gain/(loss) 
pre-tax

($55.8) ($44.2)

Insurance Group overall statutory combined ratio 101.8% 104.7%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
Sources: Berkshire Hathaway Annual Report 1987 and author’s calculations.
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Table 5.11: Berkshire Hathaway common stock portfolio, select detail

($ thousands) 1986 % of total 1985 % of total
Affiliated Publications $55,710 4.6%
American Broadcasting Companies, Inc. 108,997 9.1%
Beatrice Companies, Inc. 108,142 9.0%
Capital Cities/ABC, Inc. $801,694 42.8%
GEICO Corporation 674,725 36.0% 595,950 49.7%
Handy & Harmon 46,989 2.5% 43,718 3.6%
Lear Siegler, Inc. 44,587 2.4%
Time, Inc. 52,669 4.4%
Washington Post Company-Class B 269,531 14.4% 205,172 17.1%
All others 36,507 1.9% 27,963 2.3%
Total common stocks $1,874,033 100.0% $1,198,321 100.0%

Reporting threshold $25,000 $25,000

Note: Totals may not add due to rounding.
Sources: Berkshire Hathaway Chairman letters 1985, 1986.

Buffett told shareholders that he viewed Berkshire’s three largest investments as 
permanent holdings and that he would probably not sell them even if they were 
to become overvalued. He thought a “’til-death-do-us-part policy” would set the 
right tone and allow the managers of those companies to operate without the fear of 
a large change in ownership. Buffett was communicating his long-term ownership 
philosophy outside of Berkshire’s wholly-owned subsidiaries to those of its major 
investees, and it was done in self-interest. *

The bond portfolio exhibited similar concentration. The Washington Public 
Power Supply System (WPPSS) Projects 1, 2, and 3 bonds were valued at $310 million, 
or 24% of the bond portfolio. From these Berkshire received $31.7 million in annual 
tax-exempt interest. In 1986, Berkshire purchased an additional $700 million of 
tax-exempt bonds with maturities ranging from eight to twelve years. But these 
purchases were made not so much for their superior investment potential as the most 
palatable of options available. Buffett liked the prospects of neither stocks nor bonds 
in 1986, but Berkshire had to hold marketable securities of some kind in its insurance 
companies and invest them. (He even called the bonds “mediocre investments” and 

“least objectionable.”) Of the $118 million of interest and dividend income earned in 
1986, nearly $72 million was from issues exempt from federal tax.

* Buffett said that the Lear Siegler, Inc. investment was an arbitrage position. 
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Table 5.12: Insurance Group, select information

1987 1986
($ millions) Amount % Amount %
Primary Group
Premiums written $412.7 $594.6 
Premiums earned 441.6 100.0% 463.1 100.0%
Losses and loss expenses 338.6 76.7% 347.5 75.0%
Underwriting expenses 105.8 24.0% 112.1 24.2%
 Total losses and expenses 444.4 100.6% 459.6 99.2%
Underwriting gain/(loss) - pre-tax (2.7) 3.5 

Unfavorable (favorable) loss development included in 
losses and loss expenses

(9.4) (2.1%) 16.0 3.5%

Statutory combined ratio 102.3% 93.9%

Reinsurance Group
Premiums written $328.0 $398.4 
Premiums earned 372.8 100.0% 344.4 100.0%
Losses and loss expenses 287.6 77.2% 282.6 82.0%
Underwriting expenses 112.9 30.3% 111.2 32.3%
 Total losses and expenses 400.5 107.4% 393.7 114.3%
Underwriting gain/(loss) - pre-tax (27.7) (49.4)

Unfavorable (favorable) loss development included in 
losses and loss expenses

4.5 1.2% 21.0 6.1%

Statutory combined ratio 111.6% 110.0%

Structured settlements and portfolio reinsurance
Underwriting gain/(loss) - pre-tax (25.0) (10.0)

Total Insurance Group underwriting gain/(loss)  
pre-tax

($55.4) ($55.8)

Insurance Group overall statutory combined ratio 109.3% 101.8%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
Sources: Berkshire Hathaway Annual Report 1987 and author’s calculations.

The 1987 insurance underwriting results looked very similar to the prior year with 
a pre-tax underwriting loss of $55.4 million compared to $55.8 million in 1986. But 
important differences existed beneath the surface. Written premiums, which are 
assigned to the year in which they are written but earned over time, fell by 25%. 
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Table 5.13: Insurance Group, select information

1988 1987
($ millions) Amount % Amount %
Primary Group
Premiums written $218.8 $412.7 
Premiums earned 292.3 100.0% 441.6 100.0%
Losses and loss expenses 196.2 67.1% 338.6 76.7%
Underwriting expenses 78.7 26.9% 105.8 24.0%
 Total losses and expenses 274.8 94.0% 444.4 100.6%
Underwriting gain/(loss) - pre-tax 17.5 (2.7)

Unfavorable (favorable) loss development included in 
losses and loss expenses

(29.1) (10.0%) (9.4) (2.1%)

Statutory combined ratio 103.1% 102.3%

Reinsurance Group
Premiums written $203.3 $328.0 
Premiums earned 229.3 100.0% 372.8 100.0%
Losses and loss expenses 170.5 74.3% 287.6 77.2%
Underwriting expenses 73.3 32.0% 112.9 30.3%
 Total losses and expenses 243.8 106.3% 400.5 107.4%
Underwriting gain/(loss) - pre-tax (14.5) (27.7)

Unfavorable (favorable) loss development included in 
losses and loss expenses

0.0 0.0% 4.5 1.2%

Statutory combined ratio 110.4% 111.6%

Structured settlements and portfolio reinsurance
Underwriting gain/(loss) - pre-tax (14.1) (25.0)

Total Insurance Group underwriting gain/(loss)  
pre-tax

($11.1) ($55.4)

Insurance Group overall statutory combined ratio 107.4% 109.3%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
Sources: Berkshire Hathaway Annual Reports 1987, 1988; and author’s calculations.

Overall pre-tax underwriting losses shrunk 80% from $55 million in 1987 to just 
$11 million in 1988. The Primary Group, where premiums written and earned fell 47% 
and 34% respectively, nonetheless turned in a combined ratio of 103.1%. The 1988 
result benefitted from $29.1 million of favorable loss development, the second year in 
a row that occurred.
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In 1988, Berkshire made two major commitments to the first option. One was The 
Coca-Cola Company and the other was Federal Home Loan Mortgage Corporation, 
better known as Freddie Mac. Coca-Cola cost $592 million for 14.2 million shares 
and Freddie Mac cost $72 million for 2.4 million shares of Preferred Stock. The latter 
was considered the “financial equivalent to a common stock” since it had a claim on 
residual earnings and so was included in the table.* It was also the maximum allowed 
by law, representing 4% of the company. The investment rationale was described 
by Munger in his letter to Wesco shareholders (the Freddie Mac shares were held at 
Wesco in the Mutual Savings subsidiary) and is discussed below.

Table 5.14: Berkshire Hathaway common stock portfolio, select detail

($ thousands) 1988
Capital Cities/ABC, Inc. $1,086,750
The Coca-Cola Company 632,448
Federal Home Loan Mortgage Corp.1 121,200
GEICO Corporation 849,400
Washington Post Company - Class B 364,126

Reporting threshold $100,000

Footnote:
1. Nominally a preferred stock, Buffett said it was financially 
equivalent to a common stock.

Note: Buffett’s Chairman’s letter only included select investments and did not inlcude a total. I 
have elected not to take data from the footnotes of the Annual Report since Buffett’s classifications 
historically differed slightly from GAAP reporting.
Source: Berkshire Hathaway Chairman’s letter 1988.

The Coca-Cola investment was another permanent holding, though Buffett did 
not say so. He only hinted at it. (Berkshire was feverishly buying all the shares of 
Coke it could get. Buying continued into 1989.) Given the backdrop of an expensive 
stock market, finding Coca-Cola at an attractive valuation suggested the market did 
not yet fully appreciate its excellent business attributes. Those attributes included a 
basic business selling syrup to bottlers who turned around and sold it to consumers.** 
Population growth coupled with increasing per capita incomes meant Coke had 
a long runway. Coke’s unmatched distribution system put its products in front of 
consumers worldwide, and those consumers increasingly guzzled the company’s 
products. Coca-Cola was like See’s in its high margins and low capital requirements.

* The security was called participating preferred. 
** Coca-Cola over the years has gone through periods where it owns bottlers and at other times has divested 
of them.
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Perhaps most importantly, Coca-Cola had an attribute See’s lacked: reinvestment 
opportunities. Growth at high incremental rates of return meant Berkshire’s 
seemingly-low going-in return (or said another way the high price) would quickly 
become more favorable. In hindsight Berkshire’s purchase of Coca-Cola looked like 
a bargain. Coca-Cola was one of “only a handful of businesses about which we have 
strong long-term convictions,” Buffett said, adding that its management had both 
integrity and ability and loved the business. This praise was akin to that of Berkshire’s 
permanent holdings of Capital Cities/ABC, GEICO, and The Washington Post.

Table 5.15: Coca Cola Company, key data and analysis

1988 1987 1986 1985 1984
Revenues ($ millions) $8,338 $7,658 $6,977 $5,879 $5,442
Revenues/average capital $1.43 $1.33 $1.46 $1.42 $1.45
EBIT margin 19% 17% 13% 14% 16%
Return on capital - pre-tax 27% 23% 19% 19% 23%

Return on equity 33% 28% 29% 25% 22%

Berkshire’s purchase multiple 5.43x
Berkshire’s going-in return 6.1%

Sources: The Coca-Cola Company Annual Report 1988 and author’s calculations.

Berkshire also chose investment option number five: arbitrage. Berkshire’s $282 
million RJR Nabisco investment was an arbitrage commitment.* The commitment, 
which had a market value of $305 million at year-end 1988, and which was eliminated 
shortly thereafter at the beginning of 1989 at a “better-than-expected” profit of $64 
million, came about after an announced tender offer from the takeover specialist 
Kohlberg, Kravis, Roberts & Co. The takeover company had a long history of 
completing its deals and Buffett admired its managers. Buffett would have liked to 
purchase more RJR Nabisco stock, but Salomon was involved in the transaction 
and Buffett and Munger were on its board. Thus their “directorships cost Berkshire 
significant money.” Salomon would also soon cost Buffett much time, headache, and 
even risk to his well-earned reputation.

Wesco

Buffett’s 1988 Chairman’s letter urged shareholders to read Charlie Munger’s Wesco 
letter, which he said contained “the best description of the events that produced 
the present savings-and-loan crisis.” The unfolding crisis centered on the savings 

* Because it was considered an arbitrage investment Buffett did not include it in his table in the Chairman’s 
letter. It was, however, included along with Berkshire’s other equity investments in the financial statements. 
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Table 5.16: Insurance Group, select information

1989 1988
($ millions) Amount % Amount %
Primary Group
Premiums written $169.7 $218.8 
Premiums earned 188.9 100.0% 292.3 100.0%
Losses and loss expenses 125.9 66.6% 196.2 67.1%
Underwriting expenses 58.8 31.1% 78.7 26.9%
 Total losses and expenses 184.7 97.8% 274.8 94.0%
Underwriting gain/(loss) - pre-tax 4.2 17.5 

Unfavorable (favorable) loss development included in 
losses and loss expenses

(20.0) (10.6%) (29.1) (10.0%)

Statutory combined ratio 101.3% 103.1%

Reinsurance Group
Premiums written $66.0 $203.3 
Premiums earned 146.8 100.0% 229.3 100.0%
Losses and loss expenses 109.4 74.5% 170.5 74.3%
Underwriting expenses 48.6 33.1% 73.3 32.0%
 Total losses and expenses 158.0 107.6% 243.8 106.3%
Underwriting gain/(loss) - pre-tax (11.2) (14.5)

Unfavorable (favorable) loss development included in 
losses and loss expenses

0.2 0.1% 0.0 0.0%

Statutory combined ratio 148.2% 110.4%

Structured settlements and portfolio 
reinsurance
Underwriting gain/(loss) - pre-tax (17.4) (14.1)

Total Insurance Group underwriting gain/(loss) 
pre-tax

($24.4) ($11.1)

Insurance Group overall statutory combined ratio 115.4% 107.4%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
Sources: Berkshire Hathaway Annual Report 1988, 1990; and author’s calculations.

The Primary Group underwrote to a 101.3% combined ratio. Digging deeper, 
favorable loss experience of $20 million was responsible for 11 percentage points of 
the combined ratio, meaning Berkshire’s results for 1989 reflected a still-weak industry 
backstop. Because of the precipitous decline in premium volume written the expense 
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was contributed to operating units, including the Insurance Group. It nonetheless 
remained unassigned and reduced equity of the Non-Operating Activities segment 
since there was no corresponding increase in assets.

Investments

Despite an elevated level of the overall stock market in 1989, Buffett continued to 
add to Berkshire’s shares of Coca-Cola. But the market hadn’t fully caught on. By 
year end, Berkshire held 23.4 million shares with a cost of just over $1 billion and a 
market value of about $1.8 billion. Buffett chided himself on taking over fifty years to 
recognize the excellent qualities of Coke, whose products he had sold in the 1930s as 
one of his first entrepreneurial ventures.46 

The truth was that Buffett was somewhat slow to recognize the value being unleashed 
by CEO Roberto Goizueta, and President Don Keough. Coke had drifted somewhat 
in the 1970s, taking its focus away from its core syrup business. Now Goizueta and 
Keough were at the helm and the “mesh of marketing and finance is perfect and the 
result is a shareholder’s dream.” As discussed in the section on 1988, Buffett saw a 
ubiquitous product combined with virtually exploding international sales sold by a 
business with low capital requirements. He decided to load up on shares of Coke.

Table 5.17: Berkshire Hathaway common stock portfolio, select detail

($ thousands) 1989
Capital Cities/ABC, Inc. $1,692,375
The Coca-Cola Company 1,803,787
Federal Home Loan Mortgage Corp.1 161,100
GEICO Corporation 1,044,625
Washington Post Company - Class B 486,366

Reporting threshold $100,000

Footnote:
1. Nominally a preferred stock, Buffett said it was 
financially equivalent to a common stock.

Source: Berkshire Hathaway Chairman’s letter 1989.

Berkshire went so far as to advertise in the Annual Reports its special interest in 
purchasing convertible preferred issues as a long-term investment. In 1989, Berkshire 
filled its appetite almost completely* by spending $600 million on a Gillette issue 

* After the investments in 1989 Buffett’s usual advertisement for businesses to purchase, which included the 
desire to purchase controlling blocks of stock or preferred, said that Berkshire, “was now close to the maximum 
position we feel appropriate” for preferred. 
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This conversion price, with a little manipulation, can give us a window into 
Buffett’s thinking regarding Berkshire’s valuation at that time:

Table 5.18: Berkshire Hathaway implied valuation, 1989

Bond face value $10,000
Issue price 44.314%
Cost $4,431
Conversion rate 0.4515
Implied value per share $9,814

BRK shares outstanding 1,146,000
Implied BRK market value $11,246,790,698

Berkshire shareholders’ equity $4,925,126,000
Conversion price/book value 2.28x

Sources: Berkshire Hathaway Annual Report 1989 and author’s calculations.

The effective conversion price implied Buffett was willing to issue shares in 
Berkshire at a price-to-book value of about 2.3x. Buffett had thus positioned Berkshire 
for the use of $390 million of capital that would do one of two things: cost it less than 
5.5% after considering the favorable effects of interest deductibility; or at a valuation 
that did not dilute existing shareholders.* It was a win-win, and classic Buffett.**

But that is not always the case. Buffett observed abuses of similar-type instruments. 
Wall Street, he wrote, classically took a good idea and went too far. Since it was 
“impossible to default on a promise to pay nothing” (Remember, there were no 
interim payments due, only the one balloon payment at the end.), an issuer could 
technically not miss a payment. Some on Wall Street used these features to fund the 
leveraged-buyout boom (buying a company almost entirely using debt) with zero-
coupon securities and their cousin, pay-in-kind (or PIK) bonds.***

Acquiring a company using a significant amount of debt is risky. It was now 
possible for a company to borrow far more than it economically could be expected 
to repay, considering its debt servicing capacity and capital expenditure needs. Cash 
was not needed immediately for payments, so Wall Street coined the term EBDIT, 
or earnings before depreciation, interest, and taxes (a similar moniker to today’s 
EBITDA, with the A being amortization). Wall Street reasoned that if the interest 
was not due, it didn’t need to be counted. A company with $100 million of earnings 

* If Berkshire’s intrinsic value was below 2.3x book value (which it most certainly was), issuing shares at that 
valuation meant bondholders that chose to convert were buying in at an expensive price.

** Another important attribute of the issue was the fact, according to the footnotes to the financial statements, 
that there were “no materially restrictive covenants”.

*** PIK bonds were payments of interest in more bonds rather than cash and functioned just like zero coupon 
bonds.
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In summation, Buffett said Berkshire used “consistently-conservative financial 
policies” that “may appear to have been a mistake, but in [his] view were not.” He 
wrote that Berkshire probably could have increased the 23.8% compounded annual 
return it had achieved by borrowing more money, but he was uncomfortable with 
even a 1% chance of failure. Even at 99:1 odds, he and Munger would not have been 
comfortable with the risks.

Ending his discussion on mistakes was a subtle reassurance to shareholders that 
despite his personal fortune of $4.2 billion (placing him 2nd on the Forbes 400 list 
of wealthiest Americans47), Buffett was not done painting his picture: “Charlie and 
I have never been in a big hurry: We enjoy the process far more than the proceeds—
though we have learned to live with those also.”

The First 25 Years – 1965 to 1989
Table 5.19: Selected financial data at five year intervals (reproduced from the 
1989 Annual Report)

($ thousands, except per share 
amounts)

1989 1984 1979 1974 1969 1964 

Revenues:
 Sales and service revenues $1,526,459 $496,971 $286,493 $32,592 $40,427 $49,983 
 Insurance premiums earned 394,279 140,242 181,949 60,574 25,258 0 
  Investment income, insurance 

group
250,723 69,281 24,747 7,916 2,017 0 

 Realized investment gain (loss) 223,810 114,136 10,769 (1,908) 5,722 0 
 Total revenues 2,483,892 861,388 560,381 100,384 73,424 49,983 

Earnings (loss):
 Before realized investment gain 299,902 70,201 35,921 8,383 3,863 (2,824)
 Realized investment gain (loss) 147,575 78,694 6,896 (1,340) 4,090 0 
 Net earnings (loss) 447,477 148,895 42,817 7,043 7,953 (2,824)

Earnings (loss) per share:
  Before realized investment gain 

(loss)
262.46 61.21 34.97 8.56 3.92 (2.41)

 Realized investment gain (loss) 127.55 68.61 6.71 (1.37) 4.15 0.00 
 Net earnings (loss) 390.01 129.82 41.68 7.19 8.07 (2.41)

Year-end data:
 Total assets 9,459,594 2,297,516 1,433,863 216,214 95,746 27,887 
 Term debt and other borrowings 1,007,516 127,104 134,416 21,830 7,419 2,500 
 Shareholders’ equity 4,925,126 1,271,761 344,962 88,199 43,918 22,139 
  Common shares outstanding 
(thousands)

1,146 1,147 1,027 980 980 1,138 

  Shareholders’ equity per 
outstanding share

$4,296.01 $1,108.77 $335.85 $90.04 $44.83 $19.46 

Source: Berkshire Hathaway Annual Report 1989.
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Having just covered the mistakes of the first twenty-five years, it is worth taking a 
moment to put into perspective the incredible change in Berkshire during Warren 
Buffett’s control. The table above (Table 5.19) tells a compelling story. While 
change in any individual year was smaller or focused on a few things, taken as 
a whole those changes collectively transformed Berkshire Hathaway into an 
economic powerhouse.

It is also instructive to take a closer look at how that 23.8% compounded annual 
rate of return on book value was created.* Beginning with just $22 million of 
equity capital in a self-described sub-par textile business, Berkshire Hathaway was 
transformed completely. Over twenty-five years, shareholders’ equity grew to $4.9 
billion. The sources of that increase were, roughly: 

• 48% from unrealized gains on marketable securities;
• 30% from operating activities: the wholly-owned subsidiaries, plus dividends and 

interest from investees;
• 19% from realized gains on marketable securities; 
• And 3% from the addition of Diversified Retailing and Blue Chip Stamps during 

the 1975–1984 decade. (A very small change was due to dividends, treasury stock 
transactions, and miscellaneous.)

Table 5.20: Reconciliation of shareholders’ equity, 1965–1989

($ millions)
1964 ending shareholders’ equity $22 
Net income - operations 1965–1989  1,493 
Net income - realized gains 1965–1989  936 
Unrealized appreciation of investments  2,341 
Mergers/divestitures  133 
Dividends/treasury stock  (4)
Other/misc.  4 
1989 ending shareholders’ equity $4,925 

Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Taking apart the twenty-five years, we can see how Berkshire earned its gains 
over that time. The first ten-year period (1964–1974) was largely driven by operating 

* Examining the table at the beginning of this section more closely, the calculated rate of annual book value and 
per share book value growth (24.1%) appears to differ from Buffett’s calculation of 23.8%. The difference arises 
due to two factors: one being the miniscule 0.03% per annum growth in shares outstanding (essentially nothing, 
an amazing feat), and the other is because of the extra three months one must include in 1964. Berkshire’s 1964 
figure was actual as of September 30. Using the precise timeframe of twenty-five years, three months, we arrive 
at Buffett’s calculation of 23.83%, rounded to 23.8%.
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activities. During the next decade (1975–1984) the contribution of operations to book 
value growth shrunk to one-third of the total change, with over half coming from a 
combination of realized gains and unrealized gains on appreciation of investments. 
It was in this decade that saw a meaningful portion of the change in net worth come 
from the addition of Diversified Retailing and Blue Chip Stamps, both of which 
merged with Berkshire.

The change during the five-year period from 1985–1989, while shorter than a 
decade, nonetheless illustrates the continued shift toward the importance of the 
marketable securities portfolio. During that five-year span almost three-quarters of 
the change in Berkshire’s book value came from realized or unrealized appreciation 
of investments, with unrealized appreciation accounting for a full half of the change.

Table 5.21: Reconciliation of shareholders’ equity, 1965–1989

($ millions) 1965–74 1975–84 1985–89 1965–89 
Beginning of period shareholders’ equity $22 $88 $1,272 $22 
Net income - operations 57 366 1,070 1,493 
Net income - realized gains 7 199 729 936 
Unrealized appreciation of investments 0 486 1,855 2,341 
Mergers/divestitures 0 133 0 133 
Dividends/treasury stock (3) 0 (1) (4)
Other/misc. 4 0 0 4 
End of period shareholders’ equity $88 $1,272 $4,925 $4,925 

Change in equity during period $66 $1,184 $3,652 $4,903 

Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Table 5.22: Reconciliation of shareholders’ equity, 1965–1989

1965–74 1975–84 1985–89 1965–89 
Net income - operations 86% 31% 29% 30% 
Net income - realized gains 11% 17% 20% 19% 
Unrealized appreciation of investments 0% 41% 51% 48% 
Mergers/divestitures 0% 11% 0% 3% 
Dividends/treasury stock (4%) 0% (0%) (0%)
Other/misc. 7% 0% 0% 0% 
Total 100% 100% 100% 100% 

Sources: Berkshire Hathaway Annual Reports and author’s calculations.
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1990
While the first twenty-five years of Berkshire Hathaway under Warren Buffett’s control 
ended on a high note, it began lackluster, and the next twenty-five followed that pattern. 
Book value grew just 7.3% in 1990. The Berkshire of the bygone era was a textile 
business with dim prospects, while that of 1990 featured a conglomerate with much 
potential. The off year in 1990 was largely caused by Berkshire’s significant common 
equity portfolio, which made up over half of its average assets and fluctuated along 
with changes in the overall stock market. While the current rate of book value growth 
was well below Buffett’s goal of 15% per annum, Berkshire’s businesses continued to be 
exceptional, with most of those businesses making good progress during the year.

Look-Through Earnings

The annual change in Berkshire’s book and market values could swing wildly from 
year to year and diverge significantly from each other (see Table 5.23).

Table 5.23: Berkshire Hathaway change in book and market values

1990 1989 
Change in book value 7.4% 44.4% 
Change in market value (23.1%) 84.6% 
Difference (book-market) 30.5pts (40.2pts)

Source: Berkshire Hathaway Annual Report 2018.

This was because accounting obscured important information about Berkshire’s 
economic earning power. Capital Cities/ABC was an extreme case. In 1990, Berkshire 
owned 17% of the company. Berkshire’s share of its 1990 earnings was over $83 million, 
yet Berkshire only recorded income of $600,000. Why? Because Cap Cities paid 
Berkshire $600,000 in dividends, and accounting conventions only counted those—
completely ignoring roughly $82 million that Cap Cities retained for reinvestment 
on Berkshire’s behalf. Many of Berkshire’s other investees had similar, though not so 
extreme, disparities. If those companies continued to do well their underlying earning 
power would eventually translate into corresponding gains in market value.

The solution for this accounting problem was look-through earnings (see Table 5.24). 
Look-through earnings accounted for retained earnings and adjusted for the taxes that 
would have been due if paid as dividends. The total for 1990: $591 million. It was an 
approximate figure to be sure, though one more closely-aligned to economic reality.*

* Securities gains and losses were ignored in the calculation. These were not unimportant but were erratic by 
nature. Any gains or losses (over an appropriate period of time) would (or should) reflect the undistributed 
earnings of investees and show up as capital gains. 
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Table 5.24: Berkshire Hathaway look-through earnings, 1990

($ millions)
Operating earnings retained by investees (BRK share) $250 
Less: taxes owed if paid out as dividends (30)
Net operating earnings attributable to BRK 220 
Berkshire Hathaway after-tax operating earnings 371 
Total look-through earnings $591 

Source: Berkshire Hathaway Annual Report 1990.

Manufacturing, Publishing, and Retailing

Berkshire’s non-insurance economic engine continued to impress. Taken as a 
whole, the group contributed $216.8 million pre-tax to Berkshire’s earnings in 1990, 
representing a pre-tax return on average tangible capital of 73% and equity of over 
83%. The after-tax return on tangible equity was an equally impressive 51% and, 
importantly, was achieved with no net debt.* Such high returns on capital were scarce, 
and there were few incremental growth opportunities available within the subsidiaries 
themselves. As a result, most funds were sent to Omaha for reinvestment. In fact, 
over 80% of the Manufacturing, Publishing, and Retailing businesses’ earnings were 
sent to the parent company over the prior five years.

Amid weak economic conditions (the US entered a recession in 1990 marked by 
hundreds of bank failures), Borsheims turned in revenue growth of 18%.** From one 
store (which Buffett estimated to be the largest after Tiffany’s New York City location) 
the Friedman family continued to operate from a simple and effective playbook. They 
maintained rock bottom operating costs, which produced a positive feedback loop 
from low prices driving additional demand. This kept operating costs as a percentage 
of revenue low. It was the Nebraska Furniture Mart playbook, only for jewelry. Such 
low prices attracted shoppers from far beyond Omaha. The store had grown outside 
its physical footprint with a mail-order service that shipped assortments of pieces 
valued at upwards of $100,000 to all over country, counting on people’s honesty to 
pay for them or return them. This seemingly-risky business had yet to produce a loss 
from customer dishonesty.***

Nebraska Furniture Mart continued its relentless progress. Revenues grew 4% to 
$159 million in 1990 by attracting shoppers from far and wide. Profits ticked up 1% 
to $17 million. Nebraska Furniture Mart ranked number three in popularity in Des 
Moines, Iowa, which was 130 miles away (the equivalent of driving from Washington 

* Leverage in a traditional sense (debt to shareholders’ equity) was just 0.13:1 or 13%. 
** Still no specific information was provided on the earnings from Borsheims. 
*** Buffett said customers did not need to be known to Borsheims but always came well recommended. 
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Insurance

Weakness in pricing continued to be the story in insurance, though Berkshire did 
find a way to put its reputation and capital base to profitable use in 1990.

Table 5.25: Insurance Group, select information

1990 1989
($ millions) Amount % Amount %
Primary Group
Premiums written $139.1 $169.7 
Premiums earned 154.0 100.0% 188.9 100.0%
Losses and loss expenses 102.0 66.2% 125.9 66.6%
Underwriting expenses 51.5 33.4% 58.8 31.1%
   Total losses and expenses 153.5 99.7% 184.7 97.8%
Underwriting gain/(loss) - pre-tax 0.5 4.2 

Unfavorable (favorable) loss development included in 
losses and loss expenses

(18.3) (11.9%) (20.0) (10.6%)

Statutory combined ratio 103.3% 101.3%
Reinsurance Group
Premiums written $435.2 $66.0 
Premiums earned 437.5 100.0% 146.8 100.0%
Losses and loss expenses 432.2 98.8% 109.4 74.5%
Underwriting expenses 32.5 7.4% 48.6 33.1%
   Total losses and expenses 464.7 106.2% 158.0 107.6%
Underwriting gain/(loss) - pre-tax (27.2) (11.2)

Unfavorable (favorable) loss development included in 
losses and loss expenses

0.0 0.0% 0.2 0.1%

Statutory combined ratio 106.3% 148.2%
Structured settlements and portfolio reinsurance
Underwriting gain/(loss) - pre-tax1  NR (17.4)
Total Insurance Group underwriting gain/(loss)  
pre-tax

($26.7) ($24.4)

Insurance Group overall statutory combined ratio 104.9% 115.4%

Footnote:
1. In 1990, Berkshire began including structured settlements and portfolio reinsurance with 
reinsurance.

Notes:
1. Totals may not add due to rounding. 
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
Sources: Berkshire Hathaway Annual Reports 1990, 1992; and author’s calculations.
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Berkshire first entered the insurance industry with the purchase of National 
Indemnity in 1967. Between 1967 and 1990, Berkshire underwrote to a profit in 
half of those years (see Table 5.26). This meant its cost of float was negative.* In 
seven additional years, its cost of float was below that of long-term US government 
bonds, meaning the Insurance Group was borrowing at a cost lower than the US 
Government. In the remaining five years, Berkshire’s cost of float was higher than 
the long-term government bond. The worst year was 1984 with a differential of 7.4 
percentage points. In short, Berkshire generated a large and growing amount of float 
at an attractive cost. In 1990, Berkshire’s $1.6 billion of float cost it just 1.6%, far 
below the 8.2% cost incurred by the US Government.

Table 5.26: Berkshire Hathaway Insurance Group  
Float and cost of float compared to U.S. Government Bonds

Underwriting 
Loss ($ mil.)

Average float  
($ mil.)

Approximate cost of 
Funds

Yearend Yield on Long-
Term Gov't Bonds

1967 profit $17.3 less than zero 5.5% 
1968 profit  19.9 less than zero 5.9% 
1969 profit  23.4 less than zero 6.8% 
1970 $0.37  32.4 1.14% 6.3% 
1971 profit  52.5 less than zero 5.8% 
1972 profit  69.5 less than zero 5.8% 
1973 profit  73.3 less than zero 7.3% 
1974 7.36  79.1 9.30% 8.1% 
1975 11.35  87.6 12.96% 8.0% 
1976 profit  102.6 less than zero 7.3% 
1977 profit  139.0 less than zero 8.0% 
1978 profit  190.4 less than zero 8.9% 
1979 profit  227.3 less than zero 10.1% 
1980 profit  237.0 less than zero 11.9% 
1981 profit  228.4 less than zero 13.6% 
1982 21.56  220.6 9.77% 10.6% 
1983 33.87  231.3 14.64% 11.8% 
1984 48.06  253.2 18.98% 11.6% 
1985 44.23  390.2 11.34% 9.3% 
1986 55.84  797.5 7.00% 7.6% 
1987 55.43  1,266.7 4.38% 9.0% 
1988 11.08  1,497.7 0.74% 9.0% 
1989 24.40  1,541.3 1.58% 8.0% 
1990 26.65  1,637.3 1.63% 8.2% 

Source: Berkshire Hathaway Annual Report 1990.

* Despite the unfavorable-seeming nomenclature, a negative cost of float was a good thing. It meant Berkshire 
was being paid to hold its customers’ funds. This is akin to a negative interest rate in which the creditor pays 
the borrower. 
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contributed to the decline. Media companies Cap Cities/ABC and The Washington 
Post suffered due to changing industry economics. Wells Fargo posted a loss that 
hurt investee look-through earnings, but which was offset by dividends received (and 
counted toward Berkshire’s operating earnings). Berkshire’s largest operating division, 
insurance, recorded significantly lower but still excellent profits. Pre-tax operating 
earnings from insurance, including underwriting and investment income, dropped 
from $300 million in 1990 to $212 million in 1991 because of a large underwriting loss.

Table 5.27: Berkshire Hathaway look-through earnings, 1990–1991
(reproduced from the 1991 Chairman’s letter)

Berkshire’s major investees

Berkshire’s 
ownership of 

company at year end

Berkshire’s share 
of undistributed 

operating earnings 
($ millions)

1991 1990 1991 1990 
Capital Cities/ABC, Inc. 18.1% 17.9% $61 $85 

The Coca-Cola Company 7.0% 7.0% 69 58 

Federal Home Loan Mortgage Corp.1 3.4% 3.0% 15 10 

The Gillette Company2 11.0% 0.0% 23 0 

GEICO Corp. 48.2% 46.1% 69 76 

The Washington Post Company 14.6% 14.6% 10 18 

Wells Fargo & Company3 9.6% 9.7% (17) 19 

Berkshire’s share of undistributed earnings of 
major investees

230 266 

Hypothetical tax on these undistributed investee 
earnings

(30) (35)

Reported operating earnings of Berkshire 316 371 
 Total look-through earnings of Berkshire $516 $602 

Footnotes:
1. Net of minority interest at Wesco.
2. Earnings for the nine months after Berkshire converted its preferred stock on April 1.
3. Earnings calculated on average ownership for the year.

Note: Amounts are after tax.
Source: Berkshire Hathaway Annual Report 1991.     
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Table 5.28: Insurance Group, select information

1991 1990
($ millions) Amount % Amount %
Primary Group
Premiums written $135.5 $139.1 
Premiums earned 141.0 100.0% 154.0 100.0%
Losses and loss expenses 95.2 67.5% 102.0 66.2%
Underwriting expenses 48.3 34.3% 51.5 33.4%
   Total losses and expenses 143.5 101.8% 153.5 99.7%
Underwriting gain/(loss) - pre-tax (2.5) 0.5 

Unfavorable (favorable) loss development included in 
losses and loss expenses

(23.8) (16.9%) (18.3) (11.9%)

Statutory combined ratio 103.2% 103.3%
Reinsurance Group
Premiums written $667.0 $435.2 
Premiums earned 635.4 100.0% 437.5 100.0%
Losses and loss expenses 731.9 115.2% 432.2 98.8%
Underwriting expenses 20.6 3.2% 32.5 7.4%
   Total losses and expenses 752.5 118.4% 464.7 106.2%
Underwriting gain/(loss) - pre-tax (117.1) (27.2)

Unfavorable (favorable) loss development included in 
losses and loss expenses

(30.0) (4.7%) 0.0 0.0%

Statutory combined ratio 118.3% 106.3%
Total Insurance Group underwriting gain/(loss) 
pre-tax

($119.6) ($26.7)

Insurance Group overall statutory combined ratio 115.1% 104.9%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
3. In 1990, Berkshire began including structured settlements and portfolio reinsurance with 
reinsurance.
Sources: Berkshire Hathaway Annual Report 1992 and author’s calculations.

It is important to understand the impact of the type of premiums written by the 
Insurance Group and the related accounting conventions. Berkshire was moving into 
the greener pastures of super cat insurance, using its superior capital strength and 
willingness to write large policies to its advantage. The super cat business had the 
benefit of producing a lot of float, but it also came with risk and volatility in reported 
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Table 5.29: See’s Candy, select data

($ millions) 1991 1972 Change
Revenues $196.0 $29.0 6.8x
Pre-tax earnings 42.4 4.2 10.1x
Tangible capital 25.0 8.0 3.1x

Incremental earnings $38.2
Incremental capital 17.0
Incremental return on capital 225%

Revenues/capital $7.84 $3.63
Return on capital, pre-tax 170% 53%

Source: Berkshire Hathaway Annual Report 1991.

How was this possible, especially given the frequent commentary by Buffett and 
Munger that the industry was very tough? The answer was the company’s untapped 
pricing power. Said another way, its customers were not overly price sensitive. This 
was evident in the fact that 1991 results were better, even in the face of a new tax 
on snack food. Same-store poundage fell 5% but pre-tax earnings increased 7% to 
$42.4 million. Lower cost inflation helped to cause that result, but See’s was still an 
excellent business.

The $410 million of earnings distributed to Blue Chip/Berkshire Hathaway by 
See’s over the prior two decades was sweet, but the company brought something 
else that was perhaps more valuable. The lessons learned from See’s made Berkshire 
significant money by teaching Buffett and Munger the advantages of owning 
great businesses.

H.H. Brown Shoe

Berkshire’s latest acquisition* was H.H. Brown Shoe Co., the leading North 
American manufacturer of work shoes and boots at the time. Buffett reported that 
the Massachusetts-based business earned fine margins on sales and assets. It was 
founded by Ray Heffernan and later run by his son-in-law, Frank Rooney. After 
Heffernan’s death, the family decided to look for a home for the business and found 
one in Berkshire. Like many other Berkshire subsidiaries, Rooney had no monetary 
need to work but continued to do so because he loved the business.

The H.H Brown acquisition put Berkshire on a path back to manufacturing, this 
time in the shoe business. New England was a hotbed for shoe manufacturing. In the 

* The purchase price was not disclosed. The footnotes to the financial statements disclose that $161 million was 
paid for business acquisitions, but this would not have been entirely attributable to H.H. Brown. Nebraska 
Furniture Mart purchased a business during the year, and other, smaller “tuck-in” acquisitions may have 
occurred that were not disclosed. 
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1992
In 1992, Berkshire Hathaway’s increase in per share book value comfortably exceeded 
Buffett’s 15% target threshold, rising 20.3% and adding $1.5 billion to the equity 
account. But this high growth rate affected Berkshire’s balance sheet equity and the 
per share rate of increase slightly differently. More than 98% of the growth came from 
Berkshire’s usual operating company and investing activities; the balance came from 
the issuance of 2,162 shares after Berkshire called its convertible debentures and some 
holders elected to convert.* 

These new shares priced Berkshire Hathaway at a market value of about $13.5 billion 
(see Table 5.30). Using Berkshire’s average equity during the year, that valuation was 
equal to 1.7x book value—not an unreasonably high or low valuation. Viewed another 
way, the $13.5 billion price tag would provide owners with a 4.5% earnings yield 
against Buffett’s own estimate of owner earnings. For a company regularly exceeding 
a 15% growth rate such a valuation would not have been unreasonable.**

Table 5.30: Berkshire Hathaway implied valuation

Issue price $11,719
BRK shares outstanding 1,152,547
Implied market value ($ millions) 13,507

1991 average book value ($ millions) 8,138
Price/book value 1.66x

Estimated owner earnings ($ millions) 604
Earnings yield 4.5%

Sources: Berkshire Hathaway Annual Report 1992 and author’s calculations.

After ten months, Buffett concluded his Salomon interlude. Buffett praised the 
managers responsible for the remarkable turnaround: CEO Deryck Maughan, Bob 
Denham, Don Howard, and John Macfarlane. He also praised Ron Olson, Charlie 
Munger’s partner at the law firm Munger, Tolles & Olson, who helped manage the 
complex maneuvering through different financial and regulatory agencies. Buffett 
said he was delighted to be back full-time running Berkshire.

His delight turned to exhilaration with the acquisition of several new businesses 
in 1992. One was the purchase of 82% of Central States Indemnity, an Omaha-based 
insurer of credit card payments for the disabled or unemployed. Central States was 
writing $90 million of premiums and earning profits of about $10 million.*** One of 

* An additional 3,944 shares were issued after year-end 1992 relating to the same debentures. 
** Berkshire’s shares traded in a range of $8,850 to $11,750 that year. 
*** Based on the data, that would be an excellent 88.8% combined ratio.
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Table 5.31: Insurance Group, select information

1992 1991
($ millions) Amount % Amount %
Primary Group
Premiums written $132.4 $135.5 
Premiums earned 152.8 100.0% 141.0 100.0%
Losses and loss expenses 98.0 64.1% 95.2 67.5%
Underwriting expenses 46.8 30.6% 48.3 34.3%
 Total losses and expenses 144.8 94.8% 143.5 101.8%
Underwriting gain/(loss) - pre-tax 8.0 (2.5)

Unfavorable (favorable) loss development included in 
losses and loss expenses

(36.4) (23.8%) (23.8) (16.9%)

Statutory combined ratio 99.5% 103.2%
Reinsurance Group
Premiums written $607.2 $667.0 
Premiums earned 511.5 100.0% 635.4 100.0%
Losses and loss expenses 589.7 115.3% 731.9 115.2%
Underwriting expenses 38.8 7.6% 20.6 3.2%
 Total losses and expenses 628.5 122.9% 752.5 118.4%
Underwriting gain/(loss) - pre-tax (117.0) (117.1)

Unfavorable (favorable) loss development included in 
losses and loss expenses

0.0 0.0% (30.0) (4.7%)

Statutory combined ratio 121.7% 118.3%
Total Insurance Group underwriting gain/(loss) 
pre-tax

($109.0) ($119.6)

Insurance Group overall statutory combined ratio 115.1% 115.1%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
3. In 1990, Berkshire began including structured settlements and portfolio reinsurance with 
reinsurance.
Sources: Berkshire Hathaway Annual Report 1992 and author’s calculations.

In the Primary Group, results for 1992 were generally favorable. Earned premiums 
increased 9% to $153 million, reflecting some minor thawing in the competitive 
environment. Even better, underwriting returned to profitability with an $8 million 
underwriting gain compared to a $2.5 million loss the previous year. Other data 
points included:
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Table 5.32: Insurance Group, select information

1993 1992
($ millions) Amount % Amount %
Primary Group
Premiums written $208.4 $132.4 
Premiums earned 208.3 100.0% 152.8 100.0%
Losses and loss expenses 99.8 47.9% 98.0 64.1%
Underwriting expenses 95.8 46.0% 46.8 30.6%
 Total losses and expenses 195.6 93.9% 144.8 94.8%
Underwriting gain/(loss) - pre-tax 12.7 8.0 

Unfavorable (favorable) loss development included in 
losses and loss expenses

(41.7) (20.0%) (36.4) (23.8%)

Statutory combined ratio 93.9% 99.5%
Reinsurance Group
Premiums written $528.7 $607.2 
Premiums earned 442.4 100.0% 511.5 100.0%
Losses and loss expenses 350.9 79.3% 589.7 115.3%
Underwriting expenses 74.2 16.8% 38.8 7.6%
 Total losses and expenses 425.1 96.1% 628.5 122.9%
Underwriting gain/(loss) - pre-tax 17.3 (117.0)

Unfavorable (favorable) loss development included in 
losses and loss expenses

0.0 0.0% 0.0 0.0%

Statutory combined ratio 93.4% 121.7%
Total Insurance Group underwriting gain/(loss) 
pre-tax

$30.0 ($109.0)

Insurance Group overall statutory combined ratio 92.2% 115.1%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
3. In 1990, Berkshire began including structured settlements and portfolio reinsurance with 
reinsurance.
Sources: Berkshire Hathaway Annual Reports 1992, 1994; and author’s calculations.

Examining the larger segment, the Reinsurance Group wrote to a 93.4% combined 
ratio and turned in a $17.3 million pre-tax underwriting gain. The bulk of premiums 
earned came from the larger super cat policies and quota-share arrangements with 
other insurers.



the complete financial history of berkshire hathaway

304

Table 5.33: Berkshire Hathaway equity portfolio, 1993

($ millions) Cost Market Unrealized Gain/(Loss)
Capital Cities/ABC, Inc. $345 $1,239 $894 
The Coca-Cola Company 1,024 4,168 3,144 
Freddie Mac 308 681 374 
GEICO Corp. 46 1,760 1,714 
General Dynamics Corp. 95 401 306 
The Gillette Company 600 1,431 831 
Guinness PLC 333 271 (62)
The Washington Post Company 10 440 430 
Wells Fargo & Company 424 879 455 
Other 1,134 1,271 136 
Total $4,318 $12,540 $8,222 

Sources: Berkshire Hathaway Annual Report 1993 and author’s calculations.

Despite the headwinds faced in some parts of its business such as insurance, 
Berkshire in 1993 was proving the resiliency of a financially-strong business operated 
for the long-term. 

1994 Annual Meeting

Looking back, we have the benefit of hindsight. Now, thanks to technology we also 
can sit in on the Annual Meetings, which were filmed for the first time in April 1994 
and made available to the public in 2018.52 A few interesting discussion topics from 
that first recorded meeting are worth noting.

One was the degree to which Buffett and Munger thought about public companies 
as private ones. Buffett’s shareholder letters around this time started discussing 
Berkshire’s rising share price, which had never been split and which had recently 
crossed the $10,000 per share mark. At the 1994 Annual Meeting, the question about 
share price was asked by a shareholder. Charlie Munger, as usual, cut right to the 
chase: “I think the idea of carving ownerships in an enterprise into little, tiny $20 
pieces is almost insane …. I don’t see why there shouldn’t be a minimum as a condition 
of joining some enterprise … we’d all feel that way if we were organizing a private 
enterprise.” Even in the early 1990s, a share of a private company or partnership very 
likely required more than $10,000.*

Other questions touched on how Buffett went about finding and valuing businesses. 
He thought just about anyone could do what he and Munger did by reading annual 

* The focus on stock price is evidence, in my mind, of a focus on quantity over quality. Shareholders somehow 
feel better owning more shares, even if the economics haven’t changed at all. 
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Table 5.34: Insurance Group, select information

1994 1993
($ millions) Amount % Amount %
Primary Group
Premiums written $225.7 $208.4
Premiums earned 234.8 100.0% 208.3 100.0%
Losses and loss expenses 88.4 37.6% 99.8 47.9%
Underwriting expenses 98.1 41.8% 95.8 46.0%
 Total losses and expenses 186.5 79.4% 195.6 93.9%
Underwriting gain/(loss) - pre-tax 48.3 12.7

Unfavorable (favorable) loss development included in 
losses and loss expenses

(53.9) (23.0%) (41.7) (20.0%)

Statutory combined ratio 81.1% 93.9%
Reinsurance Group
Premiums written $689.8 $528.7
Premiums earned 688.4 100.0% 442.4 100.0%
Losses and loss expenses 476.9 69.3% 350.9 79.3%
Underwriting expenses 130.8 19.0% 74.2 16.8%
 Total losses and expenses 607.7 88.3% 425.1 96.1%
Underwriting gain/(loss) - pre-tax 80.7 17.3

Unfavorable (favorable) loss development included in 
losses and loss expenses

37.0 14.1% 0.0 0.0%

Statutory combined ratio 88.2% 93.4%
Total Insurance Group underwriting gain/(loss) 
pre-tax

$129.0 $30.0

Insurance Group overall statutory combined ratio 86.1% 92.2%

Notes:
1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on 
a GAAP basis. The GAAP basis ratios are calculated with underwriting expenses divided by earned 
premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. 
In both the GAAP and statutory calculations, losses and loss adjustment expenses are divided by 
earned premiums.
3. In 1990, Berkshire began including structured settlements and portfolio reinsurance with 
reinsurance.
Sources: Berkshire Hathaway Annual Report 1994 and author’s calculations.

One reason for the extreme profitability had to do with Berkshire’s new super cat 
business, into which it was moving more heavily to put its superior capital strength 
to work. While it could be profitable in the long run, such business was prone to 
down periods. Berkshire just hadn’t seen many of them yet. With the exception of an 
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Investments

Berkshire’s equity portfolio saw a few changes in 1994. Gannett, Co., Inc., a newspaper 
holding company, and PNC Bank were new. Berkshire also enlarged its holdings 
of Coca-Cola by about 7 million shares to 100 million shares* and its American 
Express holdings increased to almost 28 million shares with a cost of $723 million.** 
American Express was a company Buffett was very familiar with, having purchased 
5% of the company for $13 million in the mid-1960s for his investment partnership. 
He continued to follow the company and remarked that a long-term familiarity with 
a company is often helpful in evaluating it. Such familiarity with businesses was built 
over many years and was the result of reading hundreds of annual reports per year. 
Such wide and deep reading provided the proper reference points to compare various 
investment alternatives and was a critical component to Berkshire’s success.

  
Table 5.35: Berkshire Hathaway common stock portfolio, select data

($ millions) 1994
American Express Company $819
Capital Cities/ABC, Inc. 1,705
The Coca-Cola Company 5,150
Federal Home Loan Mortgage Corp. 644
Gannett Co., Inc. 365
GEICO Corporation 1,678
The Gillette Company 1,797
PNC Bank Corporation 411
Washington Post Company 419
Wells Fargo & Company 985

Notes: 
1. Buffett’s Chairman’s letter only included select investments and did not include a total. I elected 
not to take data from the footnotes of the Annual Report since Buffett’s classifications historically 
differed slightly from GAAP reporting.
2. The reporting threshold was $300 million of market value.
Source: Berkshire Hathaway Chairman’s letter 1994.

The summary earnings table in the Annual Report (see Table 5.2 on page 204) 
contained a glaring item. Deteriorating conditions at USAir culminated in the 
company deferring the preferred dividend, so Berkshire wrote down its investment in its 
preferred stock by $268.5 million to $89.5 million. Buffett was quick to chastise himself 
both in his letter to shareholders and at the Annual Meeting. The original $358 million 

* This was Berkshire’s final purchase of Coca-Cola shares, which represented 7.8% of the company’s then 
outstanding shares. The $1.299 billion cost basis remains as of 2020.

** Buffett described the AMEX holding as “enlarged” even though it was not named in the table in the 1993 
report. Berkshire also owned convertible preferred stock in AMEX which was not included in the table. 
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Table 5.36: Scott Fetzer, book value and carrying value

($ millions) Scott Fetzer 
Book Value

Berkshire’s 
Carrying Value

Beginning book value, 1986 $172.6 $172.6 
Purchase premium over beginning book value 142.6 
Berkshire's purchase price, 1986 315.2 

Cumulative earnings, 1986–94 555.4 555.4 
Cumulative dividends, 1986–94 (634.0) (634.0)
Ending book value, 1994 94.0 94.0 

Cumulative purchase-premium charges (1986–94) (88.4)
Ending carrying value, 1994 $148.2 

Source: Berkshire Hathaway Annual Report 1994.

The Scott Fetzer example provided a more tangible framework for Buffett’s 
comments on the divergence of book value and intrinsic value. It directly related to 
Berkshire’s activities in buying equities, and it also applied to Berkshire itself. Though 
not precise, the concept of intrinsic value is all-important in investing. Berkshire’s 
Annual Report sought to supply all the figures necessary to estimate its intrinsic value 
through candid and meaningful disclosures, including additional unaudited reports 
when GAAP wasn’t fully up to the task.

Buffett was hinting that Berkshire’s valuation was getting too high. Berkshire’s look- 
through earnings increased between 1990 and 1994, but the market placed an outsize 
valuation on those earnings (see Table 5.37). We can observe this effect in the price-to-
book value increasing from around 1.5x between 1990 and 1992, to 2x in 1994.

Table 5.37: Berkshire Hathaway look-through earnings and valuation, 1990–1994

($ millions) 1994 1993 1992 1991 1990 
Berkshire's share of undistributed earnings 
of major investees

492 422 298 230 266 

Hypothetical tax on these undistributed 
investee earnings

(68) (59) (42) (30) (35)

Reported operating earnings of Berkshire 606 478 348 316 371 
 Total look-through earnings of Berkshire $1,030 $841 $604 $516 $602 

Market value of Berkshire at year-end $24,031 $19,231 $13,501 $10,371 $7,650 
Price/book value at year-end 2.02x 1.84x 1.52x 1.41x 1.45x 

Change in book value 14% 17% 21% 40%
Change in market value 25% 42% 30% 36%

Notes:
1. Earnings are after tax.
2. Earnings for major investees are calculated based on average ownership for the year.
Sources: Berkshire Hathaway Annual Reports 1991, 1993, 1994; and author’s calculations.
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Table 5.36: Scott Fetzer, book value and carrying value

($ millions) Scott Fetzer 
Book Value

Berkshire’s 
Carrying Value

Beginning book value, 1986 $172.6 $172.6 
Purchase premium over beginning book value 142.6 
Berkshire's purchase price, 1986 315.2 

Cumulative earnings, 1986–94 555.4 555.4 
Cumulative dividends, 1986–94 (634.0) (634.0)
Ending book value, 1994 94.0 94.0 

Cumulative purchase-premium charges (1986–94) (88.4)
Ending carrying value, 1994 $148.2 

Source: Berkshire Hathaway Annual Report 1994.

The Scott Fetzer example provided a more tangible framework for Buffett’s 
comments on the divergence of book value and intrinsic value. It directly related to 
Berkshire’s activities in buying equities, and it also applied to Berkshire itself. Though 
not precise, the concept of intrinsic value is all-important in investing. Berkshire’s 
Annual Report sought to supply all the figures necessary to estimate its intrinsic value 
through candid and meaningful disclosures, including additional unaudited reports 
when GAAP wasn’t fully up to the task.

Buffett was hinting that Berkshire’s valuation was getting too high. Berkshire’s look- 
through earnings increased between 1990 and 1994, but the market placed an outsize 
valuation on those earnings (see Table 5.37). We can observe this effect in the price-to-
book value increasing from around 1.5x between 1990 and 1992, to 2x in 1994.

Table 5.37: Berkshire Hathaway look-through earnings and valuation, 1990–1994

($ millions) 1994 1993 1992 1991 1990 
Berkshire's share of undistributed earnings 
of major investees

492 422 298 230 266 

Hypothetical tax on these undistributed 
investee earnings

(68) (59) (42) (30) (35)

Reported operating earnings of Berkshire 606 478 348 316 371 
 Total look-through earnings of Berkshire $1,030 $841 $604 $516 $602 

Market value of Berkshire at year-end $24,031 $19,231 $13,501 $10,371 $7,650 
Price/book value at year-end 2.02x 1.84x 1.52x 1.41x 1.45x 

Change in book value 14% 17% 21% 40%
Change in market value 25% 42% 30% 36%

Notes:
1. Earnings are after tax.
2. Earnings for major investees are calculated based on average ownership for the year.
Sources: Berkshire Hathaway Annual Reports 1991, 1993, 1994; and author’s calculations.



Chapter  5 :  1985–1994

315

league of his own. The Berkshire Hathaway that existed at year-end 1994 was very 
different from just a decade before, but it was unrecognizable from that which existed 
at the beginning of 1965. A few key figures tell the story.

Table 5.38: Reconciliation of shareholders’ equity, 1965–1994

($ millions) 1965–74 1975–84 1985–94 1965–94 
Beginning of period shareholders’ equity $22 $88 $1,272 $22 
Net income - operations 57 366 2,869 3,292 
Net income - realized gains 7 199 1,354 1,561 
Unrealized appreciation of investments 0 486 5,877 6,363 
Mergers/divestitures 0 133 433 566 
Dividends/treasury stock (3) 0 69 66 
Other/misc. 4 0 0 4 
End of period shareholders’ equity $88 $1,272 $11,875 $11,875 

Change in equity during period $66 $1,184 $10,602 $11,852 

Note: Figures may not add due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Table 5.39: Contribution toward change in equity during period

1965–74 1975–84 1985–94 1965–94
Net income - operations 86% 31% 27% 28% 
Net income - realized gains 11% 17% 13% 13% 
Unrealized appreciation of investments 0% 41% 55% 54% 
Mergers/divestitures 0% 11% 4% 5% 
Dividends/treasury stock (4%) 0% 1% 1% 
Other/misc. 7% 0% 0% 0% 
Total 100% 100% 100% 100% 

Note: Figures may not add due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Shareholder equity ballooned each decade, as did net income from operations. 
But this ballooning net income from operations was not the reason for the huge 
jump in shareholder equity. Berkshire’s operations between 1985 and 1994 contributed 
an additional $2.9 billion to equity, both from existing subsidiaries and new ones 
acquired during this time—many dollars but only slightly more than a quarter of 
the total increase. In fact, as a percentage of the change, net income from operations 
shrunk with each decade and net income from realized gains remained mostly 
unchanged. The main driver of growth, as we can see when we look at Table 5.39 of 
major contributors to growth, was the result of investment outside of direct operating 
subsidiaries, meaning the investment portfolio.
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Table 5.40: Berkshire Hathaway Insurance Group  
Float and cost of float compared to U.S. Government Bonds

Underwriting Loss 
($ millions)

Average float  
($ millions)

Approximate cost 
of Funds

Yearend Yield on Long-
Term Gov’t Bonds

1967 profit $17.3 less than zero 5.5%
1968 profit 19.9 less than zero 5.9%
1969 profit 23.4 less than zero 6.8%
1970 $0.37 32.4 1.1% 6.3%
1971 profit 52.5 less than zero 5.8%
1972 profit 69.5 less than zero 5.8%
1973 profit 73.3 less than zero 7.3%
1974 7.36 79.1 9.3% 8.1%
1975 11.35 87.6 13.0% 8.0%
1976 profit 102.6 less than zero 7.3%
1977 profit 139.0 less than zero 8.0%
1978 profit 190.4 less than zero 8.9%
1979 profit 227.3 less than zero 10.1%
1980 profit 237.0 less than zero 11.9%
1981 profit 228.4 less than zero 13.6%
1982 21.56 220.6 9.8% 10.6%
1983 33.87 231.3 14.6% 11.8%
1984 48.06 253.2 19.0% 11.6%
1985 44.23 390.2 11.3% 9.3%
1986 55.84 797.5 7.0% 7.6%
1987 55.43 1,266.7 4.4% 9.0%
1988 11.08 1,497.7 0.7% 9.0%
1989 24.40 1,541.3 1.6% 8.0%
1990 26.65 1,637.3 1.6% 8.2%
1991 119.59 1,895.0 6.3% 7.4%
1992 108.96 2,290.4 4.8% 7.4%
1993 profit 2,624.7 less than zero 6.4%
1994 profit 3,056.6 less than zero 7.9%

Source: Berkshire Hathaway Annual Report 1994.

During the decade, Berkshire partnered with many additional managers that it 
trusted and admired. Through the acquisition of entire businesses such as Scott Fetzer, 
Fechheimer, Borsheims, H.H. Brown Shoe, Dexter Shoe, and others, Berkshire 
brought many new family members into the Berkshire fold. One other way in which 
Berkshire partnered with managers was through its publicly-owned holdings. Buffett 
and Munger came to view Berkshire’s investments in companies such as Coca-Cola, 
GEICO, Washington Post, Cap Cities/ABC, and others, as permanent holdings, and 
wrote glowingly of management at those companies.
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Figure 5.1: Berkshire Hathaway stock price, 1985–1994
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Sources: Of Permanent Value (Kilpatrick), Berkshire Hathaway Annual Reports 1985–1994, and author’s 
calculations. 

Figure 5.2: Berkshire Hathaway price to book ratio, 1985–1994
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Sources: Of Permanent Value (Kilpatrick), Berkshire Hathaway Annual Reports 1985–1994, and author’s 
calculations. 
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($ thousands, except per share data) 1994 1993 1992 1991 1990 1989 1988 1987 1986 1985
Revenues:
Sales and service revenues  $2,351,918 $1,962,862 $1,774,436 $1,651,134 $1,580,074 $1,526,459 $1,407,642 $1,326,829 $1,219,252 $504,872 
Insurance premiums earned  923,180 650,726 664,293 776,413 591,540 394,279 584,235 824,895 823,884 317,059 
Interest and dividend income  426,094 354,028 364,895 347,293 317,095 331,452 314,251 237,319 181,992 144,722 
Income from investment in 
Salomon, Inc

30,058 63,000 63,000 63,000 63,000 0 0 0 0 0 

Income from finance businesses  24,885 22,226 20,696 19,475 13,498 0 0 0 0 0 
Sundry 7,892 27,094 13,901 6,316 1,930 
Realized investment gain   91,332  546,422  89,937  192,478  33,989 223,810 131,671 28,838 220,764 495,055 
Total revenues  $3,847,467 $3,599,264 $2,977,257 $3,049,793 $2,599,196 $2,483,892 $2,464,893 $2,431,782 $2,452,208 $1,463,638 
Earnings:
Before realized investment 
gain and cumulative effect of 
accounting change1

$433,659 $402,403 $347,726 $315,753 $370,745 $299,902 $313,441 $214,746 $131,464 $92,948 

Realized investment gain  61,139 356,702 59,559 124,155 23,348 147,575 85,829 19,806 150,897 342,867 
Cumulative effect of change in 
accounting for income taxes  

0 (70,984) 0 0 0 0 0 0 0 0 
Net earnings  $494,798 $688,121 $407,285 $439,908 $394,093 $447,477 $399,270 $234,552 $282,361 $435,815 
Year-end data:
Total assets  $21,338,182 $19,520,469 $17,131,998 $14,461,902 $10,670,423 $9,459,594 $6,816,848 $5,863,235 $4,931,354 $3,480,789 
Borrowings under investment 
agreements and other debt2

810,719 972,389 1,154,697 1,100,464 1,082,265 1,007,516 480,009 289,886 260,170 117,879 

Shareholders' equity  11,874,882 10,428,374 8,896,331 7,379,918 5,287,454 4,925,126 3,410,108 2,841,659 2,377,797 1,885,330 
Common shares outstanding 
(000's)  

1,178 1,178 1,149 1,146 1,146 1,146 1,146 1,147 1,147 1,147 

Shareholders' equity per 
outstanding share  

10,083 8,854 7,745 6,437 4,612 4,296 2,975 2,477 2,073 1,644 

Footnotes:
1. 1994: Includes $172,579 USAir write-down ($146.52/sh). 1993: Includes $75,348 charge due to the change in federal income tax rate.
2. Excludes borrowings of finance businesses.

Note: Data taken from 1994 (1990–1994) and 1989 (1985–1989) Annual Reports to maintain consistency with the reporting for each five-year period. Slight 
differences exist for any particular year depending on the report year.
Sources: Berkshire Hathaway Annual Reports 1989, 1994.

Table 5.41: Berkshire Hathaway, select parent-level financial information
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($ thousands) 1994 1993 1992 1991 1990 1989 1988 1987 1986 1985 

Prior Year Equity $10,428,374 $8,896,331 $7,379,918 $5,287,454 $4,925,126 $3,410,108 $2,841,659 $2,377,797 $1,885,330 $1,271,761 

Current Year Net Income / (Loss) 494,798 688,121 407,285 439,908 394,093 447,477 399,270 234,552 282,361 435,815 

Change in Common1  20 11        

Change in Paid In Capital2  473,810 24,887        

Treasury Stock3  4,659   0 (1,355)    

Cumulative effect of adoption on 
12/31/93 of SFAS 115

 171,775         

Change in unrealized appreciation of 
securities, net of tax

951,710 193,658 1,084,230 1,652,556 (31,765) 1,067,541 170,534 229,310 210,106 177,754 

Ending Equity $11,874,882 $10,428,374 $8,896,331 $7,379,918 $5,287,454 $4,925,126 $3,410,108 $2,841,659 $2,377,797 $1,885,330 

Footnotes:
1. 1992: 2,162 shares issued upon conversion of Zero Coupon Convertible Subordinated Notes.
 1993: 3,944 shares issued in conversion of Zero Coupon notes.
2. 1992: $24,887 from conversion of Zero Coupon notes.
 1993: $45,457 from conversion of Zero Coupon notes; $428,353 in connection with 25,203 shares issued for Dexter Shoe acquisition.
3. 1988: Value of Berkshire stock received in connection with termination of pension plans.
 1993: Issued from Treasury in connection with Dexter Shoe acquisition.

Table 5.42: Berkshire Hathaway consolidated reconciliation of shareholders’ equity, 1985–1994

Sources: Berkshire Hathaway Annual Reports 1985–1994.
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1994 1993 1992 1991 1990
($ millions) Amount % Amount % Amount % Amount % Amount %
Primary Group
Premiums written $225.7 $208.4 $132.4 $135.5 $139.1
Premiums earned 234.8 100.0% 208.3 100.0% 152.8 100.0% 141.0 100.0% 154.0 100.0%
Losses and loss expenses 88.4 37.6% 99.8 47.9% 98.0 64.1% 95.2 67.5% 102.0 66.2%
Underwriting expenses 98.1 41.8% 95.8 46.0% 46.8 30.6% 48.3 34.3% 51.5 33.4%
 Total losses and expenses 186.5 79.4% 195.6 93.9% 144.8 94.8% 143.5 101.8% 153.5 99.7%
Underwriting gain/(loss) - pre-tax 48.3 12.7 8.0 (2.5) 0.5

Unfavorable (favorable) loss development included in losses and loss expenses (53.9) (23.0%) (41.7) (20.0%) (36.4) (23.8%) (23.8) (16.9%) (18.3) (11.9%)

Statutory combined ratio 81.1% 93.9% 99.5% 103.2% 103.3%
Reinsurance Group
Premiums written $689.8 $528.7 $607.2 $667.0 $435.2 
Premiums earned 688.4 100.0% 442.4 100.0% 511.5 100.0% 635.4 100.0% 437.5 100.0%
Losses and loss expenses 476.9 69.3% 350.9 79.3% 589.7 115.3% 731.9 115.2% 432.2 98.8%
Underwriting expenses 130.8 19.0% 74.2 16.8% 38.8 7.6% 20.6 3.2% 32.5 7.4%
 Total losses and expenses 607.7 88.3% 425.1 96.1% 628.5 122.9% 752.5 118.4% 464.7 106.2%
Underwriting gain/(loss) - pre-tax 80.7 17.3 (117.0) (117.1) (27.2)

Unfavorable (favorable) loss development included in losses and loss expenses 37.0 14.1% 0.0 0.0% 0.0 0.0% (30.0) (4.7%) 0.0 0.0%

Statutory combined ratio 88.2% 93.4% 121.7% 118.3% 106.3%
Structured settlements and portfolio reinsurance
Underwriting gain/(loss) - pre-tax  In above  In above  In above  In above  In above 
Total Insurance Group underwriting gain/(loss) pre-tax $129.0 $30.0 ($109.0) ($119.6) ($26.7)

Insurance Group overall statutory combined ratio 86.1% 92.2% 115.1% 115.1% 104.9%

1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on a GAAP basis. The GAAP basis ratios are calculated with 
underwriting expenses divided by earned premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. In both the GAAP 
and statutory calculations, losses and loss adjustment expenses are divided by earned premiums.
3. In 1990, Berkshire began including structured settlements and portfolio reinsurance with reinsurance.

Sources: Berkshire Hathaway Annual Reports 1985–1994 and author’s calculations.

Table 5.43: Insurance Group, select information
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1989 1988 1987 1986 1985 1984
($ millions) Amount % Amount % Amount % Amount % Amount % Amount %
Primary Group
Premiums written $169.7 $218.8 $412.7 $594.6 $269.1 $118.1 
Premiums earned 188.9 100.0% 292.3 100.0% 441.6 100.0% 463.1 100.0% 184.3 100.0% 119.3 100.0%
Losses and loss expenses 125.9 66.6% 196.2 67.1% 338.6 76.7% 347.5 75.0% 140.0 76.0% 110.5 92.6%
Underwriting expenses 58.8 31.1% 78.7 26.9% 105.8 24.0% 112.1 24.2% 52.5 28.5% 41.6 34.9%
 Total losses and expenses 184.7 97.8% 274.8 94.0% 444.4 100.6% 459.6 99.2% 192.5 104.4% 152.1 127.5%
Underwriting gain/(loss) - pre-tax 4.2 17.5 (2.7) 3.5 (8.1) (32.9)
Unfavorable (favorable) loss development included in losses 
and loss expenses

(20.0) (10.6%) (29.1) (10.0%) (9.4) (2.1%) 16.0 3.5% 0.1 0.0% 8.1 6.8%

Statutory combined ratio 101.3% 103.1% 102.3% 93.9% 95.5% 127.9%
Reinsurance Group
Premiums written $66.0 $203.3 $328.0 $398.4 $178.5 $10.5 
Premiums earned 146.8 100.0% 229.3 100.0% 372.8 100.0% 344.4 100.0% 82.9 100.0% 16.1 100.0%
Losses and loss expenses 109.4 74.5% 170.5 74.3% 287.6 77.2% 282.6 82.0% 85.7 103.4% 23.7 147.6%
Underwriting expenses 48.6 33.1% 73.3 32.0% 112.9 30.3% 111.2 32.3% 27.2 32.8% 4.9 30.5%
 Total losses and expenses 158.0 107.6% 243.8 106.3% 400.5 107.4% 393.7 114.3% 112.9 136.2% 28.6 178.2%
Underwriting gain/(loss) - pre-tax (11.2) (14.5) (27.7) (49.4) (30.0) (12.6)

Unfavorable (favorable) loss development included in losses 
and loss expenses

0.2 0.1% 0.0 0.0% 4.5 1.2% 21.0 6.1% 19.4 23.5% 9.7 60.2%

Statutory combined ratio 148.2% 110.4% 111.6% 110.0% 118.6% 194.2%
Structured settlements and portfolio reinsurance
Underwriting gain/(loss) - pre-tax (17.4) (14.1) (25.0) (10.0) (6.1) (2.6)
Total Insurance Group underwriting gain/(loss) pre-tax ($24.4) ($11.1) ($55.4) ($55.8) ($44.2) ($48.1)
Insurance Group overall statutory combined ratio 115.4% 107.4% 109.3% 101.8% 104.7% 135.9%

Table 5.44: Insurance Group, select information

1. Totals may not add due to rounding.
2. The loss and expense ratios are shown as they were reported in the Annual Reports, which is on a GAAP basis. The GAAP basis ratios are calculated with 
underwriting expenses divided by earned premiums. This contrasts to the statutory basis calculation, where the ratio uses written premiums. In both the GAAP 
and statutory calculations, losses and loss adjustment expenses are divided by earned premiums.
3. In 1990, Berkshire began including structured settlements and portfolio reinsurance with reinsurance.

Sources: Berkshire Hathaway Annual Reports 1985–1994 and author’s calculations.
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1994 1993 1992 1991 1990 1989 1988 1987 1986 
($ millions)
Premiums written  $915.5  $737.1  $739.6  $802.5  $574.3  $296.1  $484.7  $751.3  $1,009.4 

Premiums earned  $923.2  $650.7  $664.3  $776.4  $591.5  $394.3  $584.2  $824.9  $823.9 
Losses and loss expenses  564.3  450.7  687.6  827.2  534.2  309.4  437.7  661.1  655.8 
Underwriting expenses  229.0  169.1  85.7  68.8  83.9  109.3  157.6  219.2  224.0 
 Total losses and expenses  793.3  619.8  773.3  896.0  618.1  418.7  595.3  880.3  879.7 
 Underwriting gain (loss) pre-tax  129.9  30.9  (109.0)  (119.6)  (26.6)  (24.4)  (11.1)  (55.4)  (55.8)
Net investment income  419.4  375.4  355.1  331.8  327.0  243.9  231.2  152.5  107.1 
Realized investment gain  92.0  555.9  52.6  110.8  15.8  220.6  127.9  26.3  147.5 
Other than temporary decline in value of investment in 
USAir Group, Inc. Preferred Stock

 (261.0)

Earnings before income taxes  380.3  962.2  298.7  323.0  316.2  440.1  348.0  123.4  198.8 
Income tax expense (benefit)  51.7  254.4  25.4  38.4  34.1  88.9  63.7  (13.2)  (16.6)

 328.6  707.8  273.3  284.6  282.1  351.2  284.3  136.6  215.4 

Minority interest  4.3  4.1  2.6  2.8  3.0  4.0  3.6  1.9  1.3 
Net earnings  $324.3  $703.7  $270.7  $281.8  $279.1  $347.2  $280.7  $134.7  $214.1 

Net investment income detail:
 Dividends  $362.4  $306.7  $287.5  $244.7  $244.7  $149.9  $86.0  $31.2  $16.8 
 Interest  92.2  77.9  74.0  98.7  91.2  100.8  145.9  121.8  90.0 
 Equity in net loss of Salomon, Inc.  (31.7)
 Investment expenses  (3.5)  (9.2)  (6.4)  (11.6)  (8.9)  (6.8)  (0.7)  (0.5)  0.4 
Total net investment income  $419.4  $375.4  $355.1  $331.8  $327.0  $243.9  $231.2  $152.5  $107.1 

Table 5.45: Insurance Group, income statements, 1986–1994

Sources: Berkshire Hathaway Annual Reports 1988–1994.
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($ millions) 1994 1993 1992 1991 1990 1989 1988 1987

Assets
 Investments:
  Fixed maturities1

   Wash. Pub. Power Supply System $58.8 $158.6 $188.9 $194.0 $247.0 $235.7 
   RJR Nabisco  98.9 187.7 136.5   
   Other 479.2 367.0 377.4 409.4 802.9 1,004.8 
   Bonds $1,099.0 $715.9 

  Preferred Stocks:
   Champion International 279.0 279.0 279.0 279.0   
   Salomon Inc. 650.0 650.0 637.0 624.0 624.0 624.0 
   USAir 348.0 348.0 348.0 348.0   
   Gillette 600.0 
   Other 10.6 0.5 0.7 0.7 10.5 15.7 
   Preferred stocks 410.4 650.9 

  Equity securities at market:
   Capital Cities/ABC, Inc. 1,662.4 1,208.0 1,497.9 1,278.8 1,354.4 1,664.2 1,068.6 1,017.8 
   Coca-Cola Company 5,137.6 4,157.3 3,901.1 3,738.0 2,166.0 1,799.2 632.4 
   GEICO 1,678.3 1,759.6 2,226.2 1,363.2 1,110.6 1,044.6 849.4 756.9 
   Gillette 1,797.0 1,431.0 1,365.0 1,347.0 600.0 
   Wells Fargo & Company 957.8 854.6 471.5 279.3 278.7 60.6 
   Salomon, Inc. 972.2 673.6 
   FHLMC 435.2 13.1 
   General Dynamics 450.8 
   Guinness, PLC 299.5 296.8 

Continued…

Table 5.46: Insurance Group, balance sheets, 1987–1994
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…continued from prior page.
1994 1993 1992 1991 1990 1989 1988 1987 

   Washington Post 396.9 336.0 342.1 486.4 364.1 323.1 
   Other 3,890.4 2,873.6 86.9 91.9 232.9 63.1 498.6 215.1 
  Preferred Stocks:
   American Express Company 290.5 247.5 
   First Empire State Corp. 68.0 50.0 
   Other 53.2 31.1 72.6 23.5 8.6 4.4 
Total investments 17,605.1 14,324.5 13,368.3 10,974.7 8,176.0 7,733.2 5,106.3 4,197.4 

Cash and cash equivalents  90.3  1,368.0  471.2  458.5  115.6  45.4  121.6  109.1 
Deferred costs  468.2  490.6  529.2  552.5  364.2  15.0  45.5  57.2 
Receivables  188.1  414.1  222.2  71.0  139.7  131.2 
Other  301.9  290.4  8.0  2.8  2.3  2.3  3.3  24.6 

 $18,465.5  $16,473.5  $14,564.8  $12,402.6  $8,880.3  $7,866.9  $5,416.3  $4,519.7 

Liabilities
Losses and loss adjustment expenses $3,430.0 $3,155.9 $2,978.5 $2,849.1 $2,050.3 $1,436.3 $1,407.2 $1,260.4 
Unearned premiums  307.2  315.8  227.8  152.5  126.4  143.6  241.8  341.3 
Funds held under reinsurance assumed  307.3  215.8 
Accounts payable, accruals and other  255.0  233.6  379.9  222.1  226.0  201.0  85.4  55.7 
Income taxes, principally deferred  3,209.3  2,944.5  2,476.3  1,908.2  1,099.0  1,136.2  565.3  471.9 

 7,508.8  6,865.6  6,062.5  5,131.9  3,501.7  2,917.1  2,299.7  2,129.4 

Equity
Minority shareholders'  136.5  124.9  70.4  56.5  39.8  35.2  25.0  21.2 
Berkshire shareholders'  10,820.2  9,483.0  8,431.9  7,214.2  5,338.8  4,914.6  3,091.7  2,369.1 

 10,956.7  9,607.9  8,502.3  7,270.7  5,378.6  4,949.8  3,116.6  2,390.2 
 $18,465.5  $16,473.5  $14,564.8  $12,402.6 $8,880.3 $7,866.9 $5,416.3 $4,519.7 

Footnote:
1. Fixed maturities at market in 1994 and amortized cost prior.

Sources: Berkshire Hathaway Annual Reports 1988–1994.
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Ratios and key figures 1994 1993 1992 1991 1990 1989 1988 1987 1986 
Loss ratio 61.1% 69.3% 103.5% 106.5% 90.3% 78.5% 74.9% 80.1% 79.6% 
Expense ratio (against written premiums) 25.0% 22.9% 11.6% 8.6% 14.6% 36.9% 32.5% 29.2% 22.2% 
Combined ratio (statutory) 86.1% 92.2% 115.1% 115.1% 104.9% 115.4% 107.4% 109.3% 101.8% 

Change in premiums written 24.2% (0.3%) (7.8%) 39.7% 94.0% (38.9%) (35.5%) (25.6%)
Change in premiums earned 41.9% (2.0%) (14.4%) 31.3% 50.0% (32.5%) (29.2%) 0.1% 

Premiums written / average equity 8.9% 8.1% 9.4% 12.7% 11.1% 7.3% 17.6% 

Table 5.47: Insurance Group, key ratios and figures, 1986–1994

Sources: Berkshire Hathaway Annual Reports 1988–1994.

($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 
Assets
Cash and cash equivalents  $77.0  $90.4  $62.7  $67.3  $28.9  $25.2  $43.4  $36.2 
Accounts receivable  308.8  275.9  230.9  211.3  184.0  175.6  150.4  142.0 
Inventories  398.2  351.0  253.7  227.0  174.1  165.7  133.8  122.5 
Properties and equipment  219.6  195.9  163.9  154.7  149.1  141.9  130.4  130.6 
Other  29.8  36.1  29.9  18.7  19.7  18.4  15.7  22.0 
Total assets  $1,033.4  $949.3  $741.1  $679.0  $555.8  $526.8  $473.6  $453.2 

Liabilities
Accounts payable, accruals and other  $293.4  $257.2  $223.3  $211.2  $198.0  $214.2  $179.3  $193.6 
Income taxes  30.5  38.5  40.6  37.0  38.4  37.9  47.7  52.3 
Term debt and other borrowings  21.7  24.7  28.1  40.9  36.1  38.0  37.7  38.8 
Total liabilities  345.6  320.4  292.0  289.1  272.5  290.1  264.7  284.7 

Equity
Minority shareholders' equity  40.1  35.8  33.2  31.1  28.2  25.2  19.0  14.5 
Berkshire shareholders' equity  647.7  593.1  415.9  358.8  255.1  211.5  189.8  154.1 
Total equity  687.8  628.9  449.1  389.9  283.3  236.7  208.8  168.5 
Total liabilities and equity  $1,033.4  $949.3  $741.1  $679.0  $555.8  $526.8  $473.6  $453.2 

Footnote:
1. Fixed maturities at market in 1994 and amortized cost prior.

Sources: Berkshire Hathaway Annual Reports 1988–1994.

Table 5.48: Manufacturing, Publishing, and Retailing Businesses: Balance sheets, 1987–1994
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($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 1986 
Revenues:
Sales and service revenues  $2,352.0  $1,962.9  $1,774.4  $1,651.1  $1,580.1  $1,526.4  $1,407.6  $1,326.8  $1,219.3 
Interest income  9.0  8.0  7.5  8.5  6.7  8.4  6.7  6.8  7.9 
Sundry income  2.1  1.4  2.6  2.5  0.7  0.8 

 2,361.0  1,970.9  1,781.9  1,661.7  1,588.2  1,537.4  1,416.8  1,334.3  1,228.0 

Costs and expenses:
Costs of products and services sold  1,442.9  1,172.5  1,043.6  933.7  865.6  838.7  747.8  699.7  641.9 
Selling, general and administrative expenses  578.5  522.2  481.5  508.6  499.3  487.7  461.8  446.0  413.1 
Interest on debt  3.7  3.7  4.6  4.9  6.5  6.2  4.9  6.7  6.1 

 2,025.1  1,698.4  1,529.7  1,447.2  1,371.4  1,332.6  1,214.5  1,152.4  1,061.1 
Earnings from operations before income taxes  335.9  272.5  252.2  214.5  216.8  204.8  202.3  181.9  167.0 
Income tax expense  122.3  103.7  97.4  82.3  83.9  78.9  76.2  79.6  83.2 

 213.6  168.8  154.8  132.2  132.9  125.9  126.1  102.3  83.8 
Minority interest  4.9  4.5  4.2  4.6  5.4  5.0  4.4  3.5  3.0 
Net earnings  $208.7  $164.3  $150.6  $127.6  $127.5  $120.9  $121.7  $98.8  $80.8 

Table 5.49: Manufacturing, Publishing, and Retailing Businesses: Income statements, 1986–1994

Sources: Berkshire Hathaway Annual Reports 1988–1994.

1994 1993 1992 1991 1990 1989 1988 1987 1986 
Change in revenues 19.8% 10.6% 7.2% 4.6% 3.3% 8.5% 6.2% 8.7%
Change in pre-tax profit (operating income) 23.3% 8.0% 17.6% (1.1%) 5.9% 1.2% 11.2% 8.9%
Gross margin 38.7% 40.3% 41.2% 43.4% 45.2% 45.1% 46.9% 47.3% 47.4%
Pre-tax margin 14.2% 13.8% 14.2% 12.9% 13.7% 13.3% 14.3% 13.6% 13.6%
Return on invested capital (avg.) pre-tax 49.3% 48.2% 55.6% 57.2% 73.0% 78.6% 89.2%
Return on invested capital (avg.) after-tax 31.3% 29.9% 34.1% 35.2% 44.7% 48.3% 55.6%
Return on average equity - pre-tax 51.0% 50.6% 60.1% 63.7% 83.4% 91.9% 107.2%
Return on average equity - after tax 32.4% 31.3% 36.9% 39.3% 51.1% 56.5% 66.8%
Debt/equity 3.2% 3.9% 6.3% 10.5% 12.7% 16.1% 18.1% 23.0%

Table 5.50: Manufacturing, Publishing, and Retailing Businesses: Key ratios and figures, 1986–1994

Sources: Berkshire Hathaway Annual Reports 1988–1994; and author’s calculations.
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($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 
Assets
Cash and cash equivalents  $16.0  $37.0  $64.4  $32.7  $72.9  $40.0  $63.2  $77.0 
Fixed maturity investments1  538.9  667.1  68.9  143.7  58.2  48.0  78.5  130.9 
Equity investments      71.7  71.7  108.5  108.5  108.6  33.7 
Collateralized loans receivable      101.9  100.9  107.4  153.8  137.0  139.4 
Installment and other receivables  173.2  179.8  181.1  177.7  169.7  173.2  152.8  164.7 
Deferred tax assets  6.2  4.2             
Other  1.5  1.6  31.2  36.2  32.3  30.1  27.9  12.3 

 $735.8  $889.7  $519.2  $562.9  $549.0  $553.6  $568.0  $558.1 

Liabilities
Borrowings under investment agreements and other debt  $601.6  $772.7 
Savings accounts     $250.9  $289.0  $286.4  $293.1  $288.5  $287.1 
Accounts payable, accruals, and other  31.5  52.1  27.8  26.2  22.2  18.4  32.8  12.7 
Annuity reserves  41.0  5.4 
Term debt and other borrowings  145.1  154.6  157.1  159.6  150.2  157.7 
Income taxes  0.7  1.5  1.3  1.5  1.8  2.8 

 674.1  830.2  424.5  471.3  467.0  472.6  473.3  460.4 

Equity
Minority shareholders'      12.5  11.8  10.1  9.7  9.9  11.3 
Berkshire shareholders'  61.7  59.5  82.2  79.8  71.9  71.3  84.8  86.5 
Total  61.7  59.5  94.7  91.6  82.0  81.0  94.7  97.7 

 $735.8  $889.7  $519.2  $562.9  $549.0  $553.6  $568.0  $558.1 

Footnote:
1. Equity securities at market; at cost prior to 1993.

Table 5.51: Finance Businesses: Balance sheets, 1987–1994

Sources: Berkshire Hathaway Annual Reports 1988–1994.



C
hapter 5: 1985–1994

331

($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 1986 
Revenues
Interest and fees on loans and financed receivables  $37.8  $43.6  $49.7  $53.2  $51.9  $49.4  $50.2  $47.9  $40.8 
Interest and dividends on investment securities  35.4  21.0  16.4  18.3  18.3  19.2  20.9  22.7  19.6 
Annuity premiums earned  36.0  5.6 
Sundry income  1.3  0.3  0.3  0.6  1.8  2.5 

 109.2  70.2  66.1  72.8  70.5  68.9  71.7  72.3  62.9 

Expenses
Interest on savings accounts  18.3  22.0  21.5  20.8  20.9  22.4 
Interest on debt  14.3  14.3  13.9  14.1  15.1  9.2 
Interest expense  35.5  25.2  25.9  32.6  36.3  35.4  34.9  36.0  31.6 
Annuity benefits and underwriting expenses  37.7  5.6 
General and administrative1  13.9  16.2  20.4  20.7  20.7  20.8  23.3  29.5  20.5 

 87.1  47.0  46.3  53.3  57.0  56.2  58.2  65.5  52.1 
Earnings from operations before income taxes  22.1  23.2  19.8  19.5  13.5  12.7  13.5  6.8  10.8 
Income tax expense  7.5  7.7  6.4  4.6  1.7  1.2  2.0  0.5  1.2 

 14.6  15.5  13.4  14.9  11.8  11.5  11.5  6.3  9.5 
Minority interest  0  0.8  0.7  0.9  0.8  0.8  1.0  0.4  0.4 
Earnings before investment gain  14.6  14.7  12.7  14.0  11.0  10.7  10.5  5.9  9.1 
Realized gain on divestment of preferred  4.5 
Net earnings  $14.6  $14.7  $12.7  $18.5  $11.0  $10.7  $10.5  $5.9  $9.1 

Footnote:
1. Includes $3.6 write-off of prepaid FSLIC insurance premiums in 1987.

Table 5.52: Finance Businesses: Income statements, 1986–1994

Sources: Berkshire Hathaway Annual Reports 1988–1994.

1994 1993 1992 1991 1990 1989 1988 1987 

Total assets / total equity  11.9  15.0  6.3  7.1  7.6  7.8  6.7  6.5 
Capital ratio (inverse of above) 8.4% 6.7% 15.8% 14.2% 13.1% 12.9% 14.9% 15.5%

Return on average assets (after tax) 1.80% 2.20% 2.48% 2.68% 2.14% 2.05% 2.04%
Return on average equity (after tax) 24.1% 21.9% 16.5% 19.6% 16.5% 14.7% 13.4%

Table 5.53: Finance Businesses: Key ratios, 1986–1994

Sources: Berkshire Hathaway Annual Reports 1988–1994 and author’s calculations.
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Table 5.54: Non-operating activities: Balance sheets, 1987–1994

($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 
Assets
Cash and cash equivalents  $106.2  $358.9  $595.3  $205.6  $29.9  $96.0  $38.5  $10.5 
Investments:
 Fixed maturities:
 Bonds  286.8  0  127.1  211.2  326.9  75.0  2.3  10.6 
 Preferred stocks  75.8  81.0  81.0  81.0  81.0  81.0  50.0  50.0 
 Equity securities  113.0  232.5  38.1  38.1  20.1  11.5  28.3  11.5 
Unamortized goodwill and property 
account adjustments

 520.4  541.8  277.7  257.2  210.1  220.0  201.3  210.3 

Deferred tax assets  8.0  7.7 
Other  186.3  174.9  28.5  47.9  40.8  73.7  63.6  63.8 

 $1,296.5  $1,396.8  $1,147.7  $841.0  $708.8  $557.2  $384.1  $356.7 

Liabilities
Accounts payable, accruals, and other  $62.2  $62.8  $16.5  $34.5  $33.8  $31.6  $28.1  $18.2 
Income taxes  67.3  59.4  10.5  (3.3)  (7.8)  (24.7)  7.6  2.8 
Borrowings under investment agreements 
and other debt

 799.0  960.2  1,141.0  1,065.0  1,046.2  809.9  292.1  93.4 

 928.5  1,082.4  1,168.0  1,096.2  1,072.2  816.8  327.8  114.4 

Equity
Minority shareholders'  22.7  21.6  13.4  17.7  15.0  12.7  12.6  10.3 
Berkshire shareholders' equity  345.3  292.8  (33.7)  (272.9)  (378.4)  (272.3)  43.7  232.0 
Total equity  368.0  314.4  (20.3)  (255.2)  (363.4)  (259.6)  56.3  242.3 

 $1,296.5  $1,396.8  $1,147.7  $841.0  $708.8  $557.2  $384.1  $356.7 

Sources: Berkshire Hathaway Annual Reports 1988–1994.



C
hapter 5: 1985–1994

333

Table 5.55: Non-operating activities: Income statements, 1986–1994

($ millions) 1994 1993 1992 1991 1990 1989 1988 1987 1986 
Revenues
Interest and dividend income  $31.1  $24.3  $58.9  $60.1  $41.1  $7.2  $7.4  $7.0  $6.1 
Realized investment gain (loss)  (0.7)  (9.4)  37.3  69.5  18.2  3.8  0  0  0 
Sundry income  0  0  0  4.4  2.0  5.5  28.5  14.8  6.9 

 30.4  14.9  96.2  134.0  61.3  16.5  35.9  21.8  13.0 

Expenses
Corporate administration  5.0  4.9  4.2  5.6  4.1  3.4  3.8  3.4  2.7 
Shareholder-designated contributions  10.4  9.4  7.6  6.8  5.8  5.9  5.0  4.9  4.0 
Amortization of goodwill and property account adjustments  22.5  17.1  12.0  10.0  9.5  9.4  9.6  8.4  12.6 
Interest on debt  59.4  54.0  94.5  84.5  71.3  37.3  30.7  4.9  18.5 
Other (income) expense  1.7  (2.3)  (2.0)  0.9  0.6  0.9  0.5  1.8  2.9 
Other than temporary decline in value of investment in 
USAir Group, Inc. Preferred Stock

 7.5 

 106.5  83.1  116.3  107.8  91.3  56.9  49.6  23.4  40.7 
Loss before income taxes  (76.1)  (68.2)  (20.1)  26.2  (30.0)  (40.4)  (13.7)  (1.6)  (27.7)
Income tax expense (benefit)1  (22.8)  125.8  8.9  12.7  (7.6)  (9.8)  (1.2)  2.6  (6.5)

 (53.3)  (194.0)  (29.0)  13.5  (22.4)  (30.6)  (12.5)  (4.2)  (21.2)
Minority interest  (0.5)  0.6  (2.3)  1.5  1.1  0.6  1.1  0.7  0.4 
Net loss  ($52.8)  ($194.6)  ($26.7)  $12.0  ($23.5)  ($31.2)  ($13.6)  ($4.9)  ($21.6)

Footnote: 
1. Includes prepayment penalty of $5.355 in 1986 relating to called 12.75% debentures.

Sources: Berkshire Hathaway Annual Reports 1988–1994.
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Chapter 6
1995–2004

Table 6.1: Decade snapshot: 1994–2004

1994 2004
Business: Insurance, newspapers, furniture 

retailing, candy, jewelry, encyclopedias, 
home cleaning systems, shoes, 
miscellaneous manufacturing, 
significant stakes in several public 
companies

Insurance, utilities, flight services, 
building products, furniture retailing, 
candy, jewelry, encyclopedias, home 
cleaning systems, shoes, newspapers, 
various finance businesses, miscellaneous 
manufacturing, significant stakes in 
several public companies

Key managers: Chairman & CEO: Warren E. Buffett; 
Vice Chair: Charles T. Munger

Chairman & CEO: Warren E. Buffett; 
Vice Chair: Charles T. Munger

Annual revenues: $3.8 billion $74.4 billion
Stockholders’ equity: $11.9 billion $85.9 billion
Book value per share: $10,083 $55,824 
Float (average): $3.1 billion $45.2 billion

Major capital allocation decisions:
1. Purchased remaining half of GEICO for $2.3 billion (1996).
2. Issued $565 million of Class-B shares (1996).
3. Acquired FlightSafety for $1.5 billion in stock (1996).
4. Issued $500 million convertible preferred stock (1996).
5. Purchased $4.6 billion US Treasury Strips, 111.2 million ounces of silver (1997).
6. Acquired International Dairy Queen with $587.8 million cash/stock (1998).
7. Acquired Executive Jet for $700 million in cash/stock (1998).
8. Acquired General Reinsurance for $22 billion in stock (1998).
9. Acquired majority economic interest in MidAmerican Energy for $1.24 billion cash (2000).
10. Acquired Justin Industries for $570 million cash (2000).
11. Acquired Benjamin Moore for $1 billion cash (2000).
12. Acquired 87% of Shaw Industries for $2 billion (2000).
13. Acquired Johns Manville for $1.8 billion cash (2000).
14. Acquired Fruit of the Loom for $835 million cash (2001).
15.  Invested additional $402 million convertible preferred and $1.27 billion trust preferred in MidAmerican 

to assist with Northern Natural and Kern River acquisitions.
16. Purchased Clayton Homes for $1.7 billion (2003).
17. Borrowed $2 billion to re-lend to Clayton (2003).
18. Acquired McLane from Walmart for $1.5 billion cash (2003).
19. Borrowed additional $1.6 billion to re-lend to Clayton (2004).

Noteworthy events:
1.  On March 10, 2000, the NASDAQ hit its all-time high of 5,132 while Berkshire shares traded at their 

lowest level since 1997.
2.  Berkshire adds new board members: William Gates III, David Gottesman, Charlotte Guyman, Donald 

Keough, and Thomas Murphy. 
3.  The September 11, 2001 terrorist attacks shake the insurance world and close stock markets until 

September 17. 
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($ millions) 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995 1994
 Insurance Group:
  Underwriting - General Re $3 $145 ($1,393) ($3,671) ($1,254) ($1,184)

Not detailed  
in presentation

  Underwriting - Berkshire Hathaway Reinsurance Group 417 1,047 534 (647) (162) (256)

  Underwriting - Super-Cat
Consolidated into Berkshire Reinsurance Group

154 283 167 
  Underwriting - Other Reinsurance (175) (155) (175)
  Underwriting - Reinsurance1 420 1,192 (859) (4,318) (1,416) (1,440) (21) 128 (8)

  Underwriting - GEICO 970 452 416 221 (224) 24 269 281 171 
  Underwriting - Other Primary 161 74 32 30 25 22 17 53 59 Not detailed
 Total Underwriting 1,551 1,718 (411) (4,067) (1,615) (1,394) 265 462 222 21 130 

 Net Investment Income 2,824 3,223 3,050 2,824 2,773 2,482 974 882 726 502 419 
 Apparel2 325 289 229 (33)
 Building Products3 643 559 516 461 34 
 Finance and Financial Products Businesses 584 619 1,016 519 530 125 205 28 23 21 22 
 Flight Services4 191 72 225 186 213 225 181 140 3 
 McLane Company 228 150 
 MidAmerican Energy5 237 429 613 565 197 

 Home Furnishings6

Consolidated into Retail Operations
79 72 57 44 30 17 

 Jewelry7 51 39 32 28 34  
 Retail Operations8 163 165 166 175 175 130 111 89 72 64 17 

 Shaw Industries9 466 436 424 292 

Continued...

Table 6.2: Berkshire Hathaway earnings
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...Continued from prior page

($ millions) 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995 1994

 Kirby

Consolidated  
into Other  
Businesses

Consolidated back into Scott Fetzer
59 50 42 

 World Book 13 9 25 
 Scott Fetzer Manufacturing Group 51 34 40 
 Scott Fetzer (excluding finance operation)10 129 129 122 147 137 119 122 93 107 

 Buffalo News
Consolidated into Other 

Businesses

55 53 56 50 47 54 
 Shoe Group 17 33 49 62 58 86 
 International Dairy Queen 56 58 
 See's Candies 74 62 59 52 50 48 
 Other Businesses - original presentation 256 212 221 
 Other Businesses11 465 486 385 341 343 349 343 283 286 249 294 

 Purchase-price premium charges12 In Other (177) (119) (726) (881) (739) (123) (101) (76) (27) (23)
 Interest expense13 (92) (94) (86) (92) (92) (109) (100) (107) (94) (56) (60)
 Shareholder-designated contributions14 Discontinued (17) (17) (17) (17) (17) (15) (13) (12) (10)
 Other15 (138) 24 19 25 39 33 60 60 73 54 50 
Operating earnings - pre-tax 7,447 7,899 6,010 453 1,699 1,085 1,899 1,721 1,221 815 839 
Sales of securities and unusual sales of assets 3,489 4,121 603 1,320 3,955 1,365 2,415 1,106 2,485 194 91 
Decline in Value of USAir Preferred Stock           (269)
Total Earnings - all entities (pre-tax) 10,936 12,020 6,613 1,773 5,654 2,450 4,314 2,827 3,706 1,009 662 
Income tax and minority interest16 (3,628) (3,869) (2,327) (978) (2,326) (893) (1,484) (926) (1,217) (284) (167)
Total Earnings - all entities (after tax) $7,308 $8,151 $4,286 $795 $3,328 $1,557 $2,830 $1,901 $2,489 $725 $495 

Continued...



th
e co

m
plete fin

an
cial h

isto
ry o

f berksh
ire h

ath
aw

ay

338

...Continued from prior page

Footnotes:

1. Underwriting - Reinsurance: In 1999 the presentation was changed to combine Super Cat and Other Reinsurance into one category. The data above is from the notes to the 
financial statements from 2000.
2. Apparel: Includes Fruit of the Loom from April 30, 2002 and Garan from September 4, 2002. Also included, beginning in 2002, is the H.H. Brown Shoe Group, now 
containing Dexter, and Fechheimer.
3. Building Products: Includes Acme Brick from August 1, 2000; Benjamin Moore from December 18, 2000; Johns Manville from February 27, 2001; and MiTek from July 31, 
2001.
4. Flight Services: FlightSafety acquired on December 23, 1996. Beginning in 1998 includes Executive Jet (acquired August 7, 1998).
5.MidAmerican Energy: MidAmerican Energy 76% owned through 2001; 80% owned thereafter. Figures from 2003 and 2004 come from the 2004 presentation, and are not 
comparable to those of prior years. Prior to 2003, the Sources of Reported Earnings table included Berkshire’s share of MidAmerican’s net income plus the interest income Berkshire 
earned from lending to MidAmerican. Berkshire’s equity in the earnings of MidAmerican were $429 million in 2003, $359 million in 2002, and $134 million in 2001.
6. Home Furnishings: Includes RC Willey beginning June 29, 1995; Star Furniture from July 1, 1997.
7. Jewelry: Includes Helzberg’s beginning April 30, 1995. Jewelry was included in Other in prior years.
8. Retail Operations: Beginning in 2000, Home Furnishings and Jewelry were combined into Retail Operations.
9. Shaw Industries: Shaw Industries acquired on January 8, 2001.
10. Scott Fetzer (excluding finance operation): Prior to 1997, Kirby and World Book were segregated from other Scott Fetzer businesses.
11. Other Businesses: Beginning in 2000, The Buffalo News, the Shoe Group, International Dairy Queen, and See’s were combined into Other Businesses. That presentation 
also re-allocated $8 million from Other to this category for 1999 (shown above in the original 1999 presentation). CTB and Pamper Chef are included in this category 
beginning with their acquisitions in 2002. Beginning in 2003 Scott Fetzer began being included in this category.
12. Purchase-price price premium charges: Beginning in 2002, accounting rules changed such that goodwill was no longer amortized. In 2004, these charges were included in 
the Other category.
13. Interest expense: Excludes interest expense of Finance Businesses.
14. Shareholder-designated contributions: Shareholder-designated contributions were discontinued in 2003.
15. Other: Beginning in 1997, Fechheimer included in Other category. Beginning in 2001, it is included in the Other Businesses category. Other category includes General Re 
for 10 days in 1998. Other category in 2004 includes amortization charges.
16. Income tax and minority interest: Imputed from the difference between the reported pre-tax and after-tax earnings figures.

Note: In 2003, the Chairman’s letter stopped containing the Sources of Reported Earnings table.. For the years 2003 and 2004 I have used pre-tax data from 
the Operating Businesses segment of the 2004 Annual Report. Most categories are comparable to Buffett’s tables; however, a major difference is the reporting 
of earnings from MidAmerican. I have used the figures Buffett presented up to 2002, and the figures from the aforementioned table in the Annual Report for 
years 2003 and 2004. Thus, the data from 2000–2002, and 2003–2004 are not comparable.

Sources: Berkshire Hathaway Annual Reports 1995–2004.
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Table 6.3: Select information 1994–2004

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 

BRK book value per 
share - % change

43.1% 31.8% 34.1% 48.3% 0.5% 6.5% (6.2%) 10.0% 21.0% 10.5% 

BRK market value per 
share - % change

57.4% 6.2% 34.9% 52.2% (19.9%) 26.6% 6.5% (3.8%) 15.8% 4.3% 

S&P 500 total return 37.6% 23.0% 33.4% 28.6% 21.0% (9.1%)(11.9%)(22.1%) 28.7% 10.9% 

US GDP Growth 
(real %)

2.7% 3.8% 4.4% 4.5% 4.8% 4.1% 1.0% 1.7% 2.9% 3.8% 

10 year Treasury Note 
(year end %)

5.7% 6.3% 5.8% 4.7% 6.3% 5.2% 5.1% 4.0% 4.3% 4.2% 

US inflation (%) 2.8% 2.9% 2.3% 1.5% 2.2% 3.4% 2.8% 1.6% 2.3% 2.7% 

US unemployment 
(%)

5.6% 5.4% 4.9% 4.5% 4.2% 4.0% 4.7% 5.8% 6.0% 5.5% 

Sources: Berkshire Hathaway Annual Reports 2018, 2019 and Federal Reserve Bank of St. Louis.

1995
The year 1995 represented the start of Buffett’s fourth decade at the helm of Berkshire 
Hathaway. Often time executives think about retiring, or at least reducing their 
workload. Buffett reached the typical retirement age of sixty-five that August, and 
Munger was already seventy-one, so it was a fair question whether Berkshire’s two 
capital allocators would soon slow down. While both were outwardly showing some 
signs of aging, their minds were not—if anything, they were getting better. As Charlie 
Munger would say at the Annual Meeting in March 1996, Buffett (though this also 
applied to Munger himself ) was a “learning machine.” Berkshire would benefit 
enormously by having top managers without any preconceived notions of retirement, 
allowing their knowledge to compound just the like the capital under their control.

Defying Buffett’s predictions (again) that Berkshire’s size would be an anchor 
for future returns, headline figures for 1995 showed an enormous increase in net 
worth. After adjusting for shares issued in connection with two acquisitions, per-
share book value increased an eye-popping 43.1%* compared to the S&P’s increase of 
37.6%. More exciting were three acquisitions that doubled Berkshire’s revenue and 
significantly added to its long-term earning power.

During 1995, Berkshire acquired two non-insurance companies (Helzberg 
Diamond Shops and RC Willey Home Furnishings) using Berkshire shares and 
half of an insurance company (GEICO, of which it already owned 51%) using cash. 

* The headline increase in net worth was 45%. That return was diluted by the issuance of shares. 
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Table 6.4: GEICO acquisition analysis

Balance sheet approach
($ billions)
Price paid for 49% $2.33 
Implied value of 100% 4.76 

Book value (12/31/95) 1.87 
Price/book value  2.55x 

Float 3.00 
Book value + float  4.87 
Float-adjusted price/book value 0.98x

Earnings approach
($ millions)
Premium volume $3,000 
Assumed combined ratio 96%
Pre-tax underwriting gain 120 

Net investment income (1995) 227 
Total pre-tax earning power 347 

Implied acquisition valuation 4,755 
Pre-tax earnings yield 7.3%

Sources: Berkshire Hathaway Annual Report 1995 and author’s calculations.

Insurance

Underscoring the good year Berkshire had in 1995 was a third straight year of 
underwriting profit and yet another year of growth in float. All told, Berkshire’s 
insurance operations generated a pre-tax underwriting profit of $21 million, and float 
increased 18% to $3.6 billion.
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Table 6.5: Berkshire Hathaway—Insurance Underwriting

($ millions) 1995 1994
GEICO Corporation
Premiums written $2,856 $2,545
Premiums earned 2,787 2,473
Underwriting gain/(loss) - pre-tax $92 $79

Berkshire Hathaway Reinsurance Group
Premiums written $777 $690 
Premiums earned 718 688 
Underwriting gain/(loss) - pre-tax ($21) $81 

Berkshire Hathaway Primary Group
Premiums written $247 $226 
Premiums earned 240 235 
Underwriting gain/(loss) - pre-tax $41 $48 

Total underwriting gain/(loss) $21 $130 
Year end average float - total 3,607 3,057 
Cost of float (0.6%) (4.3%)
Aggregate adverse (favorable) loss development $56 $60 

Note: Totals and ratios do not include GEICO. GEICO included for comparative purposes.
Sources: Berkshire Hathaway Annual Reports 1994–1995 and author’s calculations.

It is worth highlighting the conservatism embedded in Berkshire’s insurance 
operations, not only on an operating basis (i.e. its unwillingness to accept improperly-
priced risks), but also on an accounting basis. For more attentive readers, the financial 
statements contained clues to the margin of safety built into Berkshire’s accounting. 
Berkshire’s reported results were better than the headline underwriting gains would 
suggest due to accounting practices that did not factor in the time value of money. 
In its structured settlements business and certain reinsurance contracts, payments 
would be made years, or in some cases decades, in the future. This meant Berkshire 
benefitted from the use of the funds over time. However, the accounting required that 
all future expected losses (except for structured settlements, which were discounted) 
be booked on an undiscounted basis—that is, upfront. It was the economics that 
mattered most, not the accounting. If any grey area existed, Berkshire would err on 
the side of conservatism, even if it made results look worse.*

Conservatism and smoothness are sometimes lumped together, but they shouldn’t 
be. Buffett liked conservatism and was also okay with lumpiness (or uneven results). 
Berkshire’s entrance into the super cat business brought large policies and large (but 
infrequent) losses. Berkshire at this time was willing to underwrite a $1 billion policy, 

* Buffett said he and Munger would always attempt to explain to shareholders any major points.
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company might achieve, if anywhere near its historical returns on capital, would more 
than make up for the low initial return. On top of this, the company came with a 
passionate founder/manager. That he was 79-years-old only endeared him to Buffett 
even more. “An observer might conclude from our hiring practices that Charlie and 
I were traumatized early in life by an EEOC bulletin on age discrimination. The real 
explanation, however, is self-interest: It’s difficult to teach a new dog old tricks,” Buffett 
wrote. Like Mrs. B at Nebraska Furniture Mart, Ueltschi was still at the top of his game.

Table 6.7: FlightSafety International acquisition analysis 

1995 1994 1993 
Revenues ($ millions) $326 $301 $297 
Revenues/average capital $0.76 $0.76 $0.79 
EBIT margin 36% 36% 34%
Pre-tax return on capital 27% 27% 27%
Purchase price (equity) $1,500 
Assumed debt 40 
Less: excess investments (194)
Effective purchase price 1,346 
Purchase multiple 3.15x 
BRK going-in pre-tax return 8.7%

Sources: Berkshire Hathaway Annual Report 1996; FlightSafety International Annual Reports 1993, 1995; 
and author’s calculations.

Kansas Bankers Surety

Berkshire’s other, much smaller, acquisition of 1996 provides another lesson in business 
moats. Kansas Bankers Surety, per its name, wrote insurance policies for banks. It 
provided directors and officers insurance, excess deposit insurance for depositors 
above the FDIC limit and other related areas of coverage. Due to its relatively small 
size, KBS was tucked into Wesco’s Insurance operations.* The business was run by 
Don Towle and had just 13 employees.53

The lesson in Kansas Bankers Surety was that its relatively small size and limited 
opportunities for growth were the source of its competitive advantage. This sounds 
counterintuitive but is straight-forward after some examination. The business required 
intimate relationships with hundreds of bankers, a process that takes time to build. 
With a limited number of clients and relatively slow turnover in bank executives, 
gaining an edge on Kansas Bankers Surety was hard. It was in a class of wonderful 
businesses that had a natural size limit but which generated a lot of surplus cash flow. 
Berkshire was more than happy to be a home to such a business.

* In his 1996 Chairman’s letter, Buffett said he offered $75 million for the company; Charlie Munger’s comments 
in his Wesco letter put the figure at about $80 million.
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Insurance

Berkshire’s insurance operations fell into two broad categories: The Reinsurance 
Group included the super catastrophe lines (or super cat), the relatively plain vanilla 
reinsurance business of taking on the risk entered into by primary insurers, in 
addition to the structured settlements business. The Primary Group encompassed 
everything from National Indemnity’s specialized auto line and Home State 
companies to the workers’ compensation business. GEICO, now a wholly-owned 
subsidiary of Berkshire, fell squarely into the primary category. Owing to its size 
(GEICO’s operations were more than ten times that of Berkshire’s other primary 
lines combined), GEICO was reported separately.

Berkshire’s Insurance Group, now led by GEICO, was hitting on all cylinders. 
The overall result for the group was a pre-tax underwriting gain of $222 million on 
earned premiums of $4.1 billion. Aided by GEICO, Berkshire’s float nearly doubled, 
from $3.6 billion in 1995 to $6.7 billion in 1996.

Table 6.8: Berkshire Hathaway—Insurance Underwriting

($ millions) 1996 1995
GEICO Corporation
Premiums written $3,122 $2,856 
Premiums earned 3,092 2,787 
Underwriting gain/(loss) - pre-tax $171 $92 

Berkshire Hathaway Reinsurance Group
Premiums written $716 $777 
Premiums earned 758 718 
Underwriting gain/(loss) - pre-tax ($8) ($21)

Berkshire Hathaway Primary Group
Premiums written $268 $247 
Premiums earned 268 240 
Underwriting gain/(loss) - pre-tax $59 $41 

Total underwriting gain/(loss) $222 $21 
Year end average float - total 6,702 3,607 
Cost of float (3.3%) (0.6%)
Aggregate adverse (favorable) loss development ($90) $56 

Note: Data for GEICO in 1995 provided for comparative purposes. GEICO’s results are not 
included in the totals.
Sources: Berkshire Hathaway Annual Reports 1995, 1998; and author’s calculations.
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1997
With stock markets continuing their upward trend, Buffett likened Berkshire’s 34.1% 
per share increase in book value to a rising tide. He said Berkshire was the duck and 
even though its gain beat the S&P (by 0.7 percentage points) it was more attributable to 
luck than business acumen. That is not to say Berkshire did not make important gains 
during 1997. Buffett estimated intrinsic valued increased in tandem with book value.

Using the two-column method and our arbitrary though consistent 10x multiplier 
on pre-tax operating earnings, we can calculate that Berkshire’s intrinsic value grew 
about 38%, which is close to the 34% increase in book value (see Table 6.9).

Table 6.9: Berkshire Hathaway intrinsic value estimation

Per A-share 1997 1996 
Investments $38,043 $28,500 
Pre-tax operating earnings (ex. investment income) 718 421 

Estimated value (investments + 10x operating earnings) $45,221 $32,714 
Year-end share price $46,000 $34,100 
Year-end book value per share 25,488 19,011 
Price/estimated value 1.02x 1.04x 
Price/book 1.80x 1.79x 
Value/book 1.77x 1.72x 
Change in estimated value 38%
Change in share price 35%

Sources: Berkshire Hathaway Annual Reports 1996, 1997; and author’s calculations.

Buffett made sure to temper any enthusiasm. Berkshire’s super cat business again 
experienced no major claims and GEICO had an unusually good year. Additionally, 
a rising stock market was making it harder to find good values there. He said prices 
were high and “if we swing, we will be locked into low returns.” Buffett knew the 
value in waiting for the “fat pitch” but found some things during 1997 to keep himself 
out of trouble.

Unusual Commitments

For Buffett, keeping himself out of trouble meant finding market inefficiencies to 
exploit. This involved three unusual investments: oil contracts, zero-coupon US 
Government bonds, and silver. The first was an investment in futures positions for 
14 million barrels of oil. This was the remainder of a contract established in 1994 
and 1995. The total profit from 45.7 million barrels of oil for those years created $62 
million of profit for Berkshire.
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Table 6.10: Berkshire Hathaway—Insurance Underwriting

($ millions) 1997 1996
GEICO Corporation
Premiums written $3,588 $3,122 
Premiums earned 3,482 3,092 
Underwriting gain/(loss) - pre-tax $281 $171 

Berkshire Hathaway Reinsurance Group
Premiums written $955 $716 
Premiums earned 967 758 
Underwriting gain/(loss) - pre-tax $128 ($8)

Berkshire Hathaway Primary Group
Premiums written $309 $268 
Premiums earned 313 268 
Underwriting gain/(loss) - pre-tax $53 $59 

Total underwriting gain/(loss) $462 $222 
Year end average float - total 7,093 6,702 
Cost of float (6.5%) (3.3%)
Aggregate adverse (favorable) loss development ($131) ($90)

Sources: Berkshire Hathaway Annual Report 1998 and author’s calculations.

Insurance – Reinsurance Group

With no super catastrophes in 1997, $283 million out of $310 million of catastrophe 
excess-of-loss premiums fell to the bottom line as profit. But the possibility of losses 
materializing in any given year were meaningful, and they were certain to occur at 
some point in the future. With an enlarged capital base and appetite for new deals, 
Berkshire was willing to suffer a $1 billion loss without any discomfort. Berkshire had 
confidence in its pricing of risks and knew that over time the odds would be in its 
favor. Losses in other property/casualty lines of $73 million, and $82 million in losses 
from retroactive reinsurance and structured settlements brought the Reinsurance 
Group gain down to $128 million.

While the lack of loss experience (catastrophes and ensuing expensive damage 
claims) in super cat was a near-term positive, it did bring unwelcome consequences. 
The insurance industry had long suffered from the ebbs and flows of capital coming 
into the industry during times of small losses, only to retreat when large losses came. 
The budding threat was now a new financial instrument dubbed catastrophe bonds.

Buffett disliked catastrophe bonds, but not because they represented competition. 
He disliked them primarily because he thought they would likely be sold to 
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See’s did not possess the ability to reinvest that FlightSafety enjoyed. This 
illustrated one of the many tradeoffs in business. See’s generated excellent returns on 
capital but had no place to put the earnings except distributing them to Berkshire. 
FlightSafety, by contrast, could reinvest larger sums but at lower rates of return. 
Berkshire welcomed, and needed, both businesses.*

Table 6.11: Comparison of FlightSafety and See’s Candies, select 1997 data

FlightSafety See's Candies
($ millions)
Revenues $411 $269 
Identifiable assets  1,679  88 
Operating margin 29% 21%

Revenues/assets  0.24  3.06 
Return on assets 7% 65%

Sources: Berkshire Hathaway Annual Report 1997 and author’s calculations.

Star Furniture and International Dairy Queen

Another year, another acquisition. In 1997 Berkshire agreed to acquire Star Furniture 
and Dairy Queen, though the latter closed in early 1998. Buffett recounted how Irv 
Blumkin of Nebraska Furniture Mart, and later Bill Child of RC Willey, had both 
identified Star as a well-run furniture store. When Melvyn Wolff and his sister, Shirley 
Toomin, decided to sell the family business, they reached out to Salomon Brothers 
who in turn introduced them to Buffett. Not long after, a deal was made to purchase 
the twelve-store, Texas-based furniture business. The price was not disclosed.**

International Dairy Queen was a bread-and-butter (burgers and fries, really) 
operation that fit well with the Berkshire family of businesses. When Berkshire 
Hathaway agreed to purchase the company in 1997 it had 5,792 Dairy Queen 
locations. It sold hamburgers, fries, and ice cream, among other similar offerings, 
and operated in twenty-three countries. The International Dairy Queen parent also 
operated 409 Orange Julius and forty-three Karmelkorn franchise locations that sold 
other treats. In addition, there were 190 treat centers, that combined some or all three 
of those brands. Most locations were franchised.

* A business like FlightSafety could reinvest its own profits, and if it needed more, Berkshire’s conglomerate 
structure allowed profits from a business like See’s with little reinvestment opportunities to be transferred easily 
and without tax consequences.

** While we cannot be certain there weren’t other tuck-in acquisitions during the year, the notes to the financial 
statements disclose “common stock issued in connection with acquisition of business” of $73 million. This 
figure probably would not have been inappropriate for Star.
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Dairy Queen had a troubled history. After some years of operation that saw a 
jumbled mess of varying franchise agreements and too much debt, a Minneapolis 
group purchased the business in 1970. In 1997, one of the two owners died and his 
estate sought to sell the business.

The International Dairy Queen deal was structured similar to the FlightSafety 
acquisition. A combination of cash and Berkshire stock was offered, with the cash 
portion slightly richer to entice sellers to choose that over stock.* Despite this nudge, 
only 45% of Dairy Queen shareholders chose cash. The total purchase price was $587.8 
million, and the merger closed on January 7, 1998 (see Table 6.12). Like Berkshire’s 
other acquisitions during this period, it paid a premium price for a company earning 
very good returns on capital.

Table 6.12: International Dairy Queen acquisition analysis 

($ millions) 1996 1995 1994 
Revenues $412 $372 $341 
Revenues/avg. capital $2.39 $2.27 $2.31 
Pre-tax margin 13% 14% 15%
Pre-tax return on capital 32% 32% 34%
Purchase price1 $588 
Assumed debt 4 
Effective purchase price2 $591 
Purchase multiple 3.44x 
BRK going-in pre-tax return 9.3%

Footnote:
1. Cash on the balance sheet at year-end 1996 was $38 million, 
which would suggest excess cash. The effect on the economics of the 
transaction would have been very modest.
2. Total does not add due to rounding.

Sources: Berkshire Hathaway Annual Report 1997, 1998; International Dairy Queen Annual Report 1996; 
and author’s calculations.

International Dairy Queen was a different economic model from McDonalds, a 
stock Berkshire previously owned and sold.** While both companies were (and are) 
franchisors, McDonalds owned and operated about one-third of its locations and 
owned the underlying real estate of most locations. By contrast, International Dairy 
Queen operated a few of its locations but was mostly a franchisor. That arrangement 
made for a relatively small investment in capital compared to McDonalds. 
International Dairy Queen treated its franchisees fairly with a franchise fee of 4% of 
revenues, which was at the low end of the spectrum for the industry.

* Those electing cash would receive $27 per share, where those electing stock were offered $26 per share. 
** Buffett made it clear the sale of McDonalds stock wasn’t connected to Berkshire’s purchase of IDQ. 
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Table 6.13: Berkshire Hathaway common stock portfolio, select detail

($ millions, at market value) 1997 % total
American Express Company $4,414 12%
The Coca-Cola Company 13,338 37%
The Walt Disney Company 2,135 6%
Federal Home Loan Mortgage Corp. 2,683 7%
The Gillette Company 4,821 13%
Travelers Group, Inc. 1,279 4%
Washington Post Company 841 2%
Wells Fargo & Company 2,271 6%
Others 4,467 12%

$36,248 100%

Notes:
1. Figures may not add due to rounding.
2. The reporting threshold was $750 million.
Sources: Berkshire Hathaway Chairman’s Letter 1997 and author’s calculations.

Included in the top eight was a new name: Travelers Group, Inc. Berkshire’s 
23.7 million shares of Travelers were as a result of the merger of Salomon with Travelers 
that netted Berkshire common and preferred stock. The architect of the Travelers deal 
was Sandy Weill, whom Buffett praised as a great manager with a proven record. Such 
comments provided an answer for why Berkshire continued with the investment.*

Responding to a question at the Annual Meeting about Coke, Buffett provided 
some remarkably candid insights into his and Munger’s thinking on the investment. The 
question was whether and how to include the periodic gains reported by the company 
via its sales of bottlers. Buffett said he completely ignored such gains and instead focused 
on two variables. “The two important elements in [valuing] Coke are unit case sales 
and shares outstanding,” he said. Looking forward a decade or two, if one thought 
(which presumably he did) that Coke would be selling “multiples of its present volume” 
and the number of outstanding shares were expected to go down (the company was a 
repurchaser of its own shares), it was “as far as you needed to go” in analysis. Of course, 
there was more to that conclusion, including the knowledge of the superiority of Coke’s 
worldwide distribution system. At the end of the day, those two variables remained and 
told a compelling story. No wonder Coke made up over one-third of the portfolio.

* For those technically-minded readers, Berkshire’s 1996 issue of exchangeable notes (a preferred issue convertible 
into shares of Salomon that Berkshire held) remained after the transaction. The ratio of shares exchangeable 
was revised to reflect the Salomon-to-Travelers share price. Additionally, Berkshire was required to book against 
unrealized investment gains a charge reflecting the excess of the value of Travelers stock over the accreted value 
of the Notes, since the Exchange Notes had more value in exchange owing to the appreciation of the underlying 
stock. At year-end 1997 this contingent value, the amount charged against unrealized appreciation, amounted 
to $342.6 million. 
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value figures. What wasn’t instantaneous was a change in per-share intrinsic value if 
equal intrinsic value was given as received.*

Berkshire’s per-share intrinsic value did increase during the year, but it was well 
short of the gain in book value per share and therefore not a cause for celebration. 
Continuing to use the two-column method (see Table 6.14), Berkshire’s intrinsic value 
increased an estimated 16%—far short of the change in book value. Two items in the 
1998 analysis deserve extra attention. One is the fact just discussed that Berkshire’s 
book value increased along with the issuance of shares. If we presume a 1:1 exchange 
of value, this had the effect of decreasing the proper price/book multiple necessary to 
arrive at Berkshire’s intrinsic value.** This decline was probably less than the change 
shown in the table due to the second factor: General Re reported a loss in 1998 which 
depressed Berkshire’s operating earnings. Had Berkshire not acquired General Re 
operating earnings would have increased slightly.***

Table 6.14: Berkshire Hathaway intrinsic value estimation

Per A-share 1998 1997 
Investments $47,647 $38,043 
Pre-tax operating earnings (ex. investment income) 474 718 
Estimated value (investments + 10x operating earnings) $52,392 $45,221 
Year-end share price $70,000 $46,000 
Year-end book value per share 37,801 25,488 
Price/estimated value 1.34x 1.02x 
Price/book 1.85x 1.80x 
Value/book 1.39x 1.77x 
Change in estimated value 16%
Change in share price 52%

Sources: Berkshire Hathaway Annual Reports 1997, 1998; and author’s calculations.

* A simple example might illustrate the effect of such above-book-value issuances of shares. If I sold you a silver 
dollar containing $1.50 worth of silver metal for $1.50, I would show a 50% increase in book value (the $1.50 you 
gave me compared to the $1 face value of the coin). Yet, I would not have gained anything in value since the coin 
I originally possessed had the same $1.50 value. Berkshire’s shares were the silver dollar in the preceding example 
and the transaction merely shed light on the underlying value exchange.

** Continuing the silver dollar example, the proper valuation for the $1 silver dollar worth $1.50 was 1.5:1. If 
it were exchanged for $1.50 then the valuation would clearly drop to 1:1 even though no actual diminution of 
intrinsic value would have occurred. 

*** Assuming 1998 pre-tax operating earnings equal to those of 1997, the estimated value/book ratio would 
increase to 1.45x. With the addition of General Re at year-end 1998, Buffett told readers of his Chairman’s letter 
that he had intentionally omitted the look-through earnings segment. “Neither a historical nor a pro-forma 
calculation of a 1998 number seems relevant.”
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The answer might lie with the valuation of the Berkshire currency at the time—in 
other words, Berkshire’s share price. The merger was completed late in 1998, but the price 
was established mid-year based on an average closing price over a 10-day period.* At the 
time, Berkshire was trading at over $80,000 per A-share. Even conservatively estimating 
Berkshire’s intrinsic value using the year-end 1998 figures, which includes General Re 
(book value grew between mid-year and year-end), it appears the shares issued in the 
merger were overvalued by as much as 54%.** Adjusting for this overvaluation, we 
can conclude the price paid for General Re was not as rich as at first glance. This is 
consistent with Buffett’s comment’s that as much intrinsic value was given as gained.

 
Table 6.15: General Re acquisition analysis, 1998

Acquisition price ($ millions) $22,000 
Shares issued  272,200 
Implied BRK.A share price $80,823 
BRK.A estimated intrinsic value 12/31/981 $52,392 
Implied price/intrinsic value per share 1.54x 
General Re float ($ millions) $14,000 
Adjusted acquisition price ($ millions)2 $14,261 
Price/float multiple3 1.02x 

Footnotes:
1. Using the two-column method based on per-share investments of 
$47,647 and ten times per-share operating earnings of $474.45, which 
includes General Re. The valuation is almost identical to a multiple of 
1.75x applied to Berkshire’s pre-merger book value on June 30, 1998.
2. Adjusted for the implied price/intrinsic value multiple.
3. The multiple increases to 1.07x using the higher per share operating 
earnings from 1997.

Sources: Berkshire Hathaway Annual Report 1998 and author’s calculations.

One last item is noteworthy with respect to General Re. The acquisition brought 
analyst attention to Berkshire because of General Re’s institutional shareholder base.55 One 
of those analysts was Alice Schroeder, who later wrote The Snowball, the only authorized 
biography of Buffett. Schroeder, then an analyst at PaineWebber, wrote a research report56 
on Berkshire that Buffett praised greatly. The analyst attention would also provide a 
benefit for Berkshire, or at least Buffett, in that they could field calls from institutions or 
others about Berkshire. Since Berkshire had no investor relations department and Buffett 
wanted a level playing field between all investors (i.e. no special meetings with him even 
for large shareholders), the few analysts that now covered Berkshire were a plus.

* According to the notes to Berkshire’s financial statements.
** Using a price/book multiple of 1.75x (a multiple in-line with our previous estimates of value) applied to 
Berkshire’s pre-merger June 30, 1998 book value results in approximately the same valuation used here.
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Table 6.16: Berkshire Hathaway—Insurance Underwriting

($ millions) 1998 1997
GEICO Corporation
Premiums written $4,182 $3,588 
Premiums earned 4,033 3,482 
Underwriting gain/(loss) - pre-tax $269 $281 

General Re
Premiums written $6,084 
Premiums earned 6,095 
Underwriting gain/(loss) - pre-tax ($370)

Berkshire Hathaway Reinsurance Group
Premiums written $986 $955 
Premiums earned 939 967 
Underwriting gain/(loss) - pre-tax ($21) $128 

Berkshire Hathaway Primary Group
Premiums written $309 
Premiums earned 328 313 
Underwriting gain/(loss) - pre-tax $17 $53 

Total underwriting gain/(loss) $265 $462 
Year end average float - total 15,070 7,093 
Cost of float (1.8%) (6.5%)
Aggregate adverse (favorable) loss development ($195) ($131)

Notes: 
1. Totals and ratios do not include General Re as it was only owned for 10 days in 1998.
2. Berkshire Hathaway Primary Group written premiums were not detailed beginning in 1998.
Sources: Berkshire Hathaway Annual Report 1998 and author’s calculations.

Berkshire Hathaway Reinsurance Group

Berkshire’s existing reinsurance operations swung to a $21 million loss on earned 
premiums of $939 million (down 3%). Super cat premiums declined 8% to $286 
million but another year of low loss events left a $155 million profit. Losses from 
other property/casualty business totaled $86 million, and retroactive reinsurance and 
structured settlements recorded underwriting losses of $90 million.

GEICO

“GEICO, once again, simply shot the lights out.” Those were Buffett’s words of praise 
in his 1998 Chairman’s letter. Even after reducing pricing on average 3.3% to lower 
its underwriting profit to its target level of 4%, favorable weather conditions and 
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Table 6.17: Berkshire Hathaway fixed maturity portfolio

(At market value, in millions) 1998 1997 
US treasuries, governments, agencies $2,528 12% $6,490 63%
States, municipalities and political subdivisions 9,647 45% 2,209 21%
Obligations of foreign governments 2,864 13% 0 0%
Corporate bonds 4,609 22% 35 0%
Redeemable preferred stocks 355 2% 1,280 12%
Mortgage-backed securities 1,243 6% 284 3%
Total $21,246 100% $10,298 100%

Note: Totals may not add due to rounding.
Sources: Berkshire Hathaway Annual Report 1998 and author’s calculations.

There were also some meaningful changes to the equity portfolio during 1998. The 
elimination of McDonalds was discussed earlier, which in hindsight Buffett regretted 
selling. Buffett also reduced or eliminated smaller positions and added to American 
Express, buying an additional 1.08 million shares.

With stock markets reaching new heights in general,* and tech-fever raging, Buffett 
and Munger received several questions at the next Annual Meeting about investing 
in dot-coms. Why, some asked, if Buffett so admired companies such as Intel and 
Microsoft, hadn’t Berkshire invested in technology? Buffett reiterated his philosophy: 
he and Charlie looked for businesses about which they could be fairly certain of their 
ten to fifteen-year prospects. Technology companies didn’t pass through that filter.

Buffett said that in 1998, just 400 companies in the United States earned $200 
million a year after tax. Yet there were many internet companies with no such earnings 
being valued on the same basis as some long-established (and profitable) enterprises. 
The math just didn’t work out, he said. “In the end, they have to succeed as businesses.”

This sound explanation did not stop other shareholders from prodding Buffett 
about his reluctance to change his ways. Fortunately for Berkshire shareholders, both 
he and Munger were comfortable owning basic boring businesses. Afterall, a dollar 
earned in a technology operation was worth the same as one from an old-fashioned 
business. Change may be exciting for speculators and good for the citizenry at large, 
but it was a threat to long-term investment returns. 

Executive Jet

The newest non-insurance subsidiary joined Berkshire in August 1998. Executive 
Jet was the third company acquired with the issuance of shares in 1998 following 

* Buffett noted at the 1999 Annual Meeting that the Fortune 500 was valued by the market at around $10 
trillion yet earned just $334 billion. Doing the math this equated to an earnings yield of 3.34%. On the basis of 
a P/E ratio, this was a multiple of thirty times. 
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Insurance

Berkshire reported its first loss from insurance underwriting since 1992. General Re 
contributed most of the $1.4 billion pre-tax loss, but weakness in other areas played 
a part. Berkshire’s 5.8% cost of float approximated long-term US government bond 
rates at the time.

Table 6.18: Berkshire Hathaway—Insurance Underwriting

($ millions) 1999 1998
GEICO Corporation
Premiums written $4,953 $4,182 
Premiums earned 4,757 4,033 
Underwriting gain/(loss) - pre-tax $24 $269 

General Re
Premiums written $7,043 $6,084 
Premiums earned 6,905 6,095 
Underwriting gain/(loss) - pre-tax ($1,184) ($370)

Berkshire Hathaway Reinsurance Group
Premiums written $2,410 $986 
Premiums earned 2,382 939 
Underwriting gain/(loss) - pre-tax ($256) ($21)

Berkshire Hathaway Primary Group
Premiums earned $262 $328 
Underwriting gain/(loss) - pre-tax $22 $17 

Total underwriting gain/(loss) ($1,394) $265 
Year end average float - total 24,026 15,070 
Cost of float 5.8% (1.8%)
Aggregate adverse (favorable) loss development ($192) ($195)

Notes:
1. Totals and ratios for 1998 do not include General Re as it was only owned for 10 days.
2. Berkshire Hathaway Primary Group written premiums were not detailed.
Sources: Berkshire Hathaway Annual Report 1998–1999 and author’s calculations.

General Re

During 1999, mistakes of the past finally caught up with General Re. The reinsurer 
had significantly underpriced its business in both domestic and international 
markets. Buffett hinted that the culprit might have been the compensation structure 
at General Re and its major subsidiary, Cologne Re. Those structures were changed. 
At both companies “incentive compensation plans are now directly tied to the 
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Table 6.19: MidAmerican Energy—acquisition analysis

($ millions) 1999 1998 1997 
Revenues $4,411 $2,683 $2,271 
Earnings before interest and taxes 783 619 448 
Interest expense 426 347 251 
Earnings before taxes 357 272 197 
Total shareholders' equity $995 $827 $765 
Long-term debt, preferred, minority interests 6,226 6,037 4,892 
Total capital 7,221 6,864 5,657 
BRK equity acquisition price (100% basis)1 $1,632 
BRK implied total purchase price2 7,858 
Pre-tax return on average total capital 11.1%
BRK going-in purchase multiple3 1.09x 
BRK going-in pre-tax return on capital 10.2%

Footnotes:
1. Berkshire paid $1.24 billion for 76% of MidAmerican.
2. This figure takes the existing debt and adds to it the price paid for the equity (100% basis).
3. BRK implied total purchase price / total capital.

Sources: MidAmerican Energy Holdings 10K reports, 1998, 1999; Berkshire Hathaway Annual Report 2000; 
and author’s calculations.

2. CORT Business Services

Acquisition Date: February 18, 2000
Description: Renting furniture to businesses and apartment owners via its 
117 showrooms
Purchase Price: $386 million

The CORT Business Services acquisition began in 1999 but closed in 2000 (see 
Table 6.20). The opportunity materialized after an unfriendly takeover by one of 
its competitors failed to go through.63 Buffett liked the “fine though unglamorous 
business,” its CEO Paul Arnold, and the price (established via the failed deal amount).

Berkshire purchased CORT via Wesco, its 80%-owned subsidiary. Wesco’s 
Chairman, remember, was Charlie Munger. Munger summed up the deal succinctly 
in his 2000 letter to Wesco shareholders: “Thus, in essence, Wesco paid $386 million 
for $54.3 million in pre-tax operating earnings.” Berkshire paid a premium over 
the company’s underlying capital, but its going-in return was satisfactory at 11%. 
Additionally, it had the prospect of earning good returns on incremental capital going 
forward if CORT could continue to grow. In short, it appears Wesco and Berkshire 
acquired a good company for a fair price.
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Table 6.20: CORT Business Services—acquisition analysis

($ millions) 1998 1997 1996 
Revenues $319 $287 $234 
Revenues/avg. capital1 $1.81 $1.89 $1.87 
EBIT margin1 17% 17% 16%
Pre-tax return on capital 31% 31% 29%
Purchase price (equity) $386 
Assumed debt 91 
Effective purchase price $477 
Purchase multiple 2.71x 
BRK going-in pre-tax return 11.4%

Footnote:
1. Adjustments were made to account for acquired goodwill and its related 
amortization.

Sources: Berkshire Hathaway Annual Report 2000; Wesco Annual Report 2000; CORT Annual Reports 
1996–1998; and author’s calculations.

3. U.S. Liability

Acquisition Date: August 8, 2000
Description: Insurance
Purchase Price: Undisclosed (half cash, half stock)

Augmenting Berkshire’s already-large slate of insurance businesses, US Investment 
Corporation (USIC) was the parent company of U.S. Liability, “a medium-sized, 
highly-respected writer of unusual risks,” wrote Buffett. USIC also came with two 
smaller sister companies, Mount Vernon Fire, and U.S. Underwriters Insurance 
Company.64 The deal came about via General Re CEO Ron Ferguson, who introduced 
Buffett to USIC CEO Bob Berry. Berry’s family had owned U.S. Liability for forty-nine 
years, though the company was now run by Tom Nerney, a manager Buffett praised 
for having “achieved a rare combination of excellent growth and unusual profitability.”

4. Ben Bridge Jeweler

Acquisition Date: July 3, 2000
Description: A sixty-five-store chain of upscale jewelry stores in shopping 
malls in the West
Purchase Price: Undisclosed (half cash, half stock)

The Ben Bridge acquisition had many similarities to other successful Berkshire 
acquisitions, including expanding a business Berkshire was already in (in this case 
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mounted as management tried to compete against brutal competition. It was a 
familiar story to Berkshire’s existing footwear businesses.

We can see the relative stability in Justin’s financial statements during the five 
years ended in 1999. Its revenues grew just 10% during that period and it maintained 
steady margins and returns on capital.* If we assume Justin would earn an average of 
$1.50 of revenues per dollar of invested capital at a pre-tax margin of 9.25% (about 
its five-year average), the company-level return would amount to 13.9%. With its 
purchase price of 1.75 times the company’s enterprise value, Berkshire could expect to 
earn a going-in pre-tax return on invested capital of around 8%, close to its going-in 
return when it made the acquisition.

Table 6.21: Justin Industries—acquisition analysis

($ millions) 1999 1998 1997 1996 1995 
Revenues $510 $455 $440 $448 $461 
Revenues/avg. capital $1.52 $1.47 $1.51 $1.55 $1.59 
EBIT margin 9% 9% 10% 9% 10%
Pre-tax return on capital 13% 14% 15% 14% 16%
Purchase price (equity) $570 
Assumed debt 40 
Effective purchase price $610 
Purchase multiple 1.75x 
BRK going-in pre-tax return 7.6%

Sources: Berkshire Hathaway Annual Report 2000; Justin Industries Annual Reports 1995–1999; and 
author’s calculations.

Looking at the brick business more closely reveals the true margin of safety in the 
Justin acquisition. As discussed above, the business had all the attributes of a moat 
along with its associated protected returns on capital. While the data is imperfect, 
it reveals a growing business with solid and stable margins and attractive return on 
assets. Justin’s overall results were dragged down by the low or nonexistent profits 
from footwear, and this hid the true value of the acquisition.

Table 6.22: Justin Industries—Acme Brick analysis

($ millions) 1999 1998 1997 1996 1995 
Revenues $346 $293 $265 $261 $240 
Identifiable assets 255 197 181 172 150 
Operating profit 67 49 43 44 42 
EBIT margin 19% 17% 16% 17% 18%
Pre-tax return on assets 26% 25% 24% 26% 28%

Sources: Berkshire Hathaway Annual Report 2000; Justin Industries Annual Reports 1995–1999; and 
author’s calculations.

* To be sure, this was a relatively stable period in the United States economically. 
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that Shaw’s normalized return on capital was its five-year average of 20%, Berkshire’s 
resulting earnings yield would be 7.8%. In either case, Berkshire’s purchase price 
would be pulled upward over time if the business continued to grow while earning 
earn good returns on the capital it employed.

Table 6.23: Shaw Industries—acquisition analysis

($ millions) 1999 1998 1997 1996 1995 
Revenues $4,108 $3,542 $3,576 $3,202 $2,870 
Revenues/avg. capital1 $3.18 $2.68 $2.73 $2.54 $2.34 
EBIT margin1,2 11% 8% 5% 5% 6%
Pre-tax return on capital 36% 21% 15% 14% 13%
Purchase price (equity) $2,291 
Assumed debt 824 
Effective purchase price $3,115 
Purchase multiple 2.45x 
BRK going-in pre-tax return 14.6%

Footnotes:
1. Adjustments were made to account for acquired goodwill and its related amortization.
2. Operating income adjusted to remove the effects of non-recurring items and equity in 
income from joint venture.

Sources: Berkshire Hathaway Annual Report 2000; Shaw Industries Annual Reports 1997–1999; and author’s 
calculations.

7. Benjamin Moore Paint

Acquisition Date: December 8, 2000 
Description: Paint 
Purchase Price: $1 billion cash

Benjamin Moore added to the slate of low-tech housing-related companies joining 
the Berkshire family. The 117-year-old business operated via a system of independent 
dealers, commonly found within hardware stores.

The deal came about in July 2000 when a director of the company, Bob Mundheim, 
who was also general counsel at Salomon, broached the subject of a possible deal 
with Buffett. Buffett said he liked the business and its management, Richard Roob 
and Yvan Dupay. He and Munger “made a $1 billion cash offer on the spot.” Other 
financial details of the company were not disclosed.
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8. Johns Manville Corp.

Acquisition Date: February 27, 2001 
Description: Manufactures and sells insulation and building products in 
North America, Europe, and China 
Purchase Price: $1.8 billion

Johns Manville took a long and a winding road to its acquisition by Berkshire. The 
insulation products manufactured and sold by Johns Manville previously contained 
asbestos and were subsequently found to have caused many health problems. 
Litigation led to the company’s bankruptcy in 1982. To compensate victims, the 
bankruptcy court set up a trust for the victims and used a controlling interest in the 
company as the major asset.

The trust now sought a buyer to diversify its holdings. When a leveraged buyout 
(LBO) firm could not find financing, Berkshire made a quick all-cash no-financing-
strings-attached offer. Buffett convinced Jerry Henry, Johns Manville’s retiring CEO, 
to stay in his post. Henry ultimately retired in mid-2004.69

Johns Manville’s returns on capital were good but cyclical. This is not surprising 
considering how closely it was tied to a notoriously cycle-prone industry. Between 
1993 and 1999 its return on capital averaged 18%, which included a low of 4% in 
1993. The premium Berkshire paid for Johns Manville was double the company’s 
underlying capital. Berkshire could still earn a satisfactory return for itself if Johns 
Manville continued to average the same results through future business cycles.

Table 6.24: Johns Manville—acquisition analysis

($ millions) 1999 1998 1997 1996 1995 
Revenues $2,162 $1,781 $1,648 $1,552 $1,392 
Revenues/avg. capital1 $1.94 $1.71 $1.77 $1.22 $0.88 
EBIT margin1 17% 16% 14% 12% 14%

Pre-tax return on capital 33% 28% 24% 15% 13%
Purchase price (equity) $1,800  
Assumed debt 513 
Effective purchase price $2,313 
Purchase multiple 2.08x 
BRK going-in pre-tax return 16.0%
Footnote:
1. Adjustments were made to account for acquired goodwill and its related amortization.

Sources: Berkshire Hathaway Annual Report 2000; Johns Manville Annual Reports 1997–1999; and author’s 
calculations.
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Insurance

Berkshire’s Insurance Group posted an underwriting loss of $1.6 billion that produced 
a cost of float of 6.1%. As we will see in a moment, this cost was not as bad as it 
seemed. Compared to an average 10-year US Treasury rate of around 5.5%, it was 
higher than Buffett preferred. Apart from the Primary Group, each of Berkshire’s 
main insurance operating segments posted a pre-tax underwriting loss, and General 
Re’s was by far the worst.

Table 6.25: Berkshire Hathaway—Insurance Underwriting

($ millions) 2000 1999
GEICO Corporation
Premiums written $5,778 $4,953 
Premiums earned 5,610 4,757 
Underwriting gain/(loss) - pre-tax ($224) $24 

General Re
Premiums written $8,696 $7,043 
Premiums earned 8,696 6,905 
Underwriting gain/(loss) - pre-tax ($1,254) ($1,184)

Berkshire Hathaway Reinsurance Group
Premiums written $4,724 $2,410 
Premiums earned 4,712 2,382 
Underwriting gain/(loss) - pre-tax ($162) ($256)

Berkshire Hathaway Primary Group
Premiums earned $325 $262 
Underwriting gain/(loss) - pre-tax $25 $22 

Total underwriting gain/(loss) ($1,615) ($1,394)
Year end average float - total 26,585 24,026 
Cost of float 6.1% 5.8%
Aggregate adverse (favorable) loss development $211 ($192)

Notes:
1. The results for 2000 at General Re include five quarters. In 2000 General Re International and 
Global Life/Health changed its reporting from a one-quarter lag. The total underwriting loss for 12 
months was $1,156 million (2001 presentation).
2. Berkshire Hathaway Primary Group written premiums were not detailed.
Sources: Berkshire Hathaway Annual Report 1999, 2001; and author’s calculations.
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General Re

General Re posted a $1.25 billion underwriting loss. It represented a cost of float of 
over 8% on the unit’s average float of $15 billion. Pricing mistakes of the past still 
affected General Re, and it would take time to reprice certain policies. Correcting 
for those past underwriting mistakes required booking a charge in the current year 
to cover the adverse loss development of policies written in the past. Progress was 
being made by top managers, Ron Ferguson, Joe Brandon, and Tad Montross, to get 
underwriting discipline under control.

In General Re’s North American property/casualty line, earned premiums rose 
19.5% to $3.39 billion, but its underwriting loss grew 7% to $656 million.* Despite 
the year-over-year loss widening, results were considered better because underwriting 
discipline began producing improvements and because of a large aggregate excess 
reinsurance contract. This contract was responsible for a large part of the increase in 
premiums but also $239 million of the net underwriting loss due to accounting rules.

The economics of excess reinsurance contracts is such that a large premium is paid 
upfront, and claims are paid (usually) over a long period of time. The result is a large 
amount of float, which compensates the reinsurer for assuming an expected payout 
above the premium amount. Such an economic arrangement is not unlike that of a 
loan. The way the accounting works for these contracts is the premium is booked 
upfront in addition to all future expected losses; the difference (usually a negative 
number) is booked as an underwriting loss.**

Table 6.26: Accounting and economics of General Re’s North American 
property/casualty unit excess reinsurance contract, 2000

Accounting treatment
($ millions)
Upfront premium $404 
All expected future losses (643)
Underwriting loss ($239)
Economics
Interest cost if a loan over:
5 years 9.7%
10 years 4.8%
15 years 3.1%

Sources: Berkshire Hathaway Annual Report 2000 and author’s calculations.

* Note that these figures are from the 2001 presentation and the underwriting loss is $30 million greater than 
the original 2000 presentation.

** Making some generalized assumptions, we can view the economics of the transaction, which is not unlike 
that of a loan. If Berkshire had use of the $404 million premium for five years and it could pay back the 
$643 million in year five, it would cost it 10% per year; a ten-year payout would result in a cost of 5% (see 
Table 6.26). In practice, the timing of payouts could stretch decades, which would affect the cost. 
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The internet hype roped many into a speculative frenzy based on the false belief 
that technology would somehow eliminate costs and shower profits on all. Buffett 
and Munger looked beneath to the basic economics and saw otherwise. They saw that 
ordering groceries would go from paper to computer entry, but the costs of buying 
the product and distributing it to customers would not change. “There was a lot of 
money transferred … from the gullible to the promoters [of internet stocks] … It’s 
been a huge trap for the public,” Buffett said.

Berkshire vs. S&P 500

Though Berkshire beat its preferred benchmark the S&P 500 by 15.6% in 2000, its 
book value increased just 6.5%. That was because of a 9.1% decline in the S&P that 
year. Buffett told shareholders he thought Berkshire’s gain in intrinsic value (the 
metric that really counted) moderately exceeded the gain in book value.

With 1999 and 2000 containing pre-tax operating losses before considering 
investment income, the two-column method (investments per share plus some 
multiple of pre-tax operating earnings per share, excluding investment income) 
for determining Berkshire’s intrinsic value became a bit more complicated (see 
Table 6.27). Buffett even omitted the table in his 2000 Annual Report. Estimating 
Berkshire’s value required working directly from the financial statements, and it also 
called for some assumptions on insurance profitability.

Table 6.27: Berkshire Hathaway intrinsic value estimation

Per A-share: 2000 1999 
Investments $50,507 $47,339 
Pre-tax operating earnings (ex. investment income; 
adjusted to breakeven insurance underwriting)

 846  550 

Estimated value (investments + 10x operating earnings) 58,966 52,844 
Year-end share price 71,000 56,100 
Year-end book value per share 40,442 37,987 
Price/estimated value 1.20x 1.06x 
Price/book 1.76x 1.48x 
Value/book 1.46x 1.39x 
Change in estimated value 12%
Change in share price 27%

Sources: Berkshire Hathaway Annual Reports, 1999, 2000; and author’s calculations.

The first part of this estimate, investments per share, is relatively straightforward. 
Berkshire’s balance sheet provides the amounts for cash and investments excluding 
the Finance Businesses.*

* I am assuming that the cash and investments in the Finance Business are required for its operation. Including 
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XTRA

Acquisition Date: September 11, 2001
Description: Trailer leasing business
Purchase Price: About $578 million

Buffett said the deal came from his friend, Julian Robertson, whose investment fund, 
Tiger Fund, owned shares in the company. Even though Berkshire’s offer contained 
an out that would have allowed it to back away considering the events of the day, 
Berkshire completed the acquisition.

XTRA purchased trailers which were then leased to trucking companies and others 
moving freight. Its dependence on economic activity made it a cyclical business and 
therefore like many of Berkshire’s other businesses, which overall earned good returns. 
Owing to the nature of the business it was placed among the Finance and Financial 
Products businesses.

As a financial-related business, XTRA’s balance sheet contained a meaningful 
amount of debt. The company also earned good returns on total capital. Berkshire’s 
purchase price represented a premium of about 60% over the company’s underlying 
equity capital. Considering the purchase from the standpoint of a 100% cash-financed 
business, the effective purchase price yielded 12%.*

Table 6.28: XTRA Corporation—acquisition analysis

($ millions) 2000 1999 1998 
Revenues $477 $464 $461 
Revenues/average capital1 $0.41 $0.39 $0.37 
EBIT margin1 34% 33% 35%
Pre-tax return on capital 14% 13% 13%
Purchase price (equity) $578 
Assumed debt 788 
Effective purchase price $1,366 
Purchase multiple 1.17x 
BRK going-in pre-tax return 12.0%

Footnotes:
1. Adjustments were made for an asset write-down ($25 million) 
and restructuring costs ($13 million) in 1999.

Sources: Berkshire Hathaway Annual Report 2001, XTRA Corporation Annual Reports 1998–2000, and 
author’s calculations.

* Because of the effects of leverage, the going-in return on equity was closer to 18% pre-tax and 11% after tax. 
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Table 6.29: Berkshire Hathaway—Insurance Underwriting

($ millions) 2001 2000
GEICO Corporation
Premiums written $6,176 $5,778 
Premiums earned 6,060 5,610 
Underwriting gain/(loss) - pre-tax $221 ($224)

General Re
Premiums written $8,730 $8,696 
Premiums earned 8,353 8,696 
Underwriting gain/(loss) - pre-tax ($3,671) ($1,254)

Berkshire Hathaway Reinsurance Group
Premiums written $3,254 $4,724 
Premiums earned 2,991 4,712 
Underwriting gain/(loss) - pre-tax ($647) ($162)

Berkshire Hathaway Primary Group
Premiums earned $501 $325 
Underwriting gain/(loss) - pre-tax $30 $25 

Total underwriting gain/(loss) ($4,067) ($1,615)
Year end average float - total 31,690 26,585 
Cost of float 12.8% 6.1%
Aggregate adverse (favorable) loss development $1,165 $211 

Notes:
1. The results for 2000 at General Re include five quarters. In 2000 General Re International and 
Global Life/Health changed its reporting from a one-quarter lag.
2. Berkshire Hathaway Primary Group written premiums were not detailed.
Sources: Berkshire Hathaway Annual Report 2001 and author’s calculations.

General Re

Since Berkshire had purchased General Re in late 1998, the business had cumulatively 
lost nearly $6.5 billion from underwriting. In fact, in each year since 1998 the losses 
had only grown. The $3.7 billion loss for 2001 was a terrible underwriting result. 
Having written coverage for which it wasn’t paid (terrorism insurance), General Re 
lost $1.9 billion from the attacks alone. The segment also took an $800 million loss to 
correct prior years’ underwriting miscalculations.

The bulk of the loss at General Re came from its North American property/casualty 
segment, a $2.84 billion loss on $3.97 billion of earned premiums. This was not a case 
of long-tail contracts or any effect of accounting, but simply poor underwriting. A 
full $1.54 billion of the loss came from September 11th. It was the North American 
property/casualty segment that recorded the $800 million addition to its loss reserves 
during the year.
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Berkshire Hathaway Reinsurance Group outdid itself again, GEICO “shot the lights 
out,” and the Primary Group had an outstanding year.

Table 6.30: Berkshire Hathaway—Insurance Underwriting

($ millions) 2002 2001
GEICO Corporation
Premiums written $6,963 $6,176 
Premiums earned 6,670 6,060 
Underwriting gain/(loss) - pre-tax $416 $221 

General Re
Premiums written $8,521 $8,730 
Premiums earned 8,500 8,353 
Underwriting gain/(loss) - pre-tax ($1,393) ($3,671)

Berkshire Hathaway Reinsurance Group
Premiums written $3,254 
Premiums earned 3,300 2,991 
Underwriting gain/(loss) - pre-tax $534 ($647)

Berkshire Hathaway Primary Group
Premiums earned $712 $501 
Underwriting gain/(loss) - pre-tax $32 $30 

Total underwriting gain/(loss) ($411) ($4,067)
Year end average float - total 38,366 31,690 
Cost of float 1.1% 12.8%
Aggregate adverse (favorable) loss development $1,540 $1,165 

Notes:
1. Berkshire Hathaway Primary Group written premiums were not detailed.
2. Berkshire Hathaway Reinsurance Group written premiums stopped being reported in 2002.
Sources: Berkshire Hathaway Annual Report 2001–2002 and author’s calculations.

General Re

With Joe Brandon and Tad Montross now in control at General Re, Buffett thought the 
company was “well positioned to deliver huge amounts of no-cost float to Berkshire” 
without the hidden risks of yesteryear. Both Brandon and Montross focused on 
profitability of underwriting above all else—long the formula of Berkshire’s other 
insurance businesses. The pair increased premium rates on new business, which 
served to offset the lower volume of business written across General Re’s units.

Even though General Re’s combined ratio came in at 116.4% on $8.5 billion of 
premiums (a loss of $1.4 billion), the underlying business was transformed in short 
order. This was evident in its underwriting loss, which fell 62% from 2001. The bulk 
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the underlying change in share price because of the large upfront premium to both 
the underlying share price and book value. If the share price declined, holders could 
elect to receive their cash back at maturity—after paying Berkshire for the privilege.

The advantages of the SQUARZ notes lay almost entirely with Berkshire, yet 
investors nonetheless found them attractive, perhaps due to Berkshire’s historical 
rates of return. Berkshire had the benefit of:

1. Upfront use of the cash
2. Annual interest income from the negative interest rate
3. Low effective cost if the notes were converted into shares

Buffett was effectively monetizing his modest outlook for Berkshire’s future returns. 

Table 6.31: Berkshire Hathaway SQUARZ Notes—select data

Price-to-book ratio 2002-Q2  1.75x 
Implied price-to-book ratio at issuance  2.24x 
Annual return to warrant holder if BRK:
Increased by 15%/year over five years 8.71%
Increased by 10%/year over five years 3.95%

Sources: Berkshire Hathaway Annual Report 2002 and author’s calculations.

Accounting Lessons

Buffett’s 2002 Chairman’s letter purported to be the first to include a negative pro-
forma adjustment to earnings. He was poking fun at a very serious problem gripping 
the accounting and business world. Some companies of the day touted adjusted 
numbers that sought to exclude one-time or non-recurring items.* These appeared to 
make sense on the surface, but over time they served to divert the reader from what was 
happening. Buffett’s jab in his letter was a downward revision (since others adjusted 
upward without fail) to correct for Berkshire’s benefit from no catastrophe losses in 
2002 and some outsize gains Buffett booked in the financial products business.

His lessons for investors were simple and founded on a base of sound skepticism. 
Lesson one was be wary of company’s displaying weak accounting. He used 
three examples:

1. Companies not expensing stock options, which was still optional at the time;
2. Overly-optimistic pension assumptions;
3. And companies and managements touting EBITDA (earnings before interest 

taxes, depreciation and amortization). 

* This practice continues but generally ebbs and flows with the markets’ and regulators’ scrutiny. 
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2003 were far from disappointing. On the contrary, Berkshire added important non-
insurance subsidiaries to its roster and the Insurance Group turned in underwriting 
results fit for praise.

Insurance

“Last year was a standout,” wrote Buffett of 2003 Insurance Group performance. 
The group turned in an underwriting profit of $1.7 billion and float grew to a 
record $44 billion. All four of its main insurance segments contributed. Berkshire 
Hathaway Reinsurance Group continued its tradition of over-achieving, General Re 
was fixed, GEICO continued to impress, and Berkshire Hathaway Primary Group 
remained stellar.

Table 6.32: Berkshire Hathaway—Insurance Underwriting

($ millions) 2003 2002
GEICO Corporation
Premiums written $8,081 $6,963 
Premiums earned 7,784 6,670 
Underwriting gain/(loss) - pre-tax $452 $416 

General Re
Premiums written $8,021 $8,521 
Premiums earned 8,245 8,500 
Underwriting gain/(loss) - pre-tax $145 ($1,393)

Berkshire Hathaway Reinsurance Group
Premiums earned $4,430 $3,300 
Underwriting gain/(loss) - pre-tax $1,047 $534 

Berkshire Hathaway Primary Group
Premiums earned $1,034 $712 
Underwriting gain/(loss) - pre-tax $74 $32 

Total underwriting gain/(loss) $1,718 ($411)
Year end average float - total 42,722 38,366 
Cost of float (4.0%) 1.1% 
Aggregate adverse (favorable) loss development $480 $1,540 

Notes:
1. Berkshire Hathaway Primary Group written premiums were not detailed.
2. Berkshire Hathaway Reinsurance Group written premiums stopped being reported in 2002.
Sources: Berkshire Hathaway Annual Reports 2002–2003 and author’s calculations.
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to sloppy decisions.” At year-end 2003, Clayton had just over $2 billion of such loans 
on its books to finance customers’ purchases.

Clayton’s financing arrangements contain two lessons. One, financing interest-
bearing receivables* with debt is entirely appropriate. It was like a mini bank inside 
Berkshire that funded its interest-bearing assets with interest-bearing liabilities 
to take a spread. This was not the first of its kind at Berkshire. Scott Fetzer had a 
financing subsidiary that financed the purchase of World Book Encyclopedias and 
Kirby vacuum cleaners this way.

A second lesson from Clayton’s financing was the role of credit risk and incentives. 
With Clayton under Berkshire’s umbrella, it could retain all its loans from its 
customers. This meant it would ultimately bear the cost of underwriting bad loans 
and had an incentive to do good by its customers.** The securitization model in 
which the industry previously operated failed in large part because lenders did not 
care about short-term outcomes. Requiring lenders to keep some of each loan would 
play a key role in re-shaping the US credit system after the Great Recession of 2009 
where many subprime loans were resold in packages as mortgage-backed securities.

Berkshire’s purchase price of $1.7 billion suggests it paid a fair price for Clayton’s 
straightforward business model and its history of consistent financial returns. 
However, its pre-tax return on capital appears to have been at a low in 2002 as a result 
of the cyclical nature of its business. Berkshire could see an upside benefit if Clayton 
could achieve its historical average return of 21%. It could also benefit by providing 
financing to Clayton and avoiding expensive securitized financing.

Table 6.33: Clayton Homes—acquisition analysis

($ millions) 2002 2001 2000 1999 1998 1997 1996 1995 1994 1993 
Total revenues $1,199 $1,151 $1,293 $1,344 $1,128 $1,022 $929 $758 $628 $476 
Revenues/avg. capital $0.91 $0.95 $1.19 $1.24 $1.18 $1.40 $1.46 $1.35 $1.23 $0.98 
EBIT margin 17% 15% 18% 19% 19% 18% 18% 17% 17% 18%
Pre-tax return on capital 15% 14% 21% 23% 23% 26% 26% 23% 21% 17%
Purchase price (equity) $1,700 
Assumed debt 93 
Effective purchase price $1,793 
Purchase multiple 1.36x 
BRK going-in pre-tax 
return

11.2%

Sources: Berkshire Hathaway Annual Report 2003, Clayton Homes Annual Report 2002, and author’s 
calculations.

* This term is used broadly to include longer-term receivables and notes such as the mortgages Clayton held 
on its customers’ homes. 

** Clayton incented its dealers to make good loans (requiring adequate down payments and checking repayment 
capacity) by charging any losses to that dealer. It forced long-term thinking. Such long-term thinking was in the 
customers’ best interest as well.
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McLane

Berkshire’s second major acquisition of 2003 was McLane. McLane came to Buffett’s 
attention via Byron Trott, the Goldman Sachs banker who had worked on the 
SQUARZ debt issue.

McLane was a subsidiary of Walmart that had grown from Walmart’s need to 
distribute products to many stores. The business then expanded to include non-
Walmart stores such as convenience stores, drug stores, wholesale clubs, restaurants, 
and theaters. Not surprisingly Walmart accounted for 35% of McLane’s revenues. 
McLane conflicted with Walmart’s competitors because of its growth, leading 
Walmart to sell the subsidiary.

Berkshire paid Walmart $1.5 billion for McLane, with the transaction closing on 
May 23, 2003 (see Table 6.34). The business was simple and understandable and fit 
right in with Berkshire’s other non-insurance businesses. From an earning power 
standpoint, McLane’s business was not all that unusual. Its profit margins compared 
to other Berkshire subsidiaries, however, were.

McLane was a no-value-add type operation. It simply moved products from one 
location to another. Consequently, it commanded slim margins. So slim that it earned 
just 1% pre-tax on a massive $23 billion of revenues. This was a figure greater than all 
of Berkshire’s non-insurance subsidiaries combined. While it was profits not revenues 
that mattered, accounting conventions required that businesses be reported based on 
their revenues. As a result, McLane would have to remain a separate reporting item 
in all Berkshire’s financial reports going forward.

McLane’s thin profit margins are a good lesson on the importance of focusing 
on the right variables in business analysis. Profit margins would seem to be a good 
indicator of the desirability of a business, and indeed they do carry some important 
information. As McLane proves, however, a small profit margin can translate into a 
satisfactory return on capital, provided enough turnover. *

Table 6.34: McLane—acquisition analysis

($ millions)
Revenues $23,000 
Pre-tax margin 1%
Pre-tax income $230 
Berkshire's purchase price $1,500 
BRK going-in pre-tax return 15.3%

Sources: Berkshire Hathaway Annual Report 2003 and author’s calculations.

* The notes to the financial statements disclose that McLane’s 2002 revenues and pre-tax earnings were $21.9 
billion and $220 million, respectively. 
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Another way to prosper in a commodity-like business is to be the low-cost 
operator, and GEICO was among the best. Its direct-to-consumer distribution 
model provided a price advantage over rivals. Though the company had lost its 
underwriting discipline in the 1970s, it avoided bankruptcy. Under Berkshire’s 
complete ownership it had flourished as a disciplined and much larger enterprise 
with an almost 6% market share.

Perhaps Buffett’s most important job as overseer of the insurance managers was 
to monitor and reinforce the culture of discipline. His guidance was needed after 
General Re stumbled, but Berkshire was blessed to have managers like Tony Nicely 
at GEICO, Ajit Jain at Berkshire Hathaway Reinsurance Group, and many others 
within the Primary Group who operated with strong discipline.

Each of Berkshire’s major segments within the Insurance Group reported a profit 
in 2004. On $21 billion of premium volume, the group earned $1.6 billion pre-tax, 
producing Buffett’s highly-valued negative cost of float. Float increased by 6% to 
$46.1 billion at year-end.

Table 6.35: Berkshire Hathaway—Insurance Underwriting

($ millions) 2004 2003
GEICO Corporation
Premiums written $9,212 $8,081 
Premiums earned 8,915 7,784 
Underwriting gain/(loss) - pre-tax $970 $452 

General Re
Premiums written $6,860 $8,021 
Premiums earned 7,245 8,245 
Underwriting gain/(loss) - pre-tax $3 $145 

Berkshire Hathaway Reinsurance Group
Premiums earned $3,714 $4,430 
Underwriting gain/(loss) - pre-tax $417 $1,047 

Berkshire Hathaway Primary Group
Premiums earned $1,211 $1,034 
Underwriting gain/(loss) - pre-tax $161 $74 

Total underwriting gain/(loss) $1,551 $1,718 
Year end average float - total 45,157 42,722 
Cost of float (3.4%) (4.0%)
Aggregate adverse (favorable) loss development $419 $480 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Report 2003–2004 and author’s calculations.
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Berkshire expanded in the two broad areas that now defined its business activities: 
insurance and non-insurance. The insurance businesses provided the double 
benefit of profits and showers of float to invest. Buffett shared his formula in his 
1995 Chairman’s letter: Berkshire had “benefitted greatly—to a degree that is not 
generally well-understood—because our liabilities have cost us very little.” Buffett 
said a company’s profitability is determined by three factors: “1. What its assets earn; 
2. What its liabilities cost; and 3. Its utilization of ‘leverage’.” Berkshire did a good 
job earning high returns on assets, but its liabilities also contributed to its outsized 
success. Not only did float provide leverage to enhance Berkshire’s return on equity, 
it came at a negative cost and was therefore profitable.

The hardships of the prior decades gave Berkshire a complete understanding of 
how to maximize the value of an insurance operation. The secret was as obvious 
and simple as it was difficult: discipline. Berkshire’s insurers possessed a culture that 
prized profitability over volume, and this paid off handsomely.

Table 6.36: Reconciliation of shareholders’ equity, 1965–2004

($ millions) 1965–74 1975–84 1985–94 1995–04 1965–04 

Beginning of period shareholders’ 
equity

$22 $88 $1,272 $11,875 $22 

Net income - operations 57 366 2,869 19,344 22,636 

Net income - realized gains 7 199 1,354 14,096 15,657 

Unrealized appreciation of 
investments

0 486 5,877 15,000 21,363 

Mergers/divestitures 0 133 433 25,085 25,651 

Dividends/treasury stock (3) 0 69 0 66 

Issuance of Class-B stock 0 0 0 565 565 

Other/misc. 4 0 0 (65) (60)

End of period shareholders’ equity $88 $1,272 $11,875 $85,900 $85,900 

Change in equity during period $66 $1,184 $10,602 $74,026 $85,877 

Note: Figures may not add due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.
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Table 6.37: Contribution toward change in equity during period

1965–74 1975–84 1985–94 1995–04 1965–04 

Net income - operations 86% 31% 27% 26% 26% 

Net income - realized gains 11% 17% 13% 19% 18% 

Unrealized appreciation of 
investments

0% 41% 55% 20% 25% 

Mergers/divestitures 0% 11% 4% 34% 30% 

Dividends/treasury stock (4%) 0% 1% 0% 0% 

Issuance of Class-B stock 0% 0% 0% 1% 1% 

Other/misc. 7% 0% 0% (0%) (0%)

Total 100% 100% 100% 100% 100%

Note: Figures may not add due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Comparing the sources of Berkshire’s shareholders equity growth between 
decades we see that some sources changed little while others changed significantly. 
Net income from operations contributed about the same as it had in the prior two 
decades. Realized gains are also about the same proportion as in prior decades. 
Unrealized appreciation, however, had noticeably decreased.

The big standout is in mergers/divestitures. During the ten years ending in 2004, 
Berkshire made numerous acquisitions in both the non-insurance and insurance 
fields. By far the largest was General Reinsurance, with $22 billion of shares issued in 
connection with the merger. Numerous other acquisitions completed in whole or in 
part with shares, as well as the SQUARZ notes, comprised the $3 billion balance. In 
total about one-third of the increase in Berkshire’s net worth could be chalked up to 
shares issued.

All sources of equity considered, Berkshire increased its overall net worth by $74 
billion during the 1995–04 decade—a 623% increase. However, as Buffett frequently 
pointed out, the increase in overall net worth was not the real measure of success. 
The most important concern for shareholders was the change in per-share value. The 
increase in net worth translated into an annual rate of change of 21.9%. However, 
adjusting for the increase in shares outstanding the per-share rate of book value 
change was 18.7% per annum.

Berkshire’s stock price increased at an even slower (but by no means unsatisfactory) 
rate. A shareholder holding on at the average price between the 4th quarter 1994 and 
2004 would have earned 15.6%. This three percentage point per annum deficit is 
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explained by Berkshire’s price-to-book value decline over the ten years.* While we 
cannot know for sure the reason for the decline in price/book, it wasn’t interest rates. 
(The 10-Year Treasury declined yet again, from 7.8% in December 1994 to 4.2% in 
December 2004.) The more likely reason was reversion to a proper range of valuation 
guided by Berkshire’s communications.

Berkshire’s market capitalization rose from an average of $24 billion at year-end 
1994 to over $130 billion in 2004. Berkshire found itself 14th on Fortune Magazine’s 
500 largest company’s list.

Figure 6.1: Berkshire Hathaway stock price, 1995–2004 
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Sources: Of Permanent Value (Kilpatrick, 2015), Berkshire Hathaway Annual Reports 1995–2004, and 
author’s calculations. 

* One can see how much worse the result would have been for shareholders of the foiled Berkshire unit trust 
who would have bought in at a higher price and faced frictional costs along the way.
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Figure 6.2: Berkshire Hathaway price-to-book ratio, 1995–2004
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Sources: Of Permanent Value (Kilpatrick, 2015), Berkshire Hathaway Annual Reports 1995–2004, and 
author’s calculations. 

Berkshire went on a spending spree during the decade. The additional capital from 
float (which increased from an average of $3 billion at year-end 1994 to $45 billion at 
year-end 2004) and profits from existing operating businesses fueled the expansion.

Berkshire made two very important insurance investments and a host of non-
insurance investments. In 1996, it paid $2.3 billion to acquire the half of GEICO it 
did not already own, and in 1998 it made the largest acquisition in its history with the 
$22 billion purchase of General Re. Both became catalysts for future growth in profits 
and float, though Gen Re went through some very difficult times to earn its worth.

Berkshire created mini powerhouses in jewelry and furniture retailing. It 
purchased jewelers Helzberg and Ben Bridge, and acquired furniture retailers RC 
Willey, Star Furniture, and Jordan’s Furniture. In each case, Buffett allowed their 
managers complete autonomy to operate independently post-acquisition.

Berkshire also shunned the tech boom and doubled down on decidedly low-
tech but proven cash generating businesses important to everyday life. Some were 
household names; others were important to the workings of the economy but largely 
unknown to the average consumer. Berkshire welcomed Justin Industries, Benjamin 
Moore, Shaw Industries, MiTek, Albecca (Larson-Juhl), CTB, Garan, The Pampered 
Chef, Clayton Homes, and McLane. In addition, three new operating subsidiaries, 
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went untouched during the period while Berkshire added to its holdings in American 
Express, and to a lesser extent Wells Fargo.

Table 6.38: Berkshire Hathaway—equity portfolio, select detail

2004 1994 Change

($ millions) Cost Market Cost Market Cost Market

American Express $1,470 $8,546 $724 $819 $746 $7,727 

The Coca-Cola Company 1,299 8,328 1,299 5,150 0 3,178 

The Gillette Company 600 4,299 600 1,797 0 2,502 

Wells Fargo & Company 463 3,508 424 985 39 2,523 

Washington Post 11 1,698 10 419 1 1,279 

All other 5,213 11,338 2,526 6,066 2,687 5,272 

Total equity securities $9,056 $37,717 $5,583 $15,236 $3,473 $22,481 

Sources: Berkshire Hathaway Annual Reports 1994, 2004; and author’s calculations.

Berkshire’s balance sheet remained fortress-like. Its $189 billion of 2004 year-end 
assets were financed by $86 billion of equity and just $3.5 billion of true debt. The 
balance sheet was funded with other real liabilities, but these were of a different nature. 
The largest were the insurance-related liabilities including losses and loss adjustment 
expenses, and unearned premiums. In all, these insurance liabilities amounted to $59 
billion. Berkshire also had a $12 billion year-end deferred tax liability that provided 
capital to fund assets. While very much a real liability, deferred tax liabilities were 
payable only if/when Berkshire sold its appreciated investments or stopped investing 
in capital expenditures in excess of its depreciation costs.

The last category of liabilities, amounting to $20 billion, were the Finance and 
Financial Products liabilities. These liabilities included borrowings to finance Clayton 
Homes’ mortgage portfolio, Scott Fetzer’s finance arm, and other bank-like activities. 
Considering that the $20 billion of liabilities were backed by $30 billion of assets 
(including $3.4 billion in cash), this Berkshire mini bank was very conservatively 
financed. The $9.7 billion of equity attributable to Finance and Financial Products 
was akin to a 32% capital ratio—far in excess of anything seen in a typical bank.

As the decade progressed, Berkshire became less concentrated in insurance (see 
Table 6.39). Not only was Berkshire moving more into non-insurance operations but as 
we’ve seen the many businesses it acquired over the preceding decade were very diverse. 
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Table 6.39: Relative size of Berkshire’s insurance subsidiaries

($ millions) 2004 1994 

Insurance assets $114,759 $18,494 

Percentage of total BRK assets 61% 87%

Pre-tax underwriting profit $1,551 $130 

Pre-tax net investment income $2,824 $419 

Pre-tax income from non-insurance $3,302 $333 

Year-end float $46,094 $3,057 

Sources: Berkshire Hathaway Annual Reports 1994, 2004; and author’s calculations.

The shift away from the concentration in insurance was a natural consequence of 
Berkshire’s growth, and the non-insurance businesses reinforced the insurance businesses. 
Berkshire was well poised to take on huge insurance risks others could not or would 
not take on themselves because it had a growing and diverse stream of non-insurance 
earnings. The insurance companies were strong on their own, but to have assets and 
earnings streams not tied to insurance gave Berkshire confidence to expand into the 
reinsurance field when opportunities arose. Neither the economics of the business (the 
ability to take the lumpiness as it came), nor the accounting, were impediments.

The little debt that Berkshire incurred during this time was structured in Berkshire’s 
favor and done cheaply. In 1996, it issued a $500 million convertible issue. Berkshire 
also issued the first negative interest rate security with its $400 million SQUARZ 
issue in 2002. Other debt was incurred in the Finance and Financial Products 
area to support the FINOVA/Berkadia transaction and Clayton Homes’ lending 
activities, and to fund certain arbitrage situations managed by Buffett. Otherwise, 
very little debt was used at Berkshire by design. The one exception was MidAmerican. 
Being a utility, MidAmerican had the stability of earnings to borrow appropriately. 
Importantly, this debt was not guaranteed by Berkshire.

There were more than a few instances of share issuances during the decade. 
The largest was the $22 billion issued in connection with the General Reinsurance 
acquisition. Numerous other acquisitions during the decade, including Helzberg, 
RC Willey, Flight Safety, Executive Jet (NetJets) and Dairy Queen, had all or some 
Berkshire stock involved.

The issuance of the Class-B shares brought $565 million of net proceeds to 
Berkshire not tied to any acquisition. Increasing Berkshire’s share count by about 
1% it prevented investors from being duped by a stock promotor that sought to cash 
in on Berkshire’s well-earned reputation. But it was otherwise, in Munger’s words, a 
non-event. What would have been a real event was if any of the attempts to create 
unit trusts using Berkshire stock had been successful. That would have harmed the 
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($ millions, except per share data) 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995
Revenues:
Insurance premiums earned  $21,085 $21,493 $19,182 $17,905 $19,343 $14,306 $5,481 $4,761 $4,118 $957
Sales and service revenues  43,222 32,098 16,958 14,507 7,000 5,918 4,675 3,615 3,095 2,756
Interest, dividend, and other investment income  2,816 3,098 2,943 2,765 2,685 2,314 1,049 916 778 629
Interest and other revenues of finance and financial products 
businesses

3,763 3,041 2,234 1,928 1,322  125  212  32  25  27 

Investment gains 1, 4, 5 3,496 4,129 918 1,488 4,499 1,365 2,415 1,106 2,484 194
Total revenues  $74,382 $63,859 $42,235 $38,593 $34,849 $24,028 $13,832 $10,430 $10,500 $4,563 

Earnings:
Net earnings 1, 2, 3 $7,308 $8,151 $4,286 $795 $3,328 $1,557 $2,830 $1,901 $2,489 $795 

Net earnings per share 2, 3 $4,753 $5,309 $2,795 $521 $2,185 $1,025 $2,262 $1,542 $2,065 $670 

Year-end data6:
Total assets  $188,874 $180,559 $169,544 $162,752 $135,792 $131,416 $122,237 $56,111 $43,409 $28,711
Borrowings under investment agreements and other debt 
(excluding finance businesses)

$2,465 $2,385 $2,267 $1,944 $1,062

Notes payable and other borrowings of insurance and other non-
finance businesses

3,450 4,182 4,775 3,455 2,611

Notes payable and other borrowings of  
finance businesses

5,387 4,937 4,513 9,049 2,168

Shareholders' equity  85,900 77,596 64,037 57,950 61,724 57,761 57,403 31,455 23,427 16,739
Common shares outstanding, in thousands7 1,539 1,537 1,535 1,528 1,526 1,521 1,519 1,234 1,232 1,194
Shareholders' equity per outstanding share   $55,824  $50,498  $41,727  $37,920  $40,442  $37,987  $37,801  $25,488  $19,011  $14,025 

Footnotes:
1. After-tax investment gains were as follows: $2,259 $2,729 $2,729 $923 $2,746 $886 $1,553 $704 $1,605 $125
2. Includes pre-tax underwriting loss of $2.4 billion ($1.5 billion after-tax; $982 after-tax per A-share) in connection with the September 11, 2001 terrorist attack.
3. Beginning in 2002 goodwill was no longer amortized. Amortization charges after-tax relating to goodwill were $636 million ($416 per share) and $548 million ($360 per 
share) in 2001 and 2000, respectively.
4. 1997 capital gain includes $678 million pre-tax ($427 million after-tax) from the acquisition of Salomon, Inc. by Travelers Group, Inc.
5. 1996 capital gain includes $2.2 billion pre-tax ($1.4 billion after-tax) from the acquisition of Capital Cities/ABC, Inc. by The Walt Disney Company.
6. Year-end data for 1998 includes General Re, acquired on December 21, 1998.
7. Class A-equivalent shares.

Table 6.40: Berkshire Hathaway—select parent-level financial information

Note: Data was taken from the 2004 (2000–2004) and 1999 (1995–1999) Annual Reports to maintain consistency with the reporting for each five-year period. 
Slight differences exist for any particular year depending on the report year.
Sources: Berkshire Hathaway Annual Reports 1999, 2004.
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($ millions) 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995 1994
Prior year equity1 $77,596 $64,037 $57,950 $61,724 $57,761 $57,403 $31,455 $23,426 $16,739 $11,652 $10,140 
Current year net income/(loss) 7,308 8,151 4,286 795 3,328 1,557 2,830 1,902 2,489 795 553 
Change in common - issue 517,500 "B" shares        565   
Change in paid-in capital2 117 123 421 83 315 88 22,803 73 708 346  
Treasury stock2       3  3 3  
Other3          
Change in unrealized appreciation of securities, 
net of tax4

674 5,141 1,416 (4,579) 428 (1,382) 381 6,054 2,923 3,944 958 

Change in comprehensive income5 205 144 (36) (73) (108) 95 (69)     
Ending equity $85,900 $77,596 $64,037 $57,950 $61,724 $57,761 $57,403 $31,455 $23,426 $16,739 $11,652 

Shares outstanding at end of period
Class A 1,268,783  1,282,979  1,311,186  1,323,410  1,343,904  1,341,663  1,349,535  1,197,888  1,206,120  1,193,512  1,177,750 
Class B  8,099,175  7,609,543  6,704,117  6,144,222  5,469,786  5,366,955  5,070,379  1,087,156  783,755 
Total Class A-equivalent shares  1,538,756  1,536,630  1,534,657  1,528,217  1,526,230  1,520,562  1,518,548  1,234,127  1,232,245  1,193,512  1,177,750 
Footnotes:
1. The beginning 1994 (ending 1993) shareholders’ equity is $288.3 million lower due to the restatement of the financials associated with the 1996 GEICO merger.
2.
1995: 15,762 shares issued in connection with acquisition of Helzberg Diamond Shops and RC Willey Home Furnishings.
1996: 17,728 “A” shares and 112,655 “B” shares issued in connection with acquisition of FlightSafety.
1997: 1,866 “A” shares and 165 “B” shares issued in connection with acquisition of Star Furniture.
1998: 272,200 “A” share-equivalents issued in connection with the General Re acquisition. Remaining 12,221 A-equivalent shares attributable to the stock portion of the 
International Dairy Queen and Executive Jet acquisitions. Also note that in 1998 Berkshire eliminated/retired its outstanding Treasury stock.
1999: $88 million attributable to the exercise of stock options in connection with acquisitions.
2000: $224 million or 3,572 A-shares issued in connection with the acquisitions of USIC and Ben Bridge. Remainder or $91 million related to the exercise of options in 
connection with acquisitions and SQUARZ warrant premiums.
2001: $83 million additional paid-in capital relating to the exercise of stock options in connection with acquisitions  and SQUARZ warrant premiums.
2002: 4,505 A-shares and 7,063 B-shares issued in connection with unspecified acquisitions ($324 million); $97 million attributable to the exercise of options related to 
acquisitions and SQUARZ warrant premiums.
2003: $123 million attributable to the exercise of stock options in connection with acquisitions and SQUARZ warrant premiums.
2004: $117 million attributable to the exercise of stock options in connection with acquisitions and SQUARZ warrant premiums.
3. Other category included in the 1997 financial statements but not specified. Certain lines contain data that round to zero.
4. In 1998 and 1999, only the gross amounts for unrealized appreciation of investments and reclassification adjustment for appreciation included in net earnings are presented. 
The figures included for 1998 and 1999 use an estimated tax rate of 36%.
5. Includes foreign currency translation, transactions relating to pension plans, other, and amounts applicable to income taxes.

Table 6.41: Reconciliation of shareholders’ equity

Sources: Berkshire Hathaway Annual Reports, 1996–2004, and author's calculations.
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($ millions) 2000 1999 1998 1997 1996 1995 1994 
Assets
 Investments
  Fixed maturities at market1 $32,381 $30,217 $21,216 $10,028 $5,462 $1,369 $2,482 
  Equity securities at market:
   American Express Company 8,147 8,218 5,067 4,315 2,732 2,001 794 
   Capital Cities/ABC, Inc.     2,406 1,662 
   The Coca-Cola Company 12,159 11,622 13,368 13,306 10,500 7,407 5,138 
   The Walt Disney Company 0  1,489 2,083 1,680   
   Freddie Mac 146 2,803 3,885 2,683 1,773 1,044 644 
   GEICO2      2,393 1,678 
   McDonalds Corporation     1,356 505  
   The Gillette Company 3,468 3,954 4,590 4,821 3,732 2,502 1,797 
   Wells Fargo & Company 2,964 2,316 2,466 2,208 1,917 1,427 958 
   Other 12,008 10,256 8,629 6,526 3,862 2,363 2,452 

71,273 69,386 60,710 45,969 33,014 23,416 17,605 
Cash and cash equivalents 4,700 2,981 13,081 516 514 2,329 90 
Deferred costs 3,508 2,309 1,226 608 438 411 468 
Other 12,808 9,490 7,745 1,287 1,022 315 302 

$92,289 $84,166 $82,762 $48,380 $34,987 $26,470 $18,466 
Liabilities
Losses and loss adjustment expenses $33,022 $26,802 $23,012 $6,851 $6,274 $3,699 $3,430 
Unearned premiums 3,885 3,718 3,324 1,274 1,184 374 307 
Funds held under reinsurance assumed    397 450 379 307 
Accounts payable, accruals and other    1,256 802 239 255 
Policyholder liabilities and other accruals 6,986 6,537 6,419 
Income taxes, principally deferred 9,729 9,430 11,432 10,372 6,612 5,483 3,209 

53,622 46,487 44,187 20,150 15,321 10,174 7,509 
Equity
Minority shareholders' 1,157 1,337 1,554 359 258 196 137 
Berkshire shareholders' 37,510 36,342 37,021 27,871 19,408 16,100 10,820 

38,667 37,679 38,575 28,230 19,666 16,296 10,957 
$92,289 $84,166 $82,762 $48,380 $34,987 $26,470 $18,466 

Footnotes:
1. Includes Salomon, Inc. 
2. In 1996 GEICO became a wholly-owned subsidiary of Berkshire Hathaway.

Table 6.42: Berkshire Hathaway Insurance Group balance sheets, 1994–2000

Note: Berkshire discontinued this presentation after 2000.
Sources: Berkshire Hathaway Annual Reports 1994–2000.
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($ millions) 2000 1999 1998 1997 1996 1995 1994 
Premiums written $19,662 $14,667 $5,476 $4,852 $4,105 $1,024 $916 

Premiums earned $19,343 $14,306 $5,300 $4,761 $4,118 $958 $923 
Losses and loss expenses 17,326 12,518 3,904 3,420 3,090 612 564 
Underwriting expenses 3,602 3,182 1,131 880 806 325 229 
Total losses and expenses 20,928 15,700 5,035 4,300 3,896 937 793 
Underwriting gain (loss) pre-tax (1,585) (1,394) 265 461 222 21 130 
Net investment income 2,811 2,488 974 882 726 502 419 
Realized investment gain 3,920 1,364 2,462 1,059 2,290 181 92 
Other than temporary decline in value of investment in 
USAir Group, Inc. Preferred Stock

      (261)

Earnings before income taxes 5,146 2,458 3,701 2,403 3,238 703 380 
Income tax expense (benefit) 1,604 672 1,186 705 1,007 149 52 

3,542 1,786 2,515 1,698 2,232 554 329 

Minority interest 230 35 17 15 8 8 4 
Net earnings $3,312 $1,751 $2,498 $1,683 $2,224 $547 $324 

Net investment income detail:
 Dividends $493 $476 $363 $458 $418 $385 $362 
 Interest 2,340 2,030 621 431 322 100 92 
 Equity in net income/(loss) of Salomon, Inc.      18 (32)
 Investment expenses (22) (18) (10) (6) (14) (1) (4)
Total net investment income $2,811 $2,488 $974 $882 $726 $502 $419 

Table 6.43: Berkshire Hathaway Insurance Group income statements, 1994–2000

Sources: Berkshire Hathaway Annual Reports 1994–2000.

2000 1999 1998 1997 1996 1995 1994 
Loss ratio 89.6% 87.5% 73.7% 71.8% 75.0% 63.9% 61.1%
Expense ratio (against written premiums) 18.3% 21.7% 20.7% 18.1% 19.6% 31.7% 25.0%
Combined ratio (statutory) 107.9% 109.2% 94.3% 90.0% 94.7% 95.6% 86.1%
GAAP combined ratio 108.2% 109.7% 95.0% 90.3% 94.6% 97.9% 85.9%
Change in premiums written 34.1% 167.8% 12.9% 18.2% 300.8% 11.9% 24.2%
Change in premiums earned 35.2% 169.9% 11.3% 15.6% 330.1% 3.7% 41.9%
Premiums written / average equity 51.5% 38.5% 16.4% 20.3% 22.8% 7.5% 8.4%

Table 6.44: Berkshire Hathaway Insurance Group key ratios and figures, 1994–2000

Sources: Berkshire Hathaway Annual Reports 1994–2000 and author’s calculations.
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2004 2003 2002 2001 2000
($ millions) Amount % Amount % Amount % Amount % Amount %
GEICO Corporation
Premiums written $9,212 $8,081 $6,963 $6,176 $5,778 
Premiums earned 8,915 100.0% 7,784 100.0% 6,670 100.0% 6,060 100.0% 5,610 100.0%
Losses and loss expenses 6,360 71.3% 5,955 76.5% 5,137 77.0% 4,842 79.9% 4,809 85.7%
Underwriting expenses 1,585 17.8% 1,377 17.7% 1,117 16.7% 997 16.5% 1,025 18.3%
   Total losses and expenses 7,945 89.1% 7,332 94.2% 6,254 93.8% 5,839 96.4% 5,834 104.0%
Underwriting gain (loss) - pre-tax $970 $452 $416 $221 ($224)

Statutory combined ratio 88.5% 93.5% 93.1% 96.0% 103.5%

General Re 2004 2003 2002 2001 2000
($ millions) Amount % Amount % Amount % Amount % Amount %
Premiums written:
 North American property/casualty $2,747 $3,440 $3,975 $4,172 $3,517 
 International property/casualty 2,091 2,742 2,647 2,553 3,036 
 Life/health 2,022 1,839 1,899 2,005 2,263 
Total Gen Re premiums written $6,860 $8,021 $8,521 $8,730 $8,816 

Premiums earned:
 North American property/casualty $3,012 $3,551 $3,967 $3,968 $3,389 
 International property/casualty 2,218 2,847 2,647 2,397 3,046 
 Life/health 2,015 1,847 1,886 1,988 2,261 
Total Gen Re premiums earned $7,245 $8,245 $8,500 $8,353 $8,696 

Underwriting gain (loss) pre-tax:
 North American property/casualty $11 99.6% $67 98.1% ($1,019) 125.7% ($2,843) 171.6% ($656) 119.4%
 International property/casualty (93) 104.2% 20 99.3% (319) 112.1% (746) 131.1% (518) 117.0%
 Life/health 85 95.8% 58 96.9% (55) 102.9% (82) 104.1% (80) 103.5%
Total Gen Re underwriting gain (loss) - pre-tax $3 100.0% $145 98.2% ($1,393) 116.4% ($3,671) 143.9% ($1,254) 114.4%
Note: GAAP combined ratio shown in %.

Table 6.45: Berkshire Hathaway—insurance underwriting detail

Note: The following table was broken up into multiple sections and spans several pages

Continued...
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Berkshire Hathaway Reinsurance Group 2004 2003 2002 2001 2000
($ millions) Amount % Amount % Amount % Amount % Amount %
Premiums earned:
 Catastrophe and individual risk $1,462 $1,330 $1,283 $553 $321 
 Retroactive reinsurance 188 526 407 1,993 3,944 
 Quota share 1,289 220 22 
 Other 2,064 2,574 321 225 425 
Total BHRG premiums earned $3,714 $4,430 $3,300 $2,991 $4,712 

Underwriting gain (loss) pre-tax:
 Catastrophe and individual risk $385 73.7% $1,108 16.7% $1,006 21.6% ($150) 127.1% $196 38.9%
 Retroactive reinsurance (412) 319.1% (387) 173.6% (446) 209.6% (371) 118.6% (191) 104.8%
 Quota share (86) 106.7% (57) 125.9% (3) 113.6%
 Other 444 78.5% 326 87.3% 60 81.3% (69) 130.7% (164) 138.6%
Total BHRG underwriting gain (loss) - pre-tax $417 88.8% $1,047 76.4% $534 83.8% ($647) 121.6% ($162) 103.4%
Note: GAAP combined ratio shown in %.

BHRG - Combined
Premiums written $3,254 $4,724 
Premiums earned 3,714 100.0% 4,430 100.0% 3,300 100.0% 2,991 100.0% 4,712 100.0%
Losses and loss expenses 3,443 115.1% 4,760 101.0%
Underwriting expenses 195 6.5% 114 2.4%
   Total losses and expenses 3,297 88.8% 3,383 76.4% 2,766 83.8% 3,638 121.6% 4,874 103.4%
Underwriting gain (loss) - pre-tax $417 $1,047 $534 ($647) ($162)

Berkshire Hathaway Primary Group 2004 2003 2002 2001 2000
($ millions) Amount % Amount % Amount % Amount % Amount %

Premiums written
Premiums earned1 1,211 100.0% 1,034 100.0% 712 100.0% 501 100.0% 325 100.0%
Losses and loss expenses
Underwriting expenses
   Total losses and expenses 1,050 86.7% 960 92.8% 680 95.5% 471 94.0% 300 92.3%
Underwriting gain (loss) - pre-tax $161 $74 $32 $30 $25 

Aggregate adverse (favorable) loss development2 $419 2.0% $480 2.2% $1,540 8.0% $1,165 6.5% $211 1.1%

...Continued from prior page
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1999 1998 1997 1996 1995 1994
($ millions) Amount % Amount % Amount % Amount % Amount % Amount %
GEICO Corporation
Premiums written $4,953 $4,182 $3,588 $3,122 $2,856 
Premiums earned 4,757 100.0% 4,033 100.0% 3,482 100.0% 3,092 100.0% 2,787 100.0%
Losses and loss expenses 3,815 80.2% 2,978 73.8% 2,630 75.5% 2,434 78.7% 2,254 80.9%
Underwriting expenses 918 19.3% 786 19.5% 571 16.4% 487 15.8% 441 15.8%
   Total losses and expenses 4,733 99.5% 3,764 93.3% 3,201 91.9% 2,921 94.5% 2,695 96.7%
Underwriting gain (loss) - pre-tax $24 $269 $281 $171 $92 

Statutory combined ratio 98.7% 92.6% 91.5% 94.3% 96.3%

General Re 1999 1998 1997 1996 1995 1994
($ millions) Amount % Amount % Amount % Amount % Amount % Amount %
Premiums written:
 North American property/casualty $2,801 $2,707 
 International property/casualty 2,506 2,072 
 Life/health 1,736 1,305 
Total Gen Re premiums written $7,043 $6,084 

Premiums earned:
 North American property/casualty $2,837 $2,708 
 International property/casualty 2,343 2,095 
 Life/health 1,725 1,292 
Total Gen Re premiums earned $6,905 $6,095 

Underwriting gain (loss) pre-tax:
 North American property/casualty ($584) 120.6% $21 99.2%
 International property/casualty (473) 120.2% (101) 104.8%
 Life/health (127) 107.4% (290) 122.4%
Total Gen Re underwriting gain (loss) - pre-tax ($1,184) 117.1% ($370) 106.1%
Note: GAAP combined ratio shown in %.

Table 6.45: Berkshire Hathaway—insurance underwriting detail

Continued...
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Berkshire Hathaway Reinsurance Group 1999 1998 1997 1996 1995 1994
($ millions) Amount % Amount % Amount % Amount % Amount % Amount %
Premiums earned:
 Catastrophe and individual risk $880 
 Retroactive reinsurance 1,507 
 Quota share
 Other
Total BHRG premiums earned $2,387 

Underwriting gain (loss) pre-tax:
 Catastrophe and individual risk ($159) 118.1%
 Retroactive reinsurance (97) 106.4%
 Quota share
 Other
Total BHRG underwriting gain (loss) - pre-tax ($256) 110.7%
Note: GAAP combined ratio shown in %.

BHRG - Combined
Premiums written $2,410 $986 $955 $715 $777 $690 
Premiums earned 2,382 100.0% 939 100.0% 967 100.0% 758 100.0% 718 100.0% 688 100.0%
Losses and loss expenses 2,573 108.0% 765 81.5% 676 69.9% 573 75.6% 522 72.7% 477 69.3%
Underwriting expenses 65 2.7% 195 20.8% 163 16.9% 193 25.5% 217 30.2% 131 19.0%
   Total losses and expenses 2,638 110.7% 960 102.2% 839 86.8% 766 101.1% 739 102.9% 608 88.3%
Underwriting gain (loss) - pre-tax ($256) ($21) $128 ($8) ($21) $81 

Berkshire Hathaway Primary Group 1999 1998 1997 1996 1995 1994
($ millions) Amount % Amount % Amount % Amount % Amount % Amount %

Premiums written $309 $268 $247 $226 
Premiums earned1 262 100.0% 328 100.0% 313 100.0% 268 100.0% 240 100.0% 235 100.0%
Losses and loss expenses 114 36.5% 92 34.2% 90 37.5% 88 37.6%
Underwriting expenses 146 46.6% 119 44.2% 109 45.6% 98 41.8%
   Total losses and expenses 240 91.6% 311 94.8% 260 83.1% 210 78.4% 199 83.1% 187 79.4%
Underwriting gain (loss) - pre-tax $22 $17 $53 $59 $41 $48 

Aggregate adverse (favorable) loss development2 ($192) (1.3%) ($195) (1.7%) ($131) (2.8%) ($90) (2.2%) $56 1.5% $60 6.5%

...Continued from prior page
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Table 6.45: Berkshire Hathaway—insurance underwriting detail

Footnotes:
1. Beginning in August 2000, the Berkshire Hathaway Primary Group included the results of the United States Investment Corporation (“USIC”). 
2. Per the notes to the financial statements. Percentage is the ratio of loss development to earned premiums.
3. The results for 2000 at General Re include five quarters. In 2000 General Re International and Global Life/Health changed its reporting from a 
one-quarter lag.

Notes:
1. Unless otherwise stated, the ratios presented are on a GAAP basis. Statutory ratios were either unavailable or incalculable.
2. 1995: There is an inconsistency in the financial statements with respect to consolidated pre-tax underwriting income. The financial statements report the same 
$19.6 million consolidated pre-tax gain; however, Buffett’s table reports a figure of $20.5 million. It is possible this is due to Buffett having removed Structured 
Settlement losses.
3. 1996: The consolidated underwriting gain amounts to $221.4 million in this table, and in the notes to the financial statements. However, Buffett’s Sources 
of Reported Earnings table, and the non-GAAP financials at the end of the annual report, list a figure of $222.1 million.
4. In 1996 Berkshire stopped reporting loss development in each business line.
5. 2000: BHRG: The figure for earned premiums in the 2000 annual report is $4,705. In the 2002 presentation it is listed as $4,712. Likewise, the pre-tax 
underwriting loss, as originally presented, was $175. This changed to a loss of $162 in the 2002 presentation. I have used the 2002 figures and adjusted the 
losses and loss expenses, which were not detailed in the 2002 presentation, by the difference (reasoning it is more likely the loss estimate was off vs. the expenses, 
which should have been known).
2000: General Re: The results presented here for 2000 include 15 months. Berkshire subsequently corrected for this. The narrative contains results for the 12 
month period.
Sources: Berkshire Hathaway Annual Reports 1995–2004 and author's calculations.

...Continued from prior page
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($ millions) 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995 1994
GEICO Corporation
Premiums written $9,212 $8,081 $6,963 $6,176 $5,778 $4,953 $4,182 $3,588 $3,122 $2,856 
Premiums earned 8,915 7,784 6,670 6,060 5,610 4,757 4,033 3,482 3,092 2,787 
Underwriting gain/(loss) - pre-tax $970 $452 $416 $221 ($224) $24 $269 $281 $171 $92 

General Re
Premiums written $6,860 $8,021 $8,521 $8,730 $8,696 $7,043 $6,084 
Premiums earned 7,245 8,245 8,500 8,353 8,696 6,905 6,095 
Underwriting gain/(loss) - pre-tax $3 $145 ($1,393) ($3,671) ($1,254) ($1,184) ($370)

Berkshire Hathaway Reinsurance Group
Premiums written $3,254 $4,724 $2,410 $986 $955 $715 $777 $690 
Premiums earned 3,714 4,430 3,300 2,991 4,712 2,382 939 967 758 718 688 
Underwriting gain/(loss) - pre-tax $417 $1,047 $534 ($647) ($162) ($256) ($21) $128 ($8) ($21) $81 

Berkshire Hathaway Primary Group
Premiums written $309 $268 $247 $226 
Premiums earned1 $1,211 $1,034 $712 $501 $325 $262 $328 313 268 240 235 
Underwriting gain/(loss) - pre-tax $161 $74 $32 $30 $25 $22 $17 $53 $59 $41 $48 

Total underwriting gain/(loss)2 $1,551 $1,718 ($411) ($4,067) ($1,615) ($1,394) $265 $462 $222 $21 $130 
Year end average float - total 45,157 42,722 38,366 31,690 26,585 24,026 15,070 7,093 6,702 3,607 3,057 
Cost of float (3.4%) (4.0%) 1.1% 12.8% 6.1% 5.8% (1.8%) (6.5%) (3.3%) (0.6%) (4.3%)
Aggregate adverse (favorable) loss development3 $419 $480 $1,540 $1,165 $211 ($192) ($195) ($131) ($90) $56 $60 

Footnotes:
1. Beginning in August 2000, the Berkshire Hathaway Primary Group included the results of the United States Investment Corporation (“USIC”).
2. 1998: Total does not include General Re (only owned for 10 days).

Notes:
1. In 1996 Berkshire stopped reporting loss development in each business line.
2. The results for 2000 at General Re include five quarters. In 2000 General Re International and Global Life/Health changed its reporting from a one-quarter lag.
Sources: Berkshire Hathaway Annual Reports 1995–2004 and author’s calculations.

Table 6.46: Berkshire Hathaway—insurance underwriting overview
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Year-end Float (in $ millions)
Year GEICO General 

Reins.
Other 
Reins.

Other 
Primary

Total Avg. 
Float

Float Cost

1994  3,057 (4.3%)
1995  3,607 (0.6%)
1996  6,702 (3.3%)
1997  2,917 n/a   4,014  455  7,386  7,093 (6.5%)
1998  3,125  14,909  4,305  415  22,754  15,070 (1.8%)
1999  3,444  15,166  6,285  403  25,298  24,026 5.8% 
2000  3,943  15,525  7,805  598  27,871  26,585 6.1% 
2001  4,251  19,310  11,262  685  35,508  31,690 12.8% 
2002  4,678  22,207  13,396  943  41,224  38,366 1.1% 
2003  5,287  23,654  13,948  1,331  44,220  42,722 (4.0%)
2004  5,960  23,120  15,278  1,736  46,094  45,157 (3.4%)

Year-end Float Growth %
Year GEICO General 

Reins.
Other 
Reins.

Other 
Primary

Total Avg. 
Float

1994 16.5% 
1995 18.0% 
1996 85.8% 
1997 5.8% 
1998 7.1% n/a  7.2% (8.8%) 208.1% 112.5% 
1999 10.2% 1.7% 46.0% (2.9%) 11.2% 59.4% 
2000 14.5% 2.4% 24.2% 48.4% 10.2% 10.6% 
2001 7.8% 24.4% 44.3% 14.5% 27.4% 19.2% 
2002 10.0% 15.0% 18.9% 37.7% 16.1% 21.1% 
2003 13.0% 6.5% 4.1% 41.1% 7.3% 11.4% 
2004 12.7% (2.3%) 9.5% 30.4% 4.2% 5.7% 

Year-end Float % Total Float
Year GEICO General 

Reins.
Other 
Reins.

Other 
Primary

Total

1994
1995
1996
1997 39.5% n/a  54.3% 6.2% 100.0%
1998 13.7% 65.5% 18.9% 1.8% 100.0%
1999 13.6% 59.9% 24.8% 1.6% 100.0%
2000 14.1% 55.7% 28.0% 2.1% 100.0%
2001 12.0% 54.4% 31.7% 1.9% 100.0%
2002 11.3% 53.9% 32.5% 2.3% 100.0%
2003 12.0% 53.5% 31.5% 3.0% 100.0%
2004 12.9% 50.2% 33.1% 3.8% 100.0%

Table 6.47: Berkshire Hathaway Insurance Group float, select data  
and information

Sources: Berkshire Hathaway Annual Reports, and author’s calculations.
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($ millions) 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995 1994 
Net unpaid losses net of discounts/deferred charges end of year1 $40,087 $39,709 $37,769 $34,373 $27,278 $22,751 $20,077 $5,883 $5,473 $5,045 $2,625 

Liability re-estimated:
1 year later 40,618 39,206 36,289 28,569 22,239 19,663 5,673 5,324 4,936 2,662 

2 years later 40,663 38,069 30,667 22,829 18,132 5,540 5,220 4,901 2,707 
3 years later 40,023 32,156 24,079 18,464 5,386 5,093 4,859 2,690 
4 years later 33,532 25,158 19,750 5,293 4,973 4,795 2,696 
5 years later 26,894 20,581 5,304 4,906 4,707 2,658 
6 years later 21,172 5,246 4,920 4,647 2,622 
7 years later 5,311 4,891 4,673 2,600 
8 years later 4,958 4,660 2,617 
9 years later 4,728 2,611 

10 years later 2,662 

Cumulative deficiency (redundancy) 909 2,894 5,650 6,254 4,143 1,095 (572) (515) (317) 37 
Cumulative foreign exchange effect (490) (1,485) (1,909) (1,827) (869) (550) 0 0 0 0 
Net deficiency (redundancy) 419 1,409 3,741 4,427 3,274 545 (572) (515) (317) 37 

Cumulative payments:
1 year later 8,828 8,092 6,653 5,352 5,825 4,509 1,811 1,385 1,166 210 

2 years later 14,262 11,396 8,744 8,289 7,596 2,463 2,379 1,912 436 
3 years later 16,378 11,625 9,889 9,384 3,330 2,891 2,732 775 
4 years later 15,608 11,513 10,436 3,507 3,372 3,129 1,309 
5 years later 13,840 11,421 3,598 3,465 3,310 1,460 
6 years later 12,221 3,694 3,518 3,357 1,591 
7 years later 3,752 3,586 3,388 1,624 
8 years later 3,635 3,449 1,639 
9 years later 3,491 1,686 

10 years later 1,716 

Net deficiency (redundancy) above 419 1,409 3,741 4,427 3,274 545 (572) (515) (317) 37 
Deficiency from deferred charge amortization and discount 
accretion

332 333 334 335 336 337 338 339 340 341 

(Redundancy) deficiency before deferred charge amortization and 
discount accretion

87 1,076 3,407 4,092 2,938 208 (910) (854) (657) (304)

Footnote:
1. The full loss development table in the 10K report starts with gross unpaid losses and includes such items as reserve discounts, ceded reserves, and deferred charges. I’ve chosen 
to begin the table here due to space limitations.

Table 6.48: Berkshire Hathaway property and casualty loss development

Source: Berkshire Hathaway 10K filing, 2004.
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($ millions) 2000 1999 1998 1997 1996 1995 1994 
Assets
Cash and cash equivalents $400 $370 $281 $103 $61 $125 $77 
Accounts receivable 1,226 923 823 624 563 455 309 
Inventories 1,215 806 727 599 579 556 398 
Investments in MidAmerican Energy 1,719 
Properties and equipment 2,250 1,509 1,190 892 863 286 220 
Other 921 388 331 156 98 34 30 
Total assets $7,731 $3,996 $3,352 $2,375 $2,164 $1,455 $1,033 

Liabilities
Accounts payable, accruals and other $1,674 $908 $761 $532 $523 $398 $293 
Income taxes 187 196 166 157 127 20 31 
Term debt and other borrowings 1,213 740 442 217 193 151 22 
Total liabilities 3,074 1,844 1,369 906 844 569 346 

Equity
Minority shareholders' 59 75 75 52 52 40 40 
Berkshire shareholders' 4,598 2,077 1,908 1,417 1,269 847 648 
Total equity 4,657 2,152 1,983 1,470 1,321 886 688 
Total liabilities and equity $7,731 $3,996 $3,352 $2,375 $2,164 $1,455 $1,033 

Table 6.49: Manufacturing, Publishing, and Retailing businesses—balance sheets, 1994–2000

Notes:
1. Berkshire discontinued this presentation after 2000.
2. Includes: Dexter as of Nov. 7, 1993; Helzberg’s Diamond Shops as of Apr. 30, 1995; R.C. Willey Home Furnishings as of Jun. 29, 1995; FlightSafety as of 
Dec. 23, 1996; Star Furniture as of Jul. 1, 1997; International Dairy Queen as of Jan. 7, 1998; Executive Jet as of Aug. 7, 1998; Jordan’s Furniture as of Nov. 
13, 1999; CORT Business Services as of Feb. 18, 2000; MidAmerican Energy as of Mar. 14, 2000; Ben Bridge Jeweler as of Jul. 3, 2000; Acme Building Brands 
and Justin Brands as of Aug. 1, 2000; Benjamin Moore as of Dec. 18, 2000.

Sources: Berkshire Hathaway Annual Reports, 1994–2000.
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($ millions) 2000 1999 1998 1997 1996 1995 1994 
Revenues:
Sales and service revenues $7,326 $5,918 $4,675 $3,578 $3,062 $2,756 $2,352 
Income from MidAmerican Energy 197 
Interest income1 18 11 8 45 39 25 9 
Sundry income 0 0 0 0 0 0 0 

$7,541 $5,929 $4,683 $3,622 $3,101 $2,781 $2,361 

Costs and expenses:
Costs of products and services sold $4,893 $4,061 $3,010 $2,179 $1,876 $1,698 $1,443 
Selling, general and administrative expenses 1,657 1,126 1,014 899 832 741 579 
Interest on debt 85 31 19 20 15 9 4 

6,635 5,218 4,043 3,098 2,723 2,449 2,025 
Earnings from operations before income taxes 906 711 640 524 378 332 336 
Income tax expense 334 267 234 200 138 126 122 

572 444 406 325 239 206 214 
Minority interest 21 5 5 6 5 5 5 
Net earnings $551 $439 $401 $319 $234 $201 $209 

Footnote:
1. It appears some interest income was included in Sales and Service revenues prior to 1998 and Berkshire changed the presentation going forward.
Sources: Berkshire Hathaway Annual Reports, 1994–2000.

Table 6.50: Manufacturing, Publishing, and Retailing businesses—income statements, 1994–2000

2000 1999 1998 1997 1996 1995 1994 
Change in revenues 27.2% 26.6% 29.3% 16.8% 11.5% 17.8% 19.8% 
Change in pre-tax profit (operating income) 27.4% 11.1% 22.0% 38.9% 13.7% (1.1%) 23.3% 
Gross margin 33.2% 31.4% 35.6% 39.1% 38.7% 38.4% 38.7% 
Pre-tax margin 12.0% 12.0% 13.7% 14.5% 12.2% 11.9% 14.2% 
Return on invested capital (avg.) - pre-tax 20.7% 26.7% 31.1% 32.8% 29.6% 38.0% 49.3% 
Return on invested capital (avg.) - after-tax 13.1% 16.7% 19.8% 20.3% 18.8% 23.6% 31.3% 
Return on average equity - pre-tax 26.6% 34.4% 37.1% 37.6% 34.2% 42.2% 51.0% 
Return on average equity - after tax 16.8% 21.5% 23.5% 23.3% 21.7% 26.1% 32.4% 
Debt/equity 26% 34% 22% 15% 15% 17% 3%

Table 6.51: Manufacturing, Publishing, and Retailing businesses—ratios and key figures, 1994–2000

Sources: Berkshire Hathaway Annual Reports 1994–2000; and author’s calculations.
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($ millions) 2004 2003 
Assets
Cash and equivalents $899 $1,250 
Accounts and notes 
receivable

3,074 2,796 

Inventory 3,842 3,656 
Other current assets 254 262 
Total current assets 8,069 7,964 

Goodwill and other 
intangibles

8,362 8,351 

Fixed assets 6,161 5,898 
Other assets 1,044 1,054 

$23,636 $23,267 

Liabilities and Equity
Notes payable $1,143 $1,593 
Other current liabilities 4,685 4,300 
Total current liabilities 5,828 5,893 

Deferred taxes 248 105 
Term debt and other 
liabilities

1,965 1,890 

Equity 15,595 15,379 
$23,636 $23,267 

($ millions) 2004 2003 2002 
Revenues $44,142 $32,106 $16,970 
Operating expenses 41,604 29,885 14,921 
(Including depreciation) 676 605 477 
Interest expense (net) 57 64 108 
Pre-tax income 2,481 2,157 1,941 
Income taxes 941 813 743 
Net income $1,540 $1,344 $1,198 

Pre-tax earnings breakdown:
Building Products $643 $559 $516 
Shaw Industries 466 436 424 
Apparel & Footwear 325 289 229 
Retail Operations 215 224 219 
Flight Services 191 72 225 
McLane1 228 150 
Other businesses 413 427 328 

$2,481 $2,157 $1,941 

Footnote:
1. Includes McLane starting May 23, 2003.

2004 2003 
Return on avg. equity after-tax 9.9%
Return on avg. tang. equity after-tax 21.6%
Notes payable/equity 7.3% 10.4%
Total assets/total equity  1.52  1.51 

Table 6.52: Manufacturing, Service and Retailing 
Operations—balance sheets, 2003–2004

Table 6.53: Manufacturing, Service and Retailing 
Operations— income statements, 2002–2004

Sources: Berkshire Hathaway Annual Reports, 2003, 2004. Sources: Berkshire Hathaway Annual Reports, 2003, 2004. 

Table 6.54: Manufacturing, Service and Retailing Operations—ratios and key figures, 2003–2004

Sources: Berkshire Hathaway Annual Reports 2003, 2004; and author’s calculations.
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($ millions) 2000 1999 1998 1997 1996 1995 1994 
Assets
Cash and cash equivalents $341 $623 $907 $56 $11 $41 $16 
Fixed maturity investments: 971 742 529 539 
  Held to maturity, at cost 1,826 2,002 1,227 
  Trading, at fair value 5,327 11,277 5,219 
  Available for sale, at fair value 880 999 743 
Trading account assets 5,429 5,881 6,234 
Securities purchased under agreements to resell 680 1,171 1,083 
Installment and other receivables   226 228 196 173 
Deferred tax assets    18 23 14 6 
Other 2,346 2,276 1,576   1 2 

$16,829 $24,229 $16,989 $1,271 $1,004 $781 $736 

Liabilities
Annuity reserves and policyholder liabilities $868 $843 $816 $697 $435 $117 $41 
Securities sold under agreements to repurchase 3,386 10,216 4,065 
Securities sold but not yet purchased 715 1,174 1,181 
Trading account liabilities 4,974 5,930 5,834 
Notes payable and other borrowings 2,116 1,998 1,503 326 381 524 602 
Accounts payable, accruals, and other 3,004 2,304 2,428 126 124 77 32 

15,063 22,465 15,827 1,149 940 717 674 

Equity
Berkshire shareholders' 1,766 1,764 1,162 122 64 64 62 

$16,829 $24,229 $16,989 $1,271 $1,004 $781 $736 

Note:
1. Berkshire discontinued this presentation after 2000.

Table 6.55: Finance Businesses—balance sheets, 1994–2000

Sources: Berkshire Hathaway Annual Reports 1994–2000; and author's calculations.
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($ millions) 2000 1999 1998 1997 1996 1995 1994 
Revenues:
Annuity premiums earned $0 $0 $95 $248 $260 $75 $36 
Interest and fees on loans and financed receivables   38 39 38 38 
Interest and dividends on investment securities    75 55 44 35 
Interest income 910 740      
Other revenues 595 247 293     

$1,505 $987 $388 $360 $353 $157 $109 

Expenses:
Interest expense $798 $596 $27 $24 $33 $39 $36 
Annuity benefits and underwriting expenses 55 54 146 287 277 81 38 
General and administrative 123 87 16 21 21 17 14 

976 737 189 332 330 136 87 
Earnings from operations before income taxes 529 250 199 28 23 21 22 
Income tax expense 187 32 70 10 8 8 8 
Net earnings $342 $218 $129 $18 $15 $13 $15 

Table 6.56: Finance Businesses—income statements, 1994–2000

Sources: Berkshire Hathaway Annual Reports 1994–2000; and author’s calculations.

2000 1999 1998 1997 1996 1995 1994 
Total assets/total equity  9.5  13.7  14.6  10.4  15.7  12.2  11.9 
Capital ratio (inverse of above) 10.5% 7.3% 6.8% 9.6% 6.4% 8.2% 8.4%
Return on average assets (after tax) 1.67% 1.06% 1.41% 1.58% 1.67% 1.66% 1.80%
Return on average equity (after tax) 19.4% 14.9% 20.1% 19.4% 23.3% 20.1% 24.1%

Sources: Berkshire Hathaway Annual Reports 1994–2000; and author’s calculations.

Table 6.57: Finance Businesses—ratios, 1994–2000
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($ millions) 2000 1999 1998 1997 1996 1995 1994 
Assets
Cash and cash equivalents $163 $484 $220 $383 $765 $250 $106 
Investments:
 Fixed maturities: 184 2 30 
  Bonds 206 943 8 287 
  Preferred stocks 64 42 47 76 
 Equity securities 365 339 267 307 199 187 113 
Unamortized goodwill and property account adjustments 18,831 18,489 18,613 3,099 3,150 748 520 
Deferred tax assets 62 80 130 136 31 2 8 
Other 69 50 128 105 259 57 186 

$19,674 $19,444 $19,388 $4,298 $5,388 $1,299 $1,297 

Liabilities
Accounts payable, accruals, and other $163 $76 $40 $39 $816 $51 $62 
Income taxes 236 86 158 152 143 94 67 
Borrowings under investment agreements and other debt 1,372 1,693 1,863 2,016 1,718 919 799 

1,771 1,855 2,061 2,208 2,677 1,064 929 

Equity
Minority shareholders' 53 11 15 45 25 29 23 
Berkshire shareholders' equity 17,850 17,578 17,312 2,045 2,686 207 345 

17,903 17,589 17,327 2,090 2,711 235 368 
$19,674 $19,444 $19,388 $4,298 $5,388 $1,299 $1,297 

Table 6.58: Non-operating activities—balance sheets, 1994–2000

Sources: Berkshire Hathaway Annual Reports 1994–2000; and author’s calculations.
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($ millions) 2000 1999 1998 1997 1996 1995 1994 
Revenues:
Interest and dividend income $35 $39 $63 $41 $55 $38 $31 
Realized investment gain (loss) 35 1 40 53 195 13 (1)

70 40 103 94 249 51 30 

Expenses:
Corporate administration 6 6 6 7 5 5 5 
Shareholder-designated contributions 17 17 17 15 13 12 10 
Amortization of goodwill and property account 
adjustments

876 739 210 105 76 27 23 

Interest on debt 98 106 96 101 91 55 59 
Other (income) expense    (7) (3) (1) 2 
Other than temporary decline in value of investment in 
USAir Group, Inc. Preferred Stock

      8 

997 868 329 222 182 98 107 
Loss before income taxes (927) (828) (226) (128) 67 (47) (76)
Income tax expense (benefit) (55) (119) (33) (17) 44 (13) (23)

(872) (709) (193) (111) 23 (34) (53)
Minority interest 5 1 5 8 8 1 (1)
Net loss ($877) ($710) ($198) ($119) $16 ($35) ($53)

Table 6.59: Non-operating activities—income statements, 1994–2000

Sources: Berkshire Hathaway Annual Reports 1994–2000; and author’s calculations.
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Chapter 7
2005–2014

Table 7.1: Decade snapshot: 2004–2014

2004 2014
Business: Insurance, utilities, flight services, 

building products, furniture retailing, 
candy, jewelry, encyclopedias, 
home cleaning systems, shoes, 
newspapers, various finance businesses, 
miscellaneous manufacturing, 
significant stakes in several public 
companies.

Insurance, utilities, railroad, numerous 
industrial, building, and consumer 
products businesses, numerous service 
and retailing businesses, major interest 
in a branded food product business, 
significant stakes in several public 
companies.

Key managers: Chairman & CEO: Warren E. Buffett; 
Vice Chair: Charles T. Munger

Chairman & CEO: Warren E. Buffett; 
Vice Chair: Charles T. Munger

Annual revenues: $74 billion $195 billion
Stockholders’ equity: $86 billion $240 billion
Book value per A share: $55,824 $146,186 
Float (average): $45 billion $81 billion

Major capital allocation decisions:
1. Acquired Iscar for $6.05 billion ($4 billion for 80% in 2006 and $2.05 billion for 20% in 2013).
2. Acquired Marmon for $9 billion cash ($4.5 billion for 60% in 2008 and $4.5 billion for the remainder 
between 2011–13).
3. Invested $14.5 billion over two weeks in three private lending transactions: $5 billion in Goldman Sachs, 
$6.5 billion in Wrigley, and $3 billion in General Electric (2008).
4. Acquired BNSF railroad for $33.5 billion (aggregate cost). Cost included the issuance of 94,915 Class-A 
equivalent shares worth $10.6 billion. (2010). 
5. Acquired Lubrizol for $8.7 billion cash (2011). 
6. Acquired NV Energy for $5.6 billion (2013) and Alta Link for $2.7 billion cash (2014).
7. Invested $12.25 billion to take Heinz private with 3G Capital (2013).
8. Invested over $73 billion in capital expenditures ($36 billion more than depreciation expense) (2005–2014).
9. Increased stake in Wells Fargo by $11.4 billion (various years) and established a major investment in 
International Business Machines (IBM) at a cost of $13.2 billion (2011–14).

Noteworthy events:
1. In mid-2006, Warren Buffett pledged to give the bulk of his fortune (worth over $40 billion) to 
philanthropy. The major recipient was the Bill & Melinda Gates Foundation. 
2. Between 2007 and 2009 the boom of the mid-2000s goes bust, freezing credit markets worldwide and 
causing the Great Recession. Markets bottom in early 2009. 
3. Class-B shares split 50:1 in connection with the BNSF acquisition. Afterward they have the economic 
equivalent of 1/1500th of a Class-A share.
4. Berkshire adds new board members: Stephen Burke (2009) and Meryl Witmer (2013).
5. Berkshire Hathaway celebrates 50 years under present management (2014).
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($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Insurance Group:
  Underwriting:
    GEICO $1,159 $1,127 $680 $576 $1,117 $649 $916 $1,113 $1,314 $1,221 $970 
    General Re 277 283 355 144 452 477 342 555 526 (334) 3 
    Berkshire Hathaway Reinsurance Group1 606 1,294 304 (714) 176 250 1,324 1,427 1,658 (1,069) 417 
    Berkshire Hathaway Primary Group 626 385 286 242 268 84 210 279 340 235 161 
  Investment income 4,357 4,713 4,454 4,725 5,145 5,459 4,722 4,758 4,316 3,480 2,824 
Total Insurance Group 7,025 7,802 6,079 4,973 7,158 6,919 7,514 8,132 8,154 3,533 4,375 

BNSF2 6,169 5,928 5,377 4,741 3,611 
Berkshire Hathaway Energy3 2,711 1,806 1,644 1,659 1,539 1,528 2,963 1,774 1,476 523 237 
Manufacturing, service and retailing4 6,792 6,160 5,586 5,037 4,274 2,058 4,023 3,947 3,526 2,623 2,481 
Finance and financial products 1,839 1,564 1,393 774 689 653 787 1,006 1,157 822 584 
Unallocated interest expense (313) (303) (271) (221) (208) (101) (35) (52) (76) (72) (92)
Eliminations and other (199) (834) (997) (819) (358) (292) (217) (155) (94) (132) (138)
Subtotal - pre-tax operating earnings 24,024 22,123 18,811 16,144 16,705 10,765 15,035 14,652 14,143 7,297 7,447 

Investment and derivatives gains/losses 4,081 6,673 3,425 (830) 2,346 787 (7,461) 5,509 2,635 5,494 3,489 
Total pre-tax earnings 28,105 28,796 22,236 15,314 19,051 11,552 7,574 20,161 16,778 12,791 10,936 

Income taxes and minority interests 8,233 9,320 7,412 5,060 6,084 3,497 2,580 6,948 5,763 4,263 3,628 
Net income $19,872 $19,476 $14,824 $10,254 $12,967 $8,055 $4,994 $13,213 $11,015 $8,528 $7,308 

Footnotes:
1. 2009: The attentive reader will notice BHRG underwriting profit of $250 million in this table contrasts with that of the $349 million figure presented elsewhere. In 2010, 
Berkshire moved the life and annuity business from finance and financial products under BHRG.
2. BNSF beginning February 12, 2010.
3. In 2014 MidAmerican changed its name to Berkshire Hathaway Energy. Amounts in 2004–2006 were classified as equity in earnings of MidAmerican.
4. In 2014 Marmon’s leasing operations began to be included in Finance and financial products. This table uses data from 2014 which adjusts 2012 and 2013 for the new 
presentation.

Table 7.2: Berkshire Hathaway pre-tax earnings

Sources: Berkshire Hathaway Annual Reports 2006, 2008, 2011, 2014.
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($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Insurance - underwriting $1,692 $1,995 $1,046 $154 $1,301 $949 $1,739 $2,184 $2,485 $27 $1,008 
Insurance - investment income 3,542 3,708 3,397 3,555 3,860 4,271 3,610 3,510 3,120 2,412 2,045 
Railroad1 3,869 3,793 3,372 2,972 2,235 
Utilities and energy2 1,882 1,470 1,323 1,204 1,131 1,071 1,704 1,114 885 523 237 
Manufacturing, service and retailing3 4,468 3,877 3,357 3,039 2,462 1,113 2,283 2,353 2,131 1,646 1,540 
Finance and financial products4 1,243 1,008 899 516 441 411 469 632 732 514 373 
Other (145) (712) (797) (665) (337) (246) (166) (159) (47) (124) (154)
Operating earnings 16,551 15,139 12,597 10,775 11,093 7,569 9,639 9,634 9,306 4,998 5,049 

Investment and derivative gains/losses 3,321 4,337 2,227 (521) 1,874 486 (4,645) 3,579 1,709 3,530 2,259 
Net earnings attributable BRK 
shareholders

$19,872 $19,476 $14,824 $10,254 $12,967 $8,055 $4,994 $13,213 $11,015 $8,528 $7,308 

Common shares outstanding at year end5 1,643 1,644 1,643 1,651 1,648 1,552 1,549 1,548 1,543 1,541 1,539 

Footnotes:
1. 2010: Includes earnings of BNSF from February 12.
2. In 2014, MidAmerican changed its name to Berkshire Hathaway Energy. Amounts in 2004–2006 were classified as equity in earnings of MidAmerican.
3. 2011: Includes earnings of Lubrizol from September 16.
4. In 2014, Marmon’s leasing operations began to be included in Finance and financial products. This table uses data from 2014 which adjusts 2012 and 
2013 for the new presentation.
5. A-share equivalent, in thousands.

Table 7.3: Berkshire Hathaway after-tax earnings

Sources: Berkshire Hathaway Annual Reports 2006–2014.
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Table 7.4: Select information 2004–2014

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 

BRK book value per 
share - % change

6.4% 18.4% 11.0% (9.6%) 19.8% 13.0% 4.6% 14.4% 18.2% 8.3% 

BRK market value per 
share - % change

0.8% 24.1% 28.7% (31.8%) 2.7% 21.4% (4.7%) 16.8% 32.7% 27.0% 

S&P 500 total return 4.9% 15.8% 5.5% (37.0%) 26.5% 15.1% 2.1% 16.0% 32.4% 13.7% 

US GDP Growth 
(real %)

3.5% 2.9% 1.9% (0.1%) (2.5%) 2.6% 1.6% 2.2% 1.8% 2.5% 

10 year Treasury Note 
(year end %)

4.5% 4.6% 4.1% 2.4% 3.6% 3.3% 2.0% 1.7% 2.9% 2.2% 

US inflation (%) 3.4% 3.2% 2.9% 3.8% (0.3%) 1.6% 3.1% 2.1% 1.5% 1.6% 

US unemployment 
(%)

5.1% 4.6% 4.6% 5.8% 9.3% 9.6% 8.9% 8.1% 7.4% 6.2% 

Sources: Berkshire Hathaway Annual Reports 2018, 2019 and Federal Reserve Bank of St. Louis.

2005
From a quantitative standpoint, Berkshire’s book value increased 6.4% in 2005. 
This was below the rate Buffett preferred to see on an absolute basis, but still 1.5 
percentage points ahead of the S&P 500 for the year. The Insurance Group reported 
an overall profit, despite being hit by losses from major hurricanes. Ever on the quest 
to find new outlets for Berkshire’s cash, capital allocators Warren Buffett and Charlie 
Munger closed three acquisitions and lined up two more to close the following year. 
Berkshire’s businesses were thriving.

Buffett shared updated figures for his two-column method of tracking Berkshire’s 
progress.* Breaking down the longer-term track record highlighted the shift toward 
growth in operating earnings relative to growth in investments. This shift was a direct 
result of Berkshire’s many acquisitions during the preceding decade. The policy of 
retaining all its earnings (in addition to shares issued for acquisitions) funded this 
expansion. The result of that capital allocation is evident in the rate of growth in 
investments compared to pre-tax operating earnings during the 1995–2005 decade 
compared to the 1965–2005 period (see Figure 7.1). Importantly, the base and ending 
years did not artificially skew the analysis.

* Investments per share were $74,129 and pre-tax earnings per share were $2,441. Continuing the rough valuation 
exercise from the previous chapter, we can estimate Berkshire’s intrinsic value in 2005 at approximately $98,500 
per share. For reference, Berkshire’s Class A shares traded in a range of $78,800 to $92,000 during the year. (It is 
important to note here that insurance underwriting did not skew the analysis up or down. Significantly above- 
or below-average underwriting experience is an important adjustment.)
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Figure 7.1: Growth rates for per-share investments and per-share pre-tax 
earnings, select periods

1965-2005 1995-2005
Per-share investments 28.0% 13.0%
Per-share earnings 17.2% 30.2%
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5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

Source: Berkshire Hathaway Annual Report 2005.

Table 7.5: Berkshire Hathaway—select data

($ per A-share) Investments Operating earnings
1965 $4 $4 
1975 159 4 
1985 2,407 52 
1995 21,817 175 
2005 74,129 2,441 

Source: Berkshire Hathaway Annual Report 2005.

Buffett reiterated his and Munger’s goal to provide shareholders with the key 
pieces of information they would want if roles were reversed. He thought the task 
of estimating Berkshire’s intrinsic value could be accomplished more accurately than 
other companies. Why? Because Berkshire had the following characteristics:

1. A wide variety of relatively stable earnings streams
2. A lot of liquidity
3. Minimum debt
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Table 7.5: Berkshire Hathaway—select data

($ per A-share) Investments Operating earnings
1965 $4 $4 
1975 159 4 
1985 2,407 52 
1995 21,817 175 
2005 74,129 2,441 

Source: Berkshire Hathaway Annual Report 2005.

Buffett reiterated his and Munger’s goal to provide shareholders with the key 
pieces of information they would want if roles were reversed. He thought the task 
of estimating Berkshire’s intrinsic value could be accomplished more accurately than 
other companies. Why? Because Berkshire had the following characteristics:

1. A wide variety of relatively stable earnings streams
2. A lot of liquidity
3. Minimum debt
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Table 7.6: Berkshire Hathaway—Insurance Underwriting

($ millions) 2005 2004
GEICO
Premiums written $10,285 $9,212 
Premiums earned 10,101 8,915 
Underwriting gain/(loss) - pre-tax $1,221 $970 
General Re
Premiums written $6,155 $6,860 
Premiums earned 6,435 7,245 
Underwriting gain/(loss) - pre-tax ($334) $3 
Berkshire Hathaway Reinsurance Group
Premiums earned $3,963 $3,714 
Underwriting gain/(loss) - pre-tax ($1,069) $417 
Berkshire Hathaway Primary Group
Premiums earned $1,498 $1,211 
Underwriting gain/(loss) - pre-tax $235 $161 
Total premiums earned $21,997 $21,085 
Total underwriting gain/(loss) - pre-tax 53 1,551 
Average float 47,691 45,157 
Cost of float (0.1%) (3.4%)
Aggregate adverse (favorable) loss development ($357) $419 
Discount accretion and amortization charges 
included above

$386 $538 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2004–2005 and author’s calculations.

GEICO

The shining gem of the Insurance Group was GEICO, and it again delivered 
spectacular results for both its customers and Berkshire. Buffett once more gushed 
about GEICO’s brilliant CEO, Tony Nicely, who over the past two years had 
reduced headcount by 4% yet grew policy count by 26%. The result was increased 
market share to 6.1%, increased profits, and the ability to give more value back to its 
customers—all of which strengthened the brand.

Digging into GEICO’s 2005 financial results, earned premiums grew 13% to 
$10.1 billion. Part of that growth came from GEICO’s entrance into the New Jersey 
market. Overall, GEICO benefitted from a broad-based lower claim frequency offset 
by higher severity in injury and physical damage. Despite $200 million of losses 
attributable to Hurricanes Katrina, Rita, and Wilma, GEICO posted a $1.2 billion 
pre-tax underwriting gain—a combined ratio of 87.9%. Such strong profitability was 
above GEICO’s 4% underwriting profit target (96% combined ratio), so GEICO 
reduced premiums and passed more savings to customers.
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Table 7.7: Berkshire Hathaway—Insurance Underwriting

($ millions) 2006 2005
GEICO
Premiums written $11,303 $10,285 
Premiums earned 11,055 10,101 
Underwriting gain/(loss) - pre-tax $1,314 $1,221 
General Re
Premiums written $5,949 $6,155 
Premiums earned 6,075 6,435 
Underwriting gain/(loss) - pre-tax $526 ($334)
Berkshire Hathaway Reinsurance Group
Premiums earned $4,976 $3,963 
Underwriting gain/(loss) - pre-tax $1,658 ($1,069)
Berkshire Hathaway Primary Group
Premiums earned $1,858 $1,498 
Underwriting gain/(loss) - pre-tax $340 $235 
Total premiums earned $23,964 $21,997 
Total underwriting gain/(loss) - pre-tax 3,838 53 
Average float 50,087 47,691 
Cost of float (7.7%) (0.1%)
Aggregate adverse (favorable) loss development ($612) ($357)
Discount accretion and amortization charges 
included above

$459 $386 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2005–2006 and author’s calculations.

General Re

The favorable insurance climate was most apparent in the two reinsurance units. 
Underwriting at Gen Re swung from a loss of $334 million in 2005 to a profit of $526 
million in 2006, despite premiums earned falling 6% to $6.1 billion.

Gen Re’s underwriting discipline was starting to show. Its North American 
property/casualty segment recorded a pre-tax underwriting gain of $127 million even 
as earned premiums fell 18% to $1.8 billion. Including gains from current year business 
and favorable loss development, property lines produced a gain of $348 million. 
Casualty/workers’ compensation reported a loss of $221 million, which included 
discount accretion, deferred charge amortization, and additional loss reserves.

The International segment reported profits of $246 million on flat volume of 
$1.9 billion. More net gains from aviation lines and no catastrophe losses led to a 
strong gain of $360 million, while $114 million in casualty losses reduced profits for 
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Insurance

Berkshire’s collection of world-class insurance companies ended 2007 with $58.7 
billion of float—up 15% in large part due to the Equitas deal described earlier. Better 
still, underwriting profits came in at $3.4 billion, though this was admittedly due to 
another year of calm weather with its resulting lack of super cat events.

Table 7.8: Berkshire Hathaway—Insurance Underwriting

($ millions) 2007 2006
GEICO
Premiums written $11,931 $11,303 
Premiums earned 11,806 11,055 
Underwriting gain/(loss) - pre-tax $1,113 $1,314 
General Re
Premiums written $5,957 $5,949 
Premiums earned 6,076 6,075 
Underwriting gain/(loss) - pre-tax $555 $526 
Berkshire Hathaway Reinsurance Group
Premiums earned  $11,902 $4,976 
Underwriting gain/(loss) - pre-tax  $1,427 $1,658 
Berkshire Hathaway Primary Group
Premiums earned $1,999 $1,858 
Underwriting gain/(loss) - pre-tax $279 $340 
Total premiums earned $31,783 $23,964 
Total underwriting gain/(loss) - pre-tax 3,374 3,838 
Average float 54,793 50,087 
Cost of float (6.2%) (7.7%)
Aggregate adverse (favorable) loss development ($1,478) ($612)
Discount accretion and amortization charges 
included above

$315 $459 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2006–2007 and author’s calculations.

General Re

Gen Re continued to stay the course, rejecting inadequate risks and earning a $555 
million pre-tax underwriting profit, up 6% from 2006. This won CEO Joe Brandon 
and President Tad Montross Buffett’s praise for restoring its luster. Though premiums 
earned were flat in 2007, at $6.1 billion, two factors caused them to be higher than they 
otherwise would have. The first was the weakening US dollar, which meant Gen Re’s 
non-US business translated into more dollars upon conversion. The other was $114 
million from a reinsurance to close transaction with a Lloyd’s of London syndicate.
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$32 million.* Meanwhile, some $1.35 billion in cumulative profit between 1972 and 
2007 was sent to Omaha to pay tax and reinvest elsewhere. A dream indeed.**

Table 7.9: See’s Candies—select data

($ millions) 2007 1972 Change
Revenues $383 $30 12.8x
Pre-tax earnings 82 5 16.4x
Capital required 40 8 5.0x
Pre-tax return on capital 205% 63% 3.3x

Sources: Berkshire Hathaway Annual Report 2007 and author’s calculations.

The only problem with a business like See’s was that it had very little reinvestment 
opportunity. See’s was limited to a few western states (in addition to the Berkshire 
faithful). Try as they might (and they did) Berkshire couldn’t find ways to materially 
reinvest in the business at anywhere near the returns earned in the current business. 
Buffett said it wasn’t surprising businesses like See’s were rare. He elaborated:

“Typically, companies that increase their earnings from $5 million to $82 
million require, say, $400 million or so of capital investment to finance their 
growth. That’s because growing businesses have both working capital needs 
that increase in proportion to sales growth and significant requirements for 
fixed asset investments.

“A company that needs large increases in capital to engender its growth may 
well prove to be a satisfactory investment. There is, to follow through on our 
example, nothing shabby about earning $82 million pre-tax on $400 million 
of net tangible assets. But that equation for the owner is vastly different from 
the See’s situation. It’s far better to have an ever-increasing stream of earnings 
with virtually no major capital requirements. Ask Microsoft or Google.”

• Good Businesses: Deliver good benefits to owners but require significant 
reinvestment of earnings to grow.

 » Example: FlightSafety

Over the course of Berkshire’s ownership, FlightSafety increased earnings, but 
only did so by increasing its investment in fixed assets (see Table 7.10 on page 514). 

* Buffett also noted that the business required seasonal debt (read: a line of credit) to handle the large seasonal 
volumes. 

** Buffett elaborated on just how this result was achieved, from a financial standpoint: “First, the product was 
sold for cash, and that eliminated accounts receivable. Second, the production and distribution cycle was short, 
which minimized inventories.”
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FlightSafety’s simulators, like most investments in fixed assets, were expensive and 
generated much lower revenues per dollar of incremental investment. The slightly 
outsized increase in earnings compared to fixed assets indicates the company increased 
its capital efficiency over that time, but it was nothing like the experience at See’s. 
Buffett laid out the cold truth about good businesses:

“Consequently, if measured only by economic returns, FlightSafety is an 
excellent but not extraordinary business. Its put-up-more-to-earn-more 
experience is that faced by most corporations. For example, our large 
investment in regulated utilities falls squarely in this category. We will earn 
considerably more money in this business ten years from now, but we will 
invest many billions to make it.”

Berkshire’s growing size, and the rarity of finding See’s-like businesses of the 
magnitude needed to move the needle, meant its future would be built mainly 
within the good category. A more capital-intensive business like MidAmerican 
Energy Holdings might fall on the low side of the return spectrum, but still in the 
good category.

Table 7.10: FlightSafety—select data

($ millions) 2007 1996 Change
Pre-tax earnings $270 $111 2.4x
Net fixed assets 1,079 570 1.9x

Sources: Berkshire Hathaway Annual Report 2007 and author’s calculations.

• Gruesome Businesses: “The worst sort of business is one that grows rapidly, 
requires significant capital to engender the growth, and then earns little or no 
money.”* 

 » Example: Berkshire’s former textile business. Enough said.

Marmon

Berkshire shareholders woke up to a Christmas gift: the announcement of a major 
new operating subsidiary. Berkshire made many large acquisitions during its forty-
two years with Buffett at the helm, but the deal inked on Christmas Day 2007 was 
one of the largest cash purchases for an acquisition in Berkshire’s history: $4.5 billion 

* Buffett went on to say “Think airlines.” He then went on to offer a typical Buffett remark: “Indeed, if 
a farsighted capitalist had been present at Kitty Hawk, he would have done his successors a huge favor by 
shooting Orville down.” The economics of airlines have changed since this time, now perhaps falling into the 
good category.
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Table 7.11: Berkshire Hathaway—Insurance Underwriting

($ millions) 2008 2007
GEICO
Premiums written $12,741 $11,931 
Premiums earned 12,479 11,806 
Underwriting gain/(loss) - pre-tax $916 $1,113 
General Re
Premiums written $5,971 $5,957 
Premiums earned 6,014 6,076 
Underwriting gain/(loss) - pre-tax $342 $555 
Berkshire Hathaway Reinsurance Group
Premiums earned $5,082  $11,902 
Underwriting gain/(loss) - pre-tax $1,324  $1,427 
Berkshire Hathaway Primary Group
Premiums earned $1,950 $1,999 
Underwriting gain/(loss) - pre-tax $210 $279 
Total premiums earned $25,525 $31,783 
Total underwriting gain/(loss) - pre-tax 2,792 3,374 
Average float 58,593 54,793 
Cost of float (4.8%) (6.2%)
Aggregate adverse (favorable) loss development1 ($1,140) ($1,478)
Discount accretion and amortization charges 
included above

$550 $315 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2007–2008 and author’s calculations.

General Re

General Re earned praise in Buffett’s Chairman’s letter for its outstanding year. Now 
led by CEO Tad Montross,* Gen Re reported favorable run-off in its property lines 
and profits from current year underwriting. This was a 180-degree reversal from when 
Gen Re first joined Berkshire and brought years of suffering from past underwriting 
mistakes. With earned premiums of $6 billion and pre-tax profits of $342 million 
(down 38% from the year before), its third consecutive year of profits resulted from 
Gen Re’s new culture of underwriting discipline and rejecting unsound risks.

The property/casualty segment reported an underwriting profit of $163 million on 
earned premiums of $3.4 billion. Property business included $395 million in favorable 
loss development offset by $120 million of current year losses stemming largely from 

* Joe Brandon stepped down in 2008 under good circumstances. The footnotes to the financial statements 
disclosed that in February 2008 certain former Gen Re executives had been convicted of various crimes 
committed in prior years. 
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Table 7.12: Marmon’s operating sectors

Sector Description

Engineered Wire & Cable Energy related markets, residential and non-residential 
construction, and other industries

Building Wire Produces copper electrical wiring for residential, 
commercial and industrial buildings

Transportation Services & Engineered 
Products

Includes railroad tank cars and intermodal tank 
containers 

Highway Technologies Primarily serves the heavy-duty highway transportation 
industry

Distribution Services for specialty pipe 
and steel tubing. 

n/a

Flow Products Producing a variety of metal products and materials 
for the plumbing, HVAC/R (R is for refrigeration), 
construction and industrial markets

Industrial Products Metal fasteners, safety products, metal fabrication, and 
other products

Construction Services Leases and operates mobile cranes, primarily to the 
energy, mining and petrochemical markets

Water Treatment equipment for 
residential, commercial, and industrial 
applications. 

n/a

Retail Store Fixtures Store fixtures and accessories for major retailers 
worldwide 

Food Service Equipment Food preparation equipment and shopping carts for 
restaurants and retailers worldwide

Source: Berkshire Hathaway Annual Report 2008.

Table 7.13: Marmon Group—select data

($ millions) 2008 2007 2006 2005
Revenues $6,960 $6,904 $6,933 $5,605 
Operating income1 977 951 884 556 
Operating income % 14% 14% 13% 10%
Total assets 7,390 8,079 7,708 7,758 
Shareholders’ equity 4,311 5,037 4,486 4,495 

Footnote: 
1. Before interest income and interest expense

Source: Berkshire Hathaway Annual Report 2008, 2012 Marmon Brochure, and author’s calculations.
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We do not have access to the same detailed historical financial reports as Buffett. 
But the summary information for the three years ending 2007 (the data Buffett had 
when he made the deal) support the conclusion that he most likely saw a group of 
well-established businesses with consistent earning power.* All the sectors listed above 
were well established and critical to the economy over the long term. We can also 
assume they met Buffett’s tests of having good management in place and a reasonable 
purchase price given the quality of the underlying business.

The purchase also included assumed debt and goodwill/intangibles.** If we 
assume Marmon’s 2007 and 2008 financial performance was representative of the 
long term earnings power of the business, Berkshire acquired a business earning 
solid double-digit pre-tax returns on tangible capital. Even after considering the 
premium Berkshire paid for the company, it would still earn more than the 10% 
pre-tax Buffett expected of Berkshire’s stock market investments. It’s possible the 
general economic weakness or weakness in the equity and/or credit markets played 
a role in keeping the price down.

Table 7.14: Marmon Holdings, Inc.—acquisition analysis

($ millions) 2007
Revenues $6,904 
Revenues/tangible capital $1.24 
EBIT margin 14%
Return on capital - pretax 17%
BRK price/tangible capital 1.34x 
BRK return - pre-tax 12.8%

Source: Berkshire Hathaway Annual Report 2008; 2012 Marmon Brochure and author’s calculations.

Berkshire also agreed to purchase the remainder of the company over time 
based on a formula tied to earnings. By the end of 2008, Berkshire had acquired an 
additional interest, ending the year at 63.6% ownership.

Finance and Financial Products

Berkshire’s Clayton Homes subsidiary was at the center of the recession and credit 
crisis. Its business of building homes and financing them contained many lessons, 
and Buffett chose to devote over two pages of his Chairman’s letter to the subject.

* Marmon has periodically published a brochure that includes select financial information. Its 2012 report 
included return on equity figures beginning in 2005, which indicate Marmon had a consistent history of 
earning returns in the high-teens. 

** Total debt assumed with the transaction was $1.07 billion and goodwill/intangibles were $1.9 billion. 
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billion at year-end. As usual, GEICO and Berkshire Hathaway Reinsurance Group 
were the standout performers.

During 2009, General Re acquired the remaining part of Cologne Re it did not 
already own. Berkshire owned a controlling interest in the German reinsurance 
operation since the 1998 Gen Re deal and gradually increased its ownership 
in the ensuing years. Buffett planned to celebrate with a visit to the operation 
later in 2010.

Table 7.15: Berkshire Hathaway—Insurance Underwriting

($ millions) 2009 2008
GEICO
Premiums written $13,758 $12,741 
Premiums earned 13,576 12,479 
Underwriting gain/(loss) - pre-tax $649 $916 
General Re
Premiums written $5,721 $5,971 
Premiums earned 5,829 6,014 
Underwriting gain/(loss) - pre-tax $477 $342 
Berkshire Hathaway Reinsurance Group
Premiums earned $6,706 $5,082 
Underwriting gain/(loss) - pre-tax $349 $1,324 
Berkshire Hathaway Primary Group
Premiums earned $1,773 $1,950 
Underwriting gain/(loss) - pre-tax $84 $210 
Total premiums earned $27,884 $25,525 
Total underwriting gain/(loss) - pre-tax 1,559 2,792 
Average float 60,200 58,593 
Cost of float (2.6%) (4.8%)
Aggregate adverse (favorable) loss development ($905) ($1,140)
Discount accretion and amortization charges included above $602 $550 

Sources: Berkshire Hathaway Annual Reports 2008–2009 and author’s calculations.

General Re

For the fourth straight year, General Re posted underwriting profits, earning $477 
million on premiums of $5.8 billion and Buffett’s praise. Property risks appeared well 
managed and produced a $173 million underwriting gain from current year business 
along with $305 million of favorable loss development on prior year events. Current 
year gains were after $48 million of catastrophe losses from a winter storm in Europe, 
bushfires in Australia, and an earthquake in Italy. Casualty/workers’ compensation 
again posted a loss. Higher loss trends on business written that year necessitated 
additional reserves and the usual accounting charges for loss reserve discount 
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Investments

With the stock market bottoming in March and companies in need of capital, 
Berkshire made some opportunistic changes to its equity portfolio and negotiated 
investments in additional non-traded securities. It also sold some investments to raise 
capital ahead of the BNSF acquisition.

Within the existing equity portfolio, Berkshire doubled its stake in Walmart, 
bringing its ownership to $1.9 billion at cost (from $942 million), or 1% of the 
company. It increased its investment in Wells Fargo too as bank stocks got punished. 
With almost one-fifth of the $59 billion equity portfolio in one company and over 
half in the top four, Berkshire continued its philosophy of concentration.

Figure 7.2: Berkshire Hathaway equity portfolio concentration
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Source: Berkshire Hathaway Annual Report 2009.

One newcomer made the list in 2009, and it was unconventional in several ways. 
For starters, the idea came from Berkshire Vice Chairman Charlie Munger, a perennial 
skeptic who earned himself the nickname of the “abominable ‘no’ man” from Buffett. 
The investment was a $232 million stake (at cost) in China-based BYD Company, Ltd. 
that amounted to 9.9% of the company. This was the largest ownership stake allowed 
by the Chinese government.
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In a rare move, Buffett publicly criticized the management of an investee. Two inter-
related capital allocation decisions made by Kraft Foods got his blood pressure boiling. 
One was its purchase of Cadbury, a candy company, which he thought overpriced. The 
other was the divestiture of its frozen pizza business to raise the capital needed to buy 
Cadbury. He thought the deal underpriced and tax inefficient. “I think the odds are 
that both deals were dumb. The pizza deal was particularly dumb,” he told shareholders 
in response to a question at the Annual Meeting, adding Berkshire made its fair share 
of mistakes. Still, Berkshire didn’t sell a share of Kraft stock.

The details of the pizza divestiture show the low multiple Kraft received on the net 
proceeds from the sale and illustrate Buffett’s thinking process. It wasn’t the headline 
sale price that mattered to him. The relevant facts were the net proceeds from the sale 
compared to the pre-tax earnings of the business (see Table 7.16).

Table 7.16: Analysis of the Kraft pizza business sale

($ millions)
Sale price $3,700 
Less: income tax (1,200)
Net proceeds 2,500 
Pre-tax earnings $340 
Multiple 7.35x

Sources: Berkshire Hathaway Annual Meeting 2010 and Kraft 10K report 2009.

A major lesson from 2009: Big opportunities come in times of fear. Berkshire 
took advantage of the turmoil and made significant investments. In hindsight Buffett 
wished he did more:

“When it’s raining gold, reach for a bucket, not a thimble … It’s been an 
ideal period for investors: A climate of fear is their best friend. Those who 
invest only when commentators are upbeat end up paying a heavy price for 
meaningless reassurance. In the end, what counts in investing is what you 
pay for a business—through the purchase of a small piece of it in the stock 
market—and what that business earns in the succeeding decade or two.”

Berkshire’s capital allocation activity in 2009 extended to acquiring additional 
interests from minority partners, a practice that was common. Within the footnotes 
of the 2009 Annual Report lay a particularly interesting accounting change related to 
these activities.* Effective that year, additional purchases of minority interests (that is, 

* The accounting change was ASC 810 Consolidation, which also required noncontrolling interests (aka 
minority interests) be separately identified on the balance sheet and income statement. 
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Burlington Northern Santa Fe (BNSF)

The largest acquisition in Berkshire’s history-to-date occurred on February 12, 2010. 
The acquisition increased Berkshire’s normal earning power by 40% pre-tax and over 
30% after-tax.

BNSF was the culmination of 150 years of acquisitions and mergers that 
consolidated 400 railroad lines.98 The industry had consolidated to the point 
of having just a handful of major Class I railroads serving large swaths of North 
America.* BNSF moved freight from many industries primarily across the Western 
part of the United States over 32,000 route miles.** Its revenues were classified in four 
broad categories (see Figure 7.3).

Figure 7.3: BNSF freight revenues by category, 2009
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Note: Freight revenues in 2009 were $13.6 billion.
Source: BNSF Annual Report 2009.

* A Class I railroad is defined by the Surface Transportation Board as having annual revenues of $250 million 
or more in 1991 dollars.

** Of those, 23,000 miles were owned by BNSF.
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35% and 38% in the five years ended 2009. But it paid an average rate of just 27% 
on its pre-tax income during this period. In dollar terms, that amounted to $1.5 
billion—no small sum.* 

6. Lower borrowing costs: BNSF would benefit from Berkshire’s credit rating even 
though Berkshire did not provide an explicit guaranty of BNSFs debt. 

Taken together, the factors above shed light on what appeared to be a very low 
initial return for Berkshire (see Table 7.17). Berkshire could accept a slightly lower 
pre-tax return for the existing business since BNSF could defer a portion of its 
income tax each year. Additionally, any incremental investment BNSF made would 
be at pre-tax returns solidly in the double digits. And since the company functioned 
like a utility with stable revenues and earnings, some debt was appropriate and would 
serve to increase the return on equity capital. Importantly, Berkshire purchased the 
company during a time of economic weakness. Berkshire’s return would thus be 
higher if BNSF earned the kind of return it had in the recent five-year period.

 
Table 7.17: Burlington Northern Santa Fe—acquisition analysis

($ millions) 2009 2008 2007 2006 2005 
Total revenues $14,016 $18,018 $15,802 $14,985 $12,987 
Revenues/avg. capital $0.64 $0.90 $0.85 $0.86 $0.79 
EBIT margin 23% 22% 22% 23% 23%
Pre-tax return on capital 15% 20% 19% 20% 18%
Purchase price (equity)1 $34,194 
Assumed debt 10,335 
Effective purchase price $44,529 
Purchase multiple 2.03x 
BRK going-in pre-tax return 
(2009)

7.3%

Return using 5-year average ROC 9.0%
Footnote:
1. This is the implied valuation for 100% of the equity based on the $26.5 billion paid for 
77.5% of BNSF. The actual cost was $33.5 billion, which includes the $6.6 billion already 
owned plus $0.4 billion of equity awards. Upon acquiring the company, Berkshire recognized a 
$1 billion one-time holding gain on the shares it already owned.

Sources: Berkshire Hathaway Annual Report 2010; BNSF Annual Reports 2008–2009; and author’s 
calculations.

* The Surface Transportation Board does factor in deferred taxes to its calculation of allowable return, but this 
is still a net plus since it comes at no cost from the government. 
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Table 7.18: Berkshire Hathaway—Insurance Underwriting

($ millions) 2010 2009
GEICO
Premiums written $14,494 $13,758 
Premiums earned 14,283 13,576 
Underwriting gain/(loss) - pre-tax $1,117 $649 
General Re
Premiums written $5,632 $5,721 
Premiums earned 5,693 5,829 
Underwriting gain/(loss) - pre-tax $452 $477 
Berkshire Hathaway Reinsurance Group
Premiums earned $9,076 $6,706 
Underwriting gain/(loss) - pre-tax1 $176 $250 
Berkshire Hathaway Primary Group
Premiums earned $1,697 $1,773 
Underwriting gain/(loss) - pre-tax $268 $84 
Total premiums earned $30,749 $27,884 
Total underwriting gain/(loss) - pre-tax 2,013 1,460 
Average float 63,872 60,200 
Cost of float (3.2%) (2.6%)
Aggregate adverse (favorable) loss development ($2,270) ($905)
Discount accretion and amortization charges included above $356 $602 

Footnote:
1. The attentive reader will notice BHRG underwriting profit of $250 million in this table 
contrasts with that of the $349 million figure presented in the discussion of 2009. In 2010, 
Berkshire moved the life and annuity business under BHRG.

Sources: Berkshire Hathaway Annual Reports 2009–2010 and author’s calculations.

GEICO

Buffett used a section of his Chairman’s letter to highlight the value GEICO had 
delivered to Berkshire and how that value was not always apparent. When Berkshire 
purchased the entirety of GEICO in 1996, it paid $2.7 billion over the company’s net 
worth—equal to 97% of GEICO’s annual premium volume. Since then the resulting 
goodwill was amortized from $2.7 billion to $1.4 billion. Yet GEICO’s premiums rose 
from $2.8 billion in 1996 to $14.3 billion in 2010. Buffett was hinting that GEICO’s 
value was not fully reflected on Berkshire’s balance sheet. Clearly a company able 
to grow policies in force, and do so profitably, was worth a premium price. Buffett 
called GEICO the gift that keeps on giving. And it was: a combined ratio of 92.2% 
delivered another billion dollar underwriting profit in 2010 ($1.1 billion) and went 
along with a market share of 8.8%, up from 8.1% the previous year.
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Table 7.19: Berkshire Hathaway intrinsic value estimation

Per share (A-equivalent): 2011 2010 

Investments $98,366 $94,730 

Pre-tax operating earnings (ex. investment income) 6,990 5,926 

Estimated value (investments + 10x operating earnings) 168,266 153,990 

Year-end share price 114,755 120,450 

Year-end book value per share 99,860 95,453 

Price/estimated value 0.68x 0.78x 

Price/book 1.15x 1.26x 

Value/book 1.69x 1.61x 

Change in estimated value 9% 

Change in share price (5%)

Sources: Berkshire Hathaway Annual Reports 2010, 2011; and author’s calculations.

Lubrizol Corporation

Berkshire acquired Lubrizol on September 16, 2011. The company was based 
in Cleveland, Ohio, and was founded in 1928. Lubrizol was a specialty chemical 
company that provided additives and advanced materials to industries including 
transportation, industrial and consumer markets.

Buffett may not have fully understood what the company did, but he loved its 
superior economics. Between 2004 and 2011 pre-tax profits increased almost tenfold 
to slightly over $1 billion. “It struck me as a business I didn’t know anything about, 
initially. You’re talking about petroleum additives. I never would understand the 
chemistry of it, but that’s not necessarily vital.”

Lubrizol had survived a long period of industry consolidation to become the leader 
in a relatively small market.* Lubrizol’s financial results reflected this. Its returns on 
capital were consistently above 20% and shot up to over 45% in 2010, the year before 
Berkshire acquired it. Its financial statements show that major non-production costs 
remained in check while the topline continued to grow in the double digits (see 
Table 7.20) Additionally, the company’s connection with customers, including that 
it often partnered with them to create additives when new engines were developed, 
gave it a sustainable competitive advantage—Buffett’s beloved moat. Lubrizol also 
provided a product that was very cheap compared to the exponential impact it had 
on performance of an end product.

 

* Buffett said at the 2011 Annual Meeting he thought the market was $10 billion annually. 
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Table 7.20: Lubrizol Corporation—acquisition analysis

($ millions) 2010 2009 2008 2007 2006 

Total revenues $5,418 $4,586 $5,028 $4,499 $4,041 

Revenues/avg. capital1 $2.19 $2.19 $2.78 $2.46 $2.30 

EBIT margin1 21% 19% 10% 11% 10%

Pre-tax return on capital 45% 41% 27% 27% 23%

Purchase price (equity) $8,700 

Assumed debt 1,352 

Effective purchase price $10,052 

Purchase multiple 4.06x 

BRK going-in pre-tax return (2010) 11.1%

Return using 5-year average ROC 8.1%
Footnote:
1. Adjustments were made for goodwill and intangibles, in addition to a minor amount of write-
offs and restructuring charges.

Sources: Berkshire Hathaway Annual Report 2010; Lubrizol Annual Reports 2006–2009; Lubrizol 10K 2010; 
and author’s calculations.

Lubrizol’s price reflected its excellence. Berkshire paid $8.7 billion for the company. 
Considering the debt assumed in the acquisition, the purchase price reflected a 
multiple of 4x the underlying capital in the business. Such a price seemed to lend 
confidence to the company’s level and sustainability of recent profits.* Buffett made 
it clear how the acquisition should be judged: “You have to judge us based on close 
to a $9 billion investment. You have to judge [CEO] James Hambrick in running the 
business based on the much lower capital that he has employed,”**

The Lubrizol acquisition cost Berkshire more than billions of dollars. It also cost it 
a trusted lieutenant who many supposed was a leading candidate to someday succeed 
Buffett as Berkshire’s CEO. The full story is long and nuanced but amounted to 
this: David Sokol (who first came to Berkshire with the MidAmerican acquisition 
and had recently been put in charge of NetJets) purchased stock in Lubrizol just 
before recommending Berkshire buy it. Sokol’s actions suggested a significant lapse 
of judgement rather than an attempt to make a short-term profit. But the hit to 
Berkshire’s reputation cost Sokol his job (he resigned). Buffett had a rule of thumb 

* Even if the business reverted to earning returns in the mid-20% range Berkshire’s return would be around 
6.5%-7% and incremental growth would be at a very attractive rate. 

** Buffett said the business employed about $2.5 billion of capital. That figure can be derived from the 2010 
Lubrizol 10K as follows: $2,271 million shareholders’ equity plus $1,352 million debt less $1,065 million goodwill 
and intangibles. Total capital employed in 2010 was $2,558 million; average capital employed was $2,479 million. 
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Table 7.21: Berkshire Hathaway—Insurance Underwriting

($ millions) 2011 2010
GEICO
Premiums written $15,664 $14,494 
Premiums earned 15,363 14,283 
Underwriting gain/(loss) - pre-tax $576 $1,117 
General Re
Premiums written $5,819 $5,632 
Premiums earned 5,816 5,693 
Underwriting gain/(loss) - pre-tax $144 $452 
Berkshire Hathaway Reinsurance Group
Premiums earned $9,147 $9,076 
Underwriting gain/(loss) - pre-tax ($714) $176 
Berkshire Hathaway Primary Group
Premiums earned $1,749 $1,697 
Underwriting gain/(loss) - pre-tax $242 $268 
Total premiums earned $32,075 $30,749 
Total underwriting gain/(loss) - pre-tax 248 2,013 
Average float 68,202 63,872 
Cost of float (0.4%) (3.2%)
Aggregate adverse (favorable) loss development ($2,202) ($2,270)
Discount accretion and amortization charges included 
above

$342 $356 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2010, 2011; and author’s calculations.

Berkshire Hathaway Reinsurance Group

Most of the newsworthy events took place at Berkshire Hathaway Reinsurance 
Group. Three of its four lines of business reported losses, all for different reasons, 
putting BHRG in the red for 2011 to the tune of $714 million on earned premiums 
which remained flat at $9.1 billion.

Catastrophe and individual risk pricing remained soft. A few new contracts and 
higher pricing on renewals led to earned premium growth of 21% to $751 million. 
Major earthquakes in Japan and New Zealand caused losses of $800 million, which 
led to a pre-tax underwriting loss of $321 million compared to a profit of $260 
million the year before. Such a swing in profits was not atypical as a year with major 
catastrophes worldwide was expected from time to time.

Earned premiums in other multi-line grew 22% to $4.2 billion largely due to the 
20% quota-share agreement with Swiss Re. The same two earthquakes that impacted 
catastrophe and individual risk, in addition to floods in Thailand, caused another 
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Table 7.22: Manufacturing, Service, and Retailing—select data

($ millions) 2011 2010 2009 
Housing-related businesses1 $359 $362 $227 
Non housing-related businesses2 4,387 3,912 1,831 
Lubrizol 291 
Total MSR pre-tax earnings $5,037 $4,274 $2,058 

Footnotes:
1. Acme, Johns Manville, MiTek, and Shaw (Clayton Homes was included 
in Finance and Financial Products.)
2. Lubrizol separated for comparative purposes.

Source: Berkshire Hathaway Annual Report 2011.

Marmon continued to impress with revenues increasing 16% to $6.9 billion and 
pre-tax earnings rising 22% to $992 million. Marmon CEO Frank Ptak continued 
to expand the 140-business conglomerate with bolt-on acquisitions, including a 
recent partnership in an Indian crane company. Just one of Marmon’s eleven sectors 
reported lower revenues and earnings. Reduced purchases by its largest customer led 
to weakness in the Retail Store Fixtures sector.

When Berkshire purchased 60% of Marmon in 2008, it also agreed to acquire the 
remainder of the company over time with the price tied to a multiple of earnings. 
This multiple was not made public, but Berkshire’s subsequent transaction shed light 
on it. Berkshire spent $1.5 billion to buy 16.6% of Marmon in early 2011, implying a 
valuation of $9 billion for all of Marmon. That suggests a pre-tax multiple of 11x 2010 
earnings, or an earnings yield of about 9%.*

Berkshire’s growth gradually squeezed many large businesses into its “other” 
categories. Even Shaw, a business with annual revenues of $5 billion, had succumbed 
to that financial fate in 2010. Smaller businesses shared this fate in earlier years or 
immediately went below the surface unless Buffett chose to highlight them. One in 
particular was CTB, the agricultural equipment company managed by Vic Mancinelli. 
Since Berkshire’s 2002 purchase for $139 million, the company had sent Berkshire 
$180 million, earned $124 million pre-tax in 2011 alone, and had $109 million cash on 
the books. It was quite a record.

As good at CTB’s cumulative record was, it did not come close to that of 
See’s. Berkshire purchased See’s in 1972 for $25 million. See’s had earned a total of 

* An interesting accounting footnote is appropriate here. In connection with the additional purchase of 
Marmon, Berkshire was required to write off $614 million of the purchase price. This was the difference between 
the amount paid and the prior carrying amount of the noncontrolling interests acquired. The adjustment was 
made retroactively to December 31, 2010 since that is the date that the valuation was fixed and determinable. It 
was as if the $614 million just disappeared. In acquisitions where there is no existing controlling interest, the 
difference is booked as goodwill. See the accounting discussion on page 159.
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1. A long history: IBM had reinvented itself many times over the years. Its strong 
track record, including results through 2010 that seemed to back the assertion 
it had a strong competitive position, was reason to believe its recent good 
performance would continue. 

2. Low capital requirements: IBM was not capital intensive and its capital efficiency 
was improving.

3. Shareholder-friendly management: The company returned over $56 billion to 
shareholders in dividends and net-share buybacks over the previous five years, 
including $14.8 billion in 2010 alone.*

Table 7.23: IBM investment analysis

($ millions) 2010 2009 2008 2007 2006 
Total revenues $56,868 $55,128 $58,892 $54,057 $48,328 
Revenues/avg. capital $2.31 $2.10 $1.60 $1.30 $1.20 
EBIT margin 35% 34% 30% 28% 28%
Pre-tax return on capital 81% 71% 47% 36% 34%
Purchase valuation1 $197,382 
Total debt 28,624 
Total enterprise value $226,006 
Purchase multiple 9.75x 
Implied going-in pre-tax return 
(2010)

8.4%

Implied return assuming 5-year 
average ROC

5.5%

Footnote: 
1. Implied valuation based on Berkshire's purchase of 5.5% of IBM for $10,856 million.

Sources: Berkshire Hathaway Annual Report 2010, IBM Annual Reports 2006–2010, and author’s calculations.

Bank of America was the other major equity investment in 2011. A $5 billion 
preferred stock investment carried a 6% dividend rate and warrants to purchase 
700 million shares of Bank of America stock at $7.14 per share. Buffett initiated the 
investment thinking Bank of America and Berkshire could benefit. Berkshire would 
lend the Buffett seal of approval to a bank Buffett saw as very good, but which Wall 
Street found unattractive due to prior troubles.

Buffett conveyed some insight into how he generated investment ideas. He said he 
dreamed up the Bank of America investment while in the bathtub. Better yet, when 
he went to communicate his idea to Bank of America CEO Brian Moynihan, he first 

* In his 2011 Chairman’s letter, Buffett used IBM as an example of how an investor benefitted when a company’s 
share price remained low. This was especially true if the company repurchased its own shares in the market. His 
logic was that the remaining shareholders would be left with a higher ownership of the company (and therefore 
a higher share of future earnings) if the share price lagged.
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Table 7.24: Berkshire Hathaway intrinsic value estimation

Per share (A-equivalent): 2012 2011 
Investments $113,786 $98,366 
Pre-tax operating earnings (ex. investment income) 8,085 6,990 
Estimated value (investments + 10x operating earnings) 194,636 168,266 
Year-end share price 134,060 114,755 
Year-end book value per share 114,214 99,860 
Price/estimated value 0.69x 0.68x 
Price/book 1.17x 1.15x 
Value/book 1.70x 1.69x 
Change in estimated value 16% 
Change in share price 17% 

Sources: Berkshire Hathaway Annual Reports 2011, 2012; and author’s calculations.

Berkshire’s share repurchases in 2011 and 2012 were also a subtle admission it 
had excess capital. The repurchases were only incidental to this fact, although its 
inability to put large amounts of capital to work could have weighed on the share 
price. Berkshire would not have repurchased shares if they weren’t meaningfully 
undervalued. Dividends, at least for the moment, remained off the table as a means 
for returning capital to shareholders. Buffett took three pages of his Chairman’s letter 
to explain why:

1. Berkshire’s price-to-book value in the market allowed more than one dollar of 
value to be created for every dollar retained. Paying out retained earnings in 
dividends meant a loss of value.

2. Shareholders could choose their own dividend policy by selling shares. Not 
only would they receive more (because of the premium to book value above), 
but Berkshire would not impose one dividend policy on all shareholders. Some 
shareholders were in accumulation mode and didn’t want a dividend, while others 
might wish to sell shares equal to the entirety of earnings each year (or more).

3. Dividends are taxed in their entirety, while the capital gains tax only applied to 
the gain over one’s cost basis. Shareholders wishing to retain capital in Berkshire 
would have to pay tax on the dividend and invest it back in at a premium to the 
underlying book value.

Buffett used the example of his regular donations of Berkshire shares to illustrate 
how a sell-off approach made more sense. Since 2006, he had donated an average of 
4.25% of his shares to philanthropy. His ownership in Berkshire since that time had 
fallen from 712 million shares (B-equivalent) to 529 million shares (down 26%). Yet his 
investment in Berkshire in dollar terms had risen from $28.2 billion to $40.2 billion 
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Table 7.25: Berkshire Hathaway—Insurance Underwriting

($ millions) 2012 2011
GEICO
Premiums written $17,129 $15,664 
Premiums earned 16,740 15,363 
Underwriting gain/(loss) - pre-tax $680 $576 
General Re
Premiums written $5,984 $5,819 
Premiums earned 5,870 5,816 
Underwriting gain/(loss) - pre-tax $355 $144 
Berkshire Hathaway Reinsurance Group
Premiums earned $9,672 $9,147 
Underwriting gain/(loss) - pre-tax $304 ($714)
Berkshire Hathaway Primary Group
Premiums earned $2,263 $1,749 
Underwriting gain/(loss) - pre-tax $286 $242 
Total premiums earned $34,545 $32,075 
Total underwriting gain/(loss) - pre-tax 1,625 248 
Average float 71,848 68,202 
Cost of float (2.3%) (0.4%)
Aggregate adverse (favorable) loss development ($2,126) ($2,202)
Discount accretion and amortization charges included above $381 $342 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2011–2012 and author’s calculations.

GEICO

GEICO led the pack. Its $680 million underwriting profit and combined ratio of 95.9% 
was even better than at first glance. GEICO faced $490 million of catastrophe losses 
from Hurricane Sandy alone, which inflicted three times the loss Hurricane Katrina 
had in 2005 because of its large market share in the New York area.* GEICOs results 
were also penalized by an accounting change. Effective 2012, US accounting rules 
eliminated the inclusion of most advertising costs in deferred premium acquisition 
costs. For 2012, that rule added $410 million of expenses compared to the prior method.

The two factors above weren’t enough to counter earned premium growth of 9% 
and growth in policies-in-force of 6.5%. Had the accounting change not been made, 
GEICO’s combined ratio would have been 93.5% (even with the losses from Sandy). 

* Total catastrophe losses were $638 million in 2012 compared to $252 million in 2011. It wasn’t unusual for 
GEICO to have catastrophe losses in any given year but the magnitude of the loss in 2012 was exceptionally high. 
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Table 7.26: Berkshire Hathaway intrinsic value estimation

Per share (A-equivalent): 2013 2012 
Investments $129,253 $113,786 
Pre-tax operating earnings (ex. investment income) 9,116 8,085 
Estimated value (investments + 10x operating earnings) 220,413 194,636 
Year-end share price 177,900 134,060 
Year-end book value per share 134,973 114,214 
Price/estimated value 0.81x 0.69x 
Price/book 1.32x 1.17x 
Value/book 1.63x 1.70x 
Change in estimated value 13% 
Change in share price 33% 

Sources: Berkshire Hathaway Annual Reports 2012, 2013; and author’s calculations.

Berkshire fired on all cylinders during 2013. Its many operating businesses 
increased their earnings and competitive positions. Berkshire also put tens of billions 
of capital to work in new acquisitions:

• $12.25 billion for a major interest in ketchup maker H.J. Heinz
• $5.6 billion for NV Energy, a large west coast utility company
• $3.5 billion for the remaining ownership interests in Marmon and Iscar
• $3.1 billion for twenty-five bolt-on acquisitions by existing subsidiaries

In addition, Berkshire spent $11.1 billion on capital expenditures, which was $5.7 
billion more than its depreciation. It also spent $4.7 billion, net, on equity securities.

H.J. Heinz Company

On June 7, 2013, Heinz was acquired by a partnership formed between Berkshire 
Hathaway and 3G Capital. Buffett loved flagship brands with high, stable market 
shares and high returns on capital. Under this new template, 3G Capital from Brazil 
oversaw operations and Berkshire was the financing partner. Heinz was well-known 
for its signature brand of tomato ketchup and had a family of other brands including, 
sauces, soups, beans, pasta, infant foods, and Ore-Ida potato products. The company 
also produced licensed brands such as Weight Watchers and T.G.I. Friday’s snacks. Its 
business was broken down by segment:
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Figure 7.4: H.J. Heinz 2013 revenues by segment ($ billions)

Ketchup and sauces: $5.4

Meals and snacks: $4.2

Infant/nutrition: $1.2

Other: $0.7

6%

47%

10%

37%

Note: Total revenues = $11.5 billion
Source: H.J. Heinz 2013 10K.

The company was headquartered in Pittsburgh, Pennsylvania, but had worldwide 
operations. Geographically, about a quarter of revenues were from North America, a 
quarter from Europe, 20% from Asia/Pacific, and the remainder split between a US 
Foodservice business and the rest of the world.

The strength of its brands was evidenced by its pre-tax return on tangible capital 
(see Table 7.27). Between 2009 and 2013 the company’s average return on tangible 
capital was a mouthwatering 56%. Its flagship brand of Heinz ketchup commanded a 
60% market share in the United States (and even higher overseas).102 That the runner 
up (Hunts) accounted for just 20% was evidence of the company’s dominance. Most 
people cannot even name a third ketchup brand.

3G Capital was a force in the investment world. The investment fund was led by 
Jorge Paulo Lemann, whom Buffett knew during their time serving on the Gillette 
board together. Prior to the Heinz deal, 3G Capital had taken Burger King private. 
It also created one of the world’s largest beer brewers when a company it controlled, 
InBev, acquired the Anheuser Busch Company. The partners of 3G Capital, which 
included Lemann, Alex Behring, and Bernardo Hees, were known as excellent 
business operators. Their key operating philosophy was zero-based budgeting, a 
technique that requires all expenses be justified each period. Their past successes 
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using that methodology, and the steep price that Berkshire and 3G paid for Heinz, 
suggested they would look to improve margins at Heinz.*

The total purchase price for Heinz, including debt assumed in the acquisition, 
was $29.1 billion. That represented a whopping 7.7 times the company’s underlying 
tangible capital and what appeared to be a low initial return in the mid-single digits. 
The margin of safety in the deal stemmed from the company’s strong historical 
returns on capital. Future growth could bring the initial return up, as would any 
improvement in margins the team at 3G Capital could squeeze out. But the price was 
steep. Buffett admitted they stretched a little because of the qualities of Heinz and 
what they saw in the 3G Capital management team.

Table 7.27: Heinz—acquisition analysis

($ millions) 2013 2012 2011 2010 2009 
Total revenues $11,529 $11,508 $10,559 $10,495 $10,011 
Revenues/avg. capital1 $3.07 $3.80 $3.91 $4.25 $3.88 
EBIT margin1 15% 13% 16% 15% 15%
Pre-tax return on capital 45% 51% 64% 65% 60%
Purchase price (equity) $8,500 
Berkshire preferred stock 8,000 
Debt 12,600 
Effective purchase price $29,100 
Purchase multiple 7.74x 
BRK going-in pre-tax return (2013) 5.9%
Return using 5-year average ROC 7.4%

Footnote:
1. Adjustments were made for goodwill and intangibles.

Note: The company’s fiscal year was 52 weeks ended in April.
Sources: Berkshire Hathaway Annual Report 2013; H.J. Heinz Annual Reports 2009–2013; H.J. Heinz 10Q 
10/27/13; and author’s calculations.

Berkshire and 3G Capital each invested $4.25 billion, with each receiving half of 
the company’s common equity.** Berkshire also invested $8 billion in a 9% preferred 
stock issue. The remainder of the purchase price came from traditional bank debt. That 
one entity (Berkshire) would provide both equity and debt financing was somewhat 
unusual. It allowed Berkshire to put more money to work at a lower relative risk than 

* Buffett was asked at the shareholder’s meeting if 3G’s techniques could be applied to Berkshire. Buffett and 
Munger thought Berkshire was already lean, but also dismissed 3G’s involvement in operations at Berkshire. 
He said that while he admired 3G Capital, the two systems would not blend well. A very strong reason against 
such involvement was Berkshire’s system of letting its managers run their businesses without any interference.

** Berkshire and 3G Capital each acquired 425 million shares in a new holding company that purchased the 
public company. Berkshire also had warrants to purchase an additional 46 million shares, and another 39.6 
million shares were reserved for stock options. 
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if all the non-equity financing was borrowed. “We have a less-leveraged position in 
the capital structure than they have. They wanted more leverage, and we provided 
that leverage on what I regard as fair terms and what they regard as fair terms.” The 
structure of the deal reflected the governing partnership, which allowed Berkshire to 
put capital to work with a team of managers already in place. “We [Berkshire] have 
more money than operating ability at the parent company level, and they have lots of 
operating ability and wanted to maximize their return on $4 billion.”

Table 7.28: Heinz capital structure and leverage

($ millions) Amount Leverage1

Debt $12,600 1.00x
Preferred stock 8,000 1.58x
Equity 8,500 2.42x
Total capital $29,100 
Berkshire Hathaway total leverage:
Preferred + equity $12,250 1.87x

Footnote:
1. Leverage as measured by the sum of capital more senior in 
priority divided by source.

Sources: Berkshire Hathaway Annual Report 2013; H.J. Heinz Annual Reports 2009–2013; H.J. Heinz 10Q 
10/27/13; and author’s calculations.

Insurance

Berkshire’s Insurance Group delivered big in 2013. Each operating unit produced an 
underwriting profit (the 11th year in a row), which resulted in a 4.1% negative cost of 
float. Better still, year-end float grew 6% to $77 billion. Buffett reminded shareholders 
that both gifts (negative cost of float and higher float) were not a given. He cautioned 
that future gains in float would be hard to come by and that Berkshire’s float might 
shrink. Unlike debt, which could be called away requiring large cash resources, float 
could not place a large demand on liquidity. He said any future decline in float might 
only be around 3%. That comment sheds some light on why Buffett was reluctant to 
include underwriting gains in the calculation of Berkshire’s earning power (and therefore 
intrinsic value calculations). If in future years Berkshire’s float did shrink, underwriting 
gains would be offset by the outflow of capital from the decline in float. The resulting 
economics would still be very favorable because the cumulative underwriting profit 
would replace the float, leaving the same amount of capital available for Berkshire to 
use. Including underwriting profits in earnings would therefore be inappropriate.
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Figure 7.5: Hypothetical 3% decline in float concurrent with a 3% 
underwriting gain

 $0

 $10

 $20

 $30

 $40

 $50

 $60

 $70

 $80

 $90

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Fl
oa

t (
$ 

bi
lli

on
s)

Year

Beginning Float Cumulative underwriting gain

Source: Berkshire Hathaway Annual Report 2013 and author’s calculations.
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Table 7.29: Berkshire Hathaway—Insurance Underwriting

($ millions) 2013 2012
GEICO
Premiums written $19,083 $17,129 
Premiums earned 18,572 16,740 
Underwriting gain/(loss) - pre-tax $1,127 $680 
General Re
Premiums written $5,963 $5,984 
Premiums earned 5,984 5,870 
Underwriting gain/(loss) - pre-tax $283 $355 
Berkshire Hathaway Reinsurance Group
Premiums earned $8,786 $9,672 
Underwriting gain/(loss) - pre-tax $1,294 $304 
Berkshire Hathaway Primary Group
Premiums earned $3,342 $2,263 
Underwriting gain/(loss) - pre-tax $385 $286 
Total premiums earned $36,684 $34,545 
Total underwriting gain/(loss) - pre-tax 3,089 1,625 
Average float 75,183 71,848 
Cost of float (4.1%) (2.3%)
Aggregate adverse (favorable) loss development ($1,752) ($2,126)
Discount accretion and amortization charges included above $186 $381 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2012, 2013; and author’s calculations.

GEICO

Front and center in insurance was GEICO. When discussing float, Buffett was quick 
to point out that GEICO’s float would almost certainly grow. Why such certainty? 
Because GEICO’s business model as the low-cost provider created a moat. It could 
save customers real money, and that meant growth could be expected. In 2013, 
GEICO had a market share of 10.2% and passed Allstate to become the second largest 
auto insurer in the United States after State Farm’s 18.5% share. Premiums earned 
swelled 11% to $18.6 billion, and it wrote to 93.9% combined ratio.*

* Buffett stated in the Chairman’s letter that GEICO’s true economic goodwill was approaching $20 billion, as 
compared to the carrying value of $1.4 billion for its accounting goodwill. Based on his previous comments, it 
would suggest confirmation that GEICO’s goodwill was worth a little more than its annual premium volume. 
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of the MSR Group was negative, meaning cash on the books exceeded total debt.* 
Over the previous five years, the MSR group had gone from a net debt position of 
$5.1 billion to a net cash position of $605 million. Cash was piling up faster than it 
could profitability be used; this despite additional bolt-on acquisitions and spending 
on capital expenditures in excess of depreciation.

Table 7.30: Manufacturing, Service, and Retailing Businesses—net debt (cash)

($ millions) 2013 2012 2011 2010 2009 
Total debt $6,020 $7,280 $7,825 $8,426 $8,082 
Cash 6,625 5,338 4,241 2,673 3,018 
Net debt (cash) ($605) $1,942 $3,584 $5,753 $5,064 

Sources: Berkshire Hathaway Annual Reports 2009–2013 and author’s calculations.

Marmon further organized its businesses. Previously it had classified its 160 
businesses across eleven sectors. Those sectors remained but were grouped into three 
separate companies. The new layout was as follows:

Table 7.31: Marmon Group operating sectors and companies

Company Sector
Marmon Engineered Industrial & Metal 
Components (Engineered Components)

Electrical & Plumbing Products Distribution, 
Distribution Services, Industrial Products

Marmon Natural Resources & Transportation 
Services (Natural Resources)

Transportation Services & Engineered 
Products, Engineered Wire & Cable, Crane 
Services

Marmon Retail & End User Technologies 
(Retail Technologies)

Highway Technologies, Water Treatment, 
Retail Store Fixtures, Food Service Equipment, 
Retail Home Improvement Products

Source: Berkshire Hathaway Annual Report 2013.

Results across Marmon’s many businesses were mixed. Overall, the unit grew pre-
tax earnings 3.4% to $1.2 billion even as revenues fell slightly to $7 billion. Its pre-tax 
margin grew again, from 15.9% in 2012 to 16.9% in 2013. Results from Marmon’s 
businesses displayed the same bob around pattern Buffett described years earlier with 
various industry and business-specific changes impacting results from year to year. 
All the while it continued looking for ways to improve margins and deploy capital 
into new niches, including through bolt-on acquisitions. It was a successful strategy.

* The debt/equity ratio fell from 15% in 2012 to 11.2% in 2013. The MSR group paid down $1.26 billion in total 
outstanding debt during the year. 
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Regulated, Capital-Intensive Businesses

The big news in utilities was the acquisition of NV Energy. NV Energy was an energy 
holding company that served 1.2 million electric customers and 200,000 natural 
gas customers in Nevada through two main operating segments: Nevada Power 
Company and Sierra Pacific Power Company. MidAmerican paid $5.6 billion for the 
company.* The deal closed on December 19, 2013, and as a result had little effect on 
Berkshire’s 2013 results.

The price tag Berkshire paid suggests it was a fair deal for both sides. MidAmerican 
would gain a platform to invest in the West, a growing area where Buffett got a 
foothold with the purchase of BNSF three years earlier. NV Energy would be able 
to invest in more renewable energy projects, such as solar generation, now that it 
was part of MidAmerican. And those projects would serve to lower the company’s 
taxable income through accelerated depreciation and deferred taxes, as well as direct 
tax credits for the renewable projects.

Table 7.32: NV Energy—acquisition analysis

($ millions) 2013 2012 2011 2010 2009 
Total revenues $2,930 $2,979 $2,943 $3,280 $3,586 
Revenues/avg. capital $0.34 $0.35 $0.34 $0.38 $0.42 
EBIT margin 25% 26% 21% 20% 16%
Pre-tax return on capital 8.5% 9.2% 7.1% 7.5% 6.6%
Purchase price (equity) $5,596 
Assumed debt 4,921 
Effective purchase price $10,517 
Purchase multiple 1.22x 
BRK going-in pre-tax return (2013) 7.0%

Note: Data for 2013 are the trailing twelve months ending 9/30/13 and the balance sheet values 
as of that date.
Sources: Berkshire Hathaway Annual Report 2013; NV Energy 10K filings 2009–2012; NV Energy 10Q 
9/30/12; NV Energy 10Q 9/30/13; and author’s calculations.

MidAmerican’s existing operations performed well during 2013. Its EBIT grew 7% 
to $2.1 billion and Berkshire’s share of net income grew 11% to $1.5 billion. Broken 
down further, the news was mixed: 

* The purchase price was financed as follows: $2.0 billion of new debt issued by MidAmerican and $3.6 billion 
additional equity from MidAmerican shareholders, which included $3.5 billion from Berkshire. The remaining 
$0.1 billion came from MidAmerican’s minority shareholders. 
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Table 7.33: Buffett’s calculation of Coca-Cola dilution

($ millions)
Number of shares 500,000,000 
Assumed strike price per share $40 
Assumed share price at exercise $60 
Transfer of value (exercise - strike) $10,000 

Exercise proceeds 20,000 
Tax benefit (at 35% of value transfer) 3,500 
Total proceeds $23,500 

Share repurchases (at exercise price) 391,666,667 
Net share issuance 108,333,333 

Dilution rate on 4.4 billion shares 2.46%

Source: Warren Buffett comments at the 2014 Berkshire Hathaway Annual Meeting.

Other news

Berkshire added a new director in 2013. Meryl Witmer was the first new addition to 
the Berkshire Hathaway board of directors since Stephen Burke in 2009. Witmer, 
51-years-old, was a managing partner and investment manager at Eagle Capital Partners, 
L.P. The addition of Witmer expanded the board from twelve to thirteen members.

On the proxy ballot that year (for vote in early 2014) was a suggestion that 
Berkshire pay a dividend. Shareholders overwhelmingly voted not to have Berkshire 
pay a dividend. The support was there even after removing Buffett’s shares from the 
count. It was a vote of confidence for Berkshire’s capital allocators and the strategy of 
retaining all earnings.

2014
The numbers for 2014 were reason enough to celebrate. Shares advanced 27% against 
the S&P 500’s gain of 13.7%. Berkshire’s book value per share increased 8.3%. The year 
also brought an important milestone for Berkshire Hathaway. It marked fifty years 
since Warren Buffett took control of the company and built it into one of the world’s 
largest and most admired corporations. (See Chapter 8 beginning on p. 625 for an 
examination of Berkshire’s fifty-year history under Buffett.)

Buffett marked the anniversary with a new measurement in the performance 
table presented at the beginning of the Annual Report each year. Shareholders were 
used to seeing the historical change in book value per share and the total return of 
the S&P 500, Berkshire’s selected benchmark. Now presented alongside those figures 
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was the historical record of changes in Berkshire’s share price. Buffett’s reasoning was 
that Berkshire’s shift toward owning businesses in their entirety made book value an 
inferior gauge of performance as many companies were worth far more than carrying 
value. In early years, Berkshire’s assets were mostly in securities, where book value 
and intrinsic value were closely aligned. Now assets were concentrated in operating 
companies and there was a wide gap.

One might have been suspicious of why the preferred metric was being changed 
in a year that showed Berkshire in a favorable light. Buffett noted the limitation of 
market prices over the short run, but said that over decades the market correctly 
tracked Berkshire’s intrinsic value.

Revisiting our rough estimate of Berkshire’s intrinsic value, we can observe that 
the market was roughly right during 2014. Berkshire’s intrinsic value appears to have 
increased more than book value but less than the strong advance of its shares. The 13% 
increase in estimated value nearly matched the S&P 500 that year and is consistent 
with Buffett’s observation that Berkshire would struggle to beat the market in up years.

Table 7.34: Berkshire Hathaway intrinsic value estimation

Per share (A-equivalent): 2014 2013 
Investments $140,123 $129,253 
Pre-tax operating earnings (ex. investment income) 10,847 9,116 
Estimated value (investments + 10x operating earnings) 248,593 220,413 
Year-end share price 226,000 177,900 
Year-end book value per share 146,186 134,973 
Price/estimated value 0.91x 0.81x 
Price/book 1.55x 1.32x 
Value/book 1.70x 1.63x 
Change in estimated value 13%
Change in share price 27%

Sources: Berkshire Hathaway Annual Reports 2013, 2014; and author’s calculations.

How Berkshire achieved its gain in intrinsic value is the story of 2014. The year 
was mostly a good one for Berkshire. Its operating subsidiaries increased earnings and 
found ways to expand both organically and through bolt-on acquisitions. Buffett loved 
bolt-on acquisitions because they meant “no more work for us, yet more earnings.” 
Insurance delivered yet another year of underwriting gains and more float. Berkshire 
also found other profitable outlets for its growing cash pile during the year. One was a 
multibillion-dollar acquisition in Canada that expanded Berkshire’s utility operations. 
Another deal with 3G Capital presented itself during the year, as did opportunities to 
acquire both operating businesses and some of Berkshire’s own stock via tax savvy moves. 
The major blemish was an operating disruption at BNSF that Buffett appeared to 
bemoan more for its impact on customers and reputation than Berkshire’s bottom line.
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Insurance

The Insurance Group delivered its twelfth consecutive year of profits with a 
$2.7 billion pre-tax underwriting gain on earned premiums of $41.3 billion. That 
represented a negative cost of float of 3.3%. Float grew again in 2014, ending the year 
up 8.6% to $83.9 billion. All of Berkshire’s insurance units benefitted from a year of 
no catastrophe losses.*

Table 7.35: Berkshire Hathaway—Insurance Underwriting

($ millions) 2014 2013
GEICO
Premiums written $20,962 $19,083 
Premiums earned 20,496 18,572 
Underwriting gain/(loss) - pre-tax $1,159 $1,127 
General Re
Premiums written $6,418 $5,963 
Premiums earned 6,264 5,984 
Underwriting gain/(loss) - pre-tax $277 $283 
Berkshire Hathaway Reinsurance Group
Premiums earned $10,116 $8,786 
Underwriting gain/(loss) - pre-tax $606 $1,294 
Berkshire Hathaway Primary Group
Premiums earned $4,377 $3,342 
Underwriting gain/(loss) - pre-tax $626 $385 
Total premiums earned $41,253 $36,684 
Total underwriting gain/(loss) - pre-tax 2,668 3,089 
Average float 80,581 75,183 
Cost of float (3.3%) (4.1%)
Aggregate adverse (favorable) loss development ($1,365) ($1,752)
Discount accretion and amortization charges included above $128 $186 

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2013, 2014; and author’s calculations.

Berkshire Hathaway Reinsurance Group

Berkshire Hathaway Reinsurance Group, led by Ajit Jain, contributed the bulk of the 
increase in float during the year. Float at BHRG grew 14% to $42.5 billion and now 
represented over half of Berkshire’s total float. Earned premiums grew 15% to $10.1 
billion and pre-tax underwriting gains amounted to $606 million (a decline from $1.3 
billion the prior year).

* Berkshire defined catastrophe losses as losses of $100 million or more from a single event. 
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Table 7.36: Original and restated results for MSR businesses

Without Marmon Leasing With Marmon Leasing
($ millions) 2014 2013 2012 2013 2012 
Revenues $97,689 $93,472 $81,432 $95,291 $83,255 
Operating expenses 90,788 87,208 75,734 88,414 76,978 
Interest expense 109 104 112 135 146 
Pre-tax earnings 6,792 6,160 5,586 6,742 6,131 
Income taxes and minority 
interests

2,324 2,283 2,229 2,512 2,432 

Net earnings $4,468 $3,877 $3,357 $4,230 $3,699 

Sources: Berkshire Hathaway Annual Reports 2013, 2014.

Marmon’s manufacturing operations were now included together with Berkshire’s 
other manufacturing businesses. As a result, some details of its operations were lost 
compared to when it was a stand-alone reporting segment. Berkshire divulged some 
details in the notes to its financial statements, reporting revenues increased 15% to 
$6 billion and pre-tax earnings 19% to $708 million. These increases were largely due 
to the inclusion of IMI PLC, a British beverage dispensing equipment manufacturer 
Marmon acquired for $1.1 billion on January 1, 2014. Marmon’s existing businesses 
increased revenues and found cost savings in certain lines of business that contributed 
to higher earnings.

Berkshire began including a new table in the notes to the financial statements 
that made viewing the manufacturing businesses easier (see Table 7.37). The table 
further classified the manufacturing businesses along three lines: industrial and end-
user products, building products, and apparel.

Table 7.37: Detail on Berkshire Hathaway manufacturing businesses

Revenues Pre-tax earnings
($ millions) 2014 2013 2012 2014 2013 2012 
Industrial and end-user $22,314 $20,325 $19,003 $3,460 $3,044 $2,912 
Building products 10,124 9,640 8,953 896 846 748 
Apparel 4,335 4,293 4,149 455 315 251 

$36,773 $34,258 $32,105 $4,811 $4,205 $3,911 

Source: Reproduced from the 2014 Berkshire Hathaway Annual Report.

Berkshire included Marmon’s many manufacturing businesses (discussed above) 
in the industrial and end-user products category. As a whole they increased revenues 
10% to $22.3 billion while pre-tax earnings increased 14% to $3.5 billion. Bolt-on 

the balance sheet figures associated with Marmon’s leasing business, which isn’t calculable from the financial 
statements. A comparative balance sheet for the prior years was not provided in the 2014 Chairman’s letter. As 
a rough reference, the 2013 figure was 16.7%.
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station affiliated with the ABC network. It was placed in the BH Media Group 
alongside the newspaper properties. These two acquisitions were unusual in that 
Berkshire bought them in exchange for stock it already owned in Phillips 66 and 
Graham Holding Company (owner of the TV station and the renamed entity that 
held The Washington Post). This allowed Berkshire a way to sell its investments in 
Phillips 66 and Graham Holding Company tax-free.*

These types of transactions are called cash-rich split offs and entail using a provision 
in the tax code allowing no capital gains to be incurred for tax purposes. This was 
perhaps most important with Graham Holding Company. Berkshire’s cost basis, which 
originated in the 1970s, was just $11 million. Those shares were now worth $1.1 billion, 
which meant Berkshire would incur a large tax bill if it sold the investment outright. 
Instead, Berkshire traded its shares for the Miami TV station, cash, and Berkshire 
Hathaway shares that Graham Holding Company owned. (Berkshire effectively 
repurchased 2,107 Class A and 1,278 Class B shares via this transaction). The value of 
the Berkshire shares alone amounted to roughly what it would have paid on the gain 
assuming the typical all-in corporate tax rate of 38%.105 Berkshire realized a total capital 
gain for GAAP purposes of $2.1 billion related to these two transactions.

Table 7.38: Analysis of Berkshire’s 2014 cash rich split offs

($ millions) Value given Value received
Graham Holding Company
Graham Holding Company shares $1,092 
Cash $328 
Miami TV station 364 
Berkshire Shares 400 
Total 1,092 1,092 

Tax savings (assuming 38% rate) $411 
Phillips 66
Phillips 66 shares $1,350 
Cash $450 
Specialty chemicals business 900 

1,350 1,350 

Tax savings (assuming 38% rate) $387 
Sources: Berkshire Hathaway Annual Report 2014 and author’s calculations.

In November 2014, Berkshire agreed to another cash rich split off. It would acquire 
Duracell, the battery maker, from Proctor & Gamble in a similar transaction in 2015.

* Buffett noted that Todd Combs worked on the Phillips 66 deal. Combs also worked on the acquisition of 
Charter Brokerage, a deal that largely went below the radar. 
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gained market share and earned more money than Berkshire’s railroad. Pre-tax 
earnings from BNSF grew 4% to $6.2 billion because of a 1.8% increase in volumes 
and higher pricing.* Union Pacific reported in its fourth quarter earnings release that 
pre-tax earnings grew 18% to $8.3 billion on 7% greater volume. 

These missteps in 2014 notwithstanding, Buffett remained optimistic. BNSF 
planned to spend $6 billion or 26% of revenues on capital expenditures in 2015, a 
figure far higher than Union Pacific’s 17%. These huge investments were expected to 
lead to a system with greater capacity, much better service, and improved profits.**

Finance and Financial Products

Pre-tax earnings in the Finance and Financial Products segment swelled 18% to $1.8 
billion. That increase included Marmon’s earnings from its leasing operations, which 
were presented on a restated basis looking back to 2012.

Every business in this sector except CORT improved during 2014. No reason was 
given for its decline from the prior year. Clayton grew its pre-tax earnings 34% on 
just a 3% increase in revenues. Such outsized improvements in earnings compared to 
revenues reflected an increase in manufacturing efficiencies. Clayton produced 45% 
of the manufactured home volume in the United States during 2014, up from 14% 
in 2003 when Berkshire purchased the company. Clayton’s mortgage portfolio ended 
2014 on par with the prior year at $13 billion.

Table 7.39: Finance and Financial Products earnings

($ millions) 2014 2013 2012 
Berkadia (50% share) $122 $80 $35 
Clayton 558 416 255 
CORT 36 40 42 
Marmon - containers and cranes 238 226 246 
Marmon - railcars 442 353 299 
XTRA 147 125 106 
Net financial income1 296 324 410 
Total pre-tax earnings $1,839 $1,564 $1,393 

Footnote: 
1. Excludes capital gains or losses

Source: Reproduced from the 2014 Berkshire Hathaway Annual Report.

* The unit volume increase came from industrial products (up 9%) and agriculture (up 16%). Consumer 
products was flat and coal volume decreased 2%.

** Through 2014, BNSF paid Berkshire a total of $16 billion in dividends. This was nearly half its purchase 
price just five years earlier. 

the complete financial history of berkshire hathaway

602

Berkshire’s conservatism in estimation and accounting. Insurance results were 
bolstered by several smaller acquisitions (MedPro, Princeton Insurance Co., Applied 
Underwriters and GUARD), and from new entities formed in-house (Berkshire 
Hathaway Assurance Corp. to take advantage of municipal bond insurance and 
Berkshire Hathaway Specialty Insurance to take advantage of an opportunity in the 
primary commercial market). Over the decade GEICO moved into the number two 
spot as the second largest auto insurer in the United States behind State Farm.

Average float grew 80% to $81 billion, providing even more capital for Buffett 
and Munger to deploy. Earned premiums grew 95% from 2004 to $41 billion in 
2014. A big contributor to both premium and float growth was Berkshire Hathaway 
Reinsurance Group, Led by Ajit Jain. Jain’s group contained over half of Berkshire’s 
total float at year end and contributed 72% of the increase in float generated by 
Berkshire over the decade (see Table 7.40). BHRG wrote some of the largest 
reinsurance contracts in history:

• $7.1 billion: A retroactive reinsurance contract with Equitas in 2007, which 
provided retroactive coverage to thousands of Lloyds of London underwriters.

• $1.7 billion adverse loss development contract with Swiss Re in 2009.
• $2.25 billion with CNA Financial Corporation for reinsurance in 2010 to assume 

asbestos and environmental pollution liabilities.
• $1.7 billion with AIG in 2011 to reinsure asbestos liabilities.

Other contracts written by BHRG and General Re included quota-share 
arrangements and large catastrophe risks. Buffett frequently praised General Re 
during this decade for sticking to the four insurance commandments and focusing 
exclusively on underwriting profitability.

Table 7.40: Berkshire Hathaway insurance float, select data

($ millions) 2014 2004 $ Change % Change
GEICO $13,569 $5,960 $7,609 128%
Gen Re 19,280 23,120 (3,840) (17%)
BHRG 42,454 15,278 27,176 178%
Primary 8,618 1,736 6,882 396%

83,921 46,094 37,827 82%

Sources: Berkshire Hathaway Annual Reports 2004, 2014; and author’s calculations.

The most severe economic recession since the Great Depression of the 1930s 
arrived mid-decade. It caused financial markets to fall and credit markets to freeze. 
Berkshire’s financial strength allowed it to go on the offensive and provide capital to 



Chapter  7 :  2005–2014

603

the market during this period. Berkshire put to work tens of billions of dollars in a 
series of privately-negotiated transactions. These included:

• $14.5 billion over two weeks in 2008 to Goldman Sachs ($5 billion), Wrigley ($6.5 
billion), and General Electric ($3 billion)

• $5.7 billion in 2009 to Swiss Re ($2.7 billion) and Dow Chemical Company ($3 
billion) 

• $5 billion in 2011 to Bank of America

The recession proved Berkshire’s model of operating with multiple layers of 
protection was not unduly conservative but instead allowed it to go on the offensive 
when others were scrambling for liquidity. This translated into double-digit interest 
rates and often warrants to acquire shares at a bargain price.

Berkshire’s equity investment portfolio grew substantially during the decade. It 
was funded by the gusher of cash coming into Omaha from the operating subsidiaries, 
and the billions in additional float from the insurance companies. Buffett’s Big 
Four earned their moniker. The most meaningful change during this time period 
was the addition of IBM, which was a new investment costing $12 billion. Over 
ten years, Berkshire put another $11 billion into its favorite bank, Wells Fargo. Its 
investment in American Express and Coca Cola remained virtually untouched, but 
appreciation contributed billions to Berkshire’s increase in net worth over the period. 
Concentration remained a hallmark, though the top four positions edged down from 
65% of the portfolio in 2004 to 59% in 2014. Three of the four remained in the top 
position at both points of measurement (the IBM investment was first made in 2011).

Table 7.41: Berkshire Hathaway—equity portfolio, select detail

2014 2004 Change
($ millions) Cost Market Cost Market Cost Market
American Express $1,287 $14,106 $1,470 $8,546 (183) $5,560 
The Coca-Cola Company 1,299 16,888 1,299 8,328 0 8,560 
The Gillette Company 600 4,299 (600) (4,299)
Proctor & Gamble 336 4,683 336 4,683 
Wells Fargo & Company 11,871 26,504 463 3,508 11,408 22,996 
IBM 13,157 12,349 13,157 12,349 
All other 27,106 42,940 5,224 13,036 21,882 29,904 
Total equity securities $55,056 $117,470 $9,056 $37,717 $46,000 $79,753 

Note: Gillette merged into Proctor & Gamble in 2005.
Sources: Berkshire Hathaway Annual Reports 2004, 2014; and author’s calculations.
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Too numerous to mention are the other investments purchased and sold over the 
course of the decade as opportunities arose. Buffett quickly admitted his mistakes such 
as Energy Future Holdings and Tesco, both of which caused Berkshire permanent 
capital losses.

In 2014, Berkshire changed its yardstick from measuring progress based on change 
in book value to change in market value. It was done because the discrepancy between 
Berkshire’s book value and its intrinsic value became too great. Buffett stressed that 
it was market value over time that was the best judge, not any given year. Part of the 
reason for the change was the shift toward owning more operating businesses, whose 
values were not regularly updated like the market prices of securities. This change was 
critical as Berkshire’s contribution toward change in equity due to net income from 
operations almost tripled from 26% in 1995–2004 to 70% in 2004–2014.

In some cases, such as with Marmon and Iscar, huge write offs (totaling $3.3 billion) 
were required for accounting purposes when Berkshire purchased the remaining 
ownership interests from the selling families.

Buffett provided many clues to Berkshire’s true value during this decade. He 
even provided two quantitative measures (per-share investments and per-share 
operating earnings) to nudge shareholders in the right direction. Communications 
were designed to help shareholders understand Berkshire’s true intrinsic value. Both 
Buffett and Munger desired to see Berkshire’s shares sell as close to intrinsic value as 
possible so that business results would translate very closely to shareholder returns. 
Berkshire implemented a share repurchase program in 2011 and modified it in 2012 
to allow the company to purchase shares at up to 1.20x book value.

Table 7.42: Reconciliation of shareholders’ equity, 1965–2004

($ millions) 1965–74 1975–84 1985–94 1995–04 2004–14 1965–14 
Beginning of period 
shareholders’ equity

$22 $88 $1,272 $11,875 $85,900 $22 

Net income - operations 57 366 2,869 19,344 107,301 129,937 
Net income - realized gains 7 199 1,354 14,096 15,897 31,554 
Unrealized appreciation of 
investments

0 486 5,877 15,000 25,720 47,083 

Mergers/divestitures 0 133 433 25,085 12,816 38,467 
Dividends/treasury stock (3) 0 69 0 (1,763) (1,697)
Issuance of Class-B stock 0 0 0 565 0 565 
Other/misc. 4 0 0 (65) (5,701) (5,761)
End of period 
shareholders’ equity

$88 $1,272 $11,875 $85,900 $240,170 $240,170 

Change in equity during 
period

$66 $1,184 $10,602 $74,026 $154,270 $240,148 

Note: Figures may not add due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.
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Table 7.43: Contribution toward change in equity during period

1965–74 1975–84 1985–94 1995–04 2004–14 1965–14 

Net income - operations 86% 31% 27% 26% 70% 54% 

Net income - realized gains 11% 17% 13% 19% 10% 13% 

Unrealized appreciation of 
investments

0% 41% 55% 20% 17% 20% 

Mergers/divestitures 0% 11% 4% 34% 8% 16% 

Dividends/treasury stock (4%) 0% 1% 0% (1%) (1%)

Issuance of Class-B stock 0% 0% 0% 1% 0% 0% 

Other/misc. 7% 0% 0% (0%) (4%) (2%)

Total 100% 100% 100% 100% 100% 100% 

Note: Figures may not add due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Berkshire’s shareholders equity grew at a rate of 10.8% per year over the course of 
the decade. A negative 0.7% net effect from share repurchases in 2011 and 2012, and 
the cash rich split-offs in 2014,* combined with shares issued (primarily for the BNSF 
acquisition) to bring the rate of per share book value growth down to 10.1% per year. 
Berkshire’s share price advanced at a still slower rate of 9.9% because of the small 
decline in average price/book ratio the market placed on the shares. Berkshire’s share 
price still outperformed the 7.7% average annual advance of the S&P 500—a solid 
2.2% edge but far below its historical average. (For context, the 10-year Treasury Note 
declined from 4.2% at the end of 2004 to 2.2% at the end of 2014.)

Berkshire’s market capitalization rose from an average of $131 billion at year-end 
2004 to over $350 billion in 2014. Berkshire found itself up ten spots to 4th on the 
Fortune 500.

* Share repurchases above book value decrease shareholders’ equity and book value per share but increase 
intrinsic value per share (assuming they are undervalued). Conversely, shares issued above book value increase 
book value per share but don’t necessarily change intrinsic value.
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Figure 7.6: Berkshire Hathaway stock price, 2005–2014
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Sources: Of Permanent Value (Kilpatrick, 2015), Berkshire Hathaway Annual Reports 2005–2014, and 
author’s calculations.

Figure 7.7: Berkshire Hathaway price to book ratio, 2005–2014
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Sources: Of Permanent Value (Kilpatrick, 2015), Berkshire Hathaway Annual Reports 2005–2014, and 
author’s calculations. 
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($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
Prior year equity $221,890 $187,647 $164,850 $157,318 $131,102 $109,267 $120,733 $108,419 $91,484 $85,900 $77,596 
Current year net 
income/(loss)

19,872 19,476 14,824 10,254 12,967 8,055 4,994 13,213 11,015 8,528 7,308 

Issuance of shares1 118 92 118 355 11,096 172 181 430 123 131 117 
Treasury stock2 (400)  (1,296) (67)        
Transactions with 
noncontrolling 
interests3

(17) (1,871) (695) (5) (636) (121)      

Adoption of equity 
method4

      626     

Adoption of 
new accounting 
pronouncements

       28 180   

Change in unrealized 
appreciation of 
securities, net of tax

1,585 14,829 9,647 (2,144) 2,838 13,143 (14,503) (1,920) 4,962 (2,717) 674 

Change in 
comprehensive 
income - other5

(2,878) 1,717 199 (861) (49) 586 (2,764) 563 655 (358) 205 

Ending equity $240,170 $221,890 $187,647 $164,850 $157,318 $131,102 $109,267 $120,733 $108,419 $91,484 $85,900 
Shares outstanding at end of period:
Class A  826,339  859,043  894,955  938,244  947,460  1,055,281  1,059,001  1,081,024  1,117,568  1,260,920  1,268,783 
Class B  1,224,855,488  1,177,366,608  1,121,985,472  1,068,843,376  1,050,990,468  744,701,300  14,706,996  14,000,080  12,752,431  8,394,083  8,099,175 
Total Class 
A-equivalent shares

 1,642,909  1,643,954  1,642,945  1,650,806  1,648,120  1,551,749  1,549,234  1,547,693  1,542,649  1,540,723  1,538,756 

Footnotes:
1. With the exception of BNSF in 2010, the issuance of shares primarily relates to exercises under the SQUARZ notes and issuances related to prior acquisitions. Approximately 
$10.6 billion in 2010 is related to the BNSF acquisition.
2. The 2011 and 2012 treasury stock transactions were direct purchases. The 2014 transaction was connected to the Graham Holdings tax-free exchange, which included 2,107 
Class A and 1,278 Class B shares.
3. Reductions in equity related to the acquisition of noncontrolling interests; the excess of consideration paid over the previously recorded balance sheet carrying amount.
4. 2008: Berkshire adopted the equity method for its BNSF shares, which represented 20.7% of the company.
5. Includes foreign currency translation, transactions relating to pension plans, other, and amounts applicable to income taxes.

Table 7.44: Reconciliation of shareholders’ equity

Sources: Berkshire Hathaway Annual Reports 2004–2014 and author’s calculations.
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Table 7.45: Berkshire Hathaway—select parent-level financial information

($ millions, except per share data) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005
Revenues:
Insurance premiums earned1 $41,253 $36,684 $34,545 $32,075 $30,749 $27,884 $25,525 $31,783 $23,964 $21,997
Sales and service revenues  97,097 92,993 81,447 71,226 65,942 62,555 65,854 58,243 51,803 46,138
Railroad, utilities and energy revenues2 40,690 34,757 32,582 30,839 26,364 11,443 13,971 12,628 10,644
Interest, dividend, and other investment income3 5,026 4,934 4,532 4,788 5,213 5,245 4,966 4,979 4,382 3,487
Finance and financial products sales and service 
revenues and dividend and interest income

6,526 6,109 5,932 5,590 5,571 4,579 4,931 5,103 5,111 4,633

Investment gains  4,081  6,673  3,425  (830)  2,346  787  (7,461) 5,509 2,635 5,408
Total revenues  $194,673 $182,150 $162,463 $143,688 $136,185 $112,493 $107,786 $118,245 $98,539 $81,663 

Earnings:
Net earnings attributable to Berkshire Hathaway4 $19,872 $19,476 $14,824 $10,254 $12,967 $8,055 $4,994 $13,213 $11,015 $8,528 

Net earnings per A-share $12,092 $11,850 $8,977 $6,215 $7,928 $5,193 $3,224 $8,548 $7,144 $5,538 

Year-end data:
Total assets  $526,186 $484,931 $427,452 $392,647 $372,229 $297,119 $267,399 $273,160 $248,437 $198,325
Notes payable and other borrowings:
  Insurance and other non-finance businesses5 11,894 12,440 12,988 13,179 11,803 3,719 4,349 2,680 3,698 3,583
  Railroad, utilities and energy businesses2 55,579 46,655 36,156 32,580 31,626 19,579 19,145 19,002 16,946
  Finance and financial products businesses 12,736 13,129 13,592 14,625 15,145 14,611 13,388 12,144 11,961 10,868
Shareholders' equity  240,170 221,890 187,647 164,850 157,318 131,102 109,267 120,733 108,419 91,484
Common shares outstanding, in thousands (A sh.) 1,643 1,644 1,643 1,651 1,648 1,552 1,549 1,548 1,543 1,541
Shareholders' equity per outstanding share  $146,186 $134,973 $114,214 $99,860 $95,453 $84,487 $70,530 $78,008 $70,281 $59,377 
Continued...
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Note: Data taken from 2014 (2010–2014) and 2009 (2005–2009) annual reports to maintain consistency with the reporting for each five-year period. Slight 
differences exist for any particular year depending on the report year.

Sources: Berkshire Hathaway Annual Reports 2009, 2014.

...Continued from prior page

Footnotes:

1. Insurance premiums earned in 2007 included $7.1 billion from a single reinsurance transaction with Equitas.

2. On February 9, 2006 Berkshire converted its non-voting preferred stock of MidAmerican to common stock, providing it with an 83.4% voting interest. 
MidAmerican began being consolidated in 2006 (it was previously carried using the equity method).
On February 12, 2010, BNSF became a wholly-owned subsidiary and began to be consolidated. Between December 31, 2008 and February 12, 2010 it was 
accounted for based on the equity method.

3. After-tax investment gains were as follows: $3,321 $4,337 $2,227 ($521) $1,874 $486 ($4,645) $3,579 $1,709 $3,530

4. 2005: Includes pre-tax underwriting loss of $3.4 billion ($2.2 billion after-tax) attributable to Hurricanes Katrina, Rita, and Wilma.

5. The 2005–09 presentation used “Insurance and other non-finance businesses” and the 2010-14 presentation used “Insurance and other businesses”.
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2014 2013 2012 2011 2010
($ millions) Amount % Amount % Amount % Amount % Amount %
GEICO
Premiums written $20,962 $19,083 $17,129 $15,664 $14,494 
Premiums earned 20,496 100.0% 18,572 100.0% 16,740 100.0% 15,363 100.0% 14,283 100.0%
Losses and loss expenses 15,924 77.7% 14,255 76.8% 12,700 75.9% 12,013 78.2% 10,631 74.4%
Underwriting expenses 3,413 16.7% 3,190 17.2% 3,360 20.1% 2,774 18.1% 2,535 17.7%
   Total losses and expenses 19,337 94.3% 17,445 93.9% 16,060 95.9% 14,787 96.3% 13,166 92.2%
Underwriting gain (loss) - pre-tax $1,159 5.7% $1,127 6.1% $680 4.1% $576 3.7% $1,117 7.8%
General Re
Premiums written:
 North American property/casualty
 International property/casualty
 Property/casualty 3,257 2,972 2,982 2,910 2,923 
 Life/health 3,161 2,991 3,002 2,909 2,709 
Total Gen Re premiums written $6,418 $5,963 $5,984 $5,819 $5,632 

Premiums earned:
 North American property/casualty
 International property/casualty
 Property/casualty 3,103 3,007 2,904 2,941 2,979 
 Life/health 3,161 2,977 2,966 2,875 2,714 
Total Gen Re premiums earned $6,264 $5,984 $5,870 $5,816 $5,693 

Underwriting gain (loss) pre-tax:
 North American property/casualty
 International property/casualty
 Property/casualty  170 94.5%  148 95.1%  399 86.3%  7 99.8%  289 90.3%
 Life/health  107 96.6%  135 95.5%  (44) 101.5%  137 95.2%  163 94.0%
Total Gen Re underwriting gain (loss) - pre-tax $277 95.6% $283 95.3% $355 94.0% $144 97.5% $452 92.1%

Table 7.46: Berkshire Hathaway—Insurance Underwriting

Note: The following table was broken up into multiple sections and spans several pages

Continued...
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Berkshire Hathaway Reinsurance Group 2014 2013 2012 2011 2010
Amount % Amount % Amount % Amount % Amount %

Premiums earned:
 Catastrophe and individual risk $801 $816 $751 $623 
 Property/casualty $4,064 
 Retroactive reinsurance  3,371  328  717  2,011  2,621 
 Other multi-line  4,348  5,306  4,224  3,459 
 Life and annuity  2,681  3,309  2,833  2,161  2,373 
Total BHRG premiums earned $10,116 $8,786 $9,672 $9,147 $9,076 
 
Underwriting gain (loss) pre-tax:
 Catastrophe and individual risk $581 27.5% $400 51.0% ($321) 142.7% $260 58.3%
 Property/casualty $1,684 58.6%
 Retroactive reinsurance  (905) 126.8%  (321) 197.9%  (201) 128.0%  645 67.9%  (90) 103.4%
 Other multi-line  655 84.9%  295 94.4%  (338) 108.0%  203 94.1%
 Life and annuity1  (173) 106.5%  379 88.5%  (190) 106.7%  (700) 132.4%  (197) 108.3%
Total BHRG underwriting gain (loss) - pre-tax $606 94.0% $1,294 85.3% $304 96.9% ($714) 107.8% $176 98.1%
Berkshire Hathaway Primary Group

Premiums earned2 $4,377 100.0% $3,342 100.0% $2,263 100.0% $1,749 100.0% $1,697 100.0%
   Total losses and expenses  3,751 85.7%  2,957 88.5%  1,977 87.4%  1,507 86.2%  1,429 84.2%
Underwriting gain (loss) - pre-tax $626 14.3% $385 11.5% $286 12.6% $242 13.8% $268 15.8%
Total premiums earned $41,253 $36,684 $34,545 $32,075 $30,749 
Total underwriting gain/(loss) pre-tax 2,668 3,089 1,625 248 2,013 
Average float 80,581 75,183 71,848 68,202 63,872 
Cost of float (3.3%) (4.1%) (2.3%) (0.4%) (3.2%)
Aggregate adverse (favorable) loss development3 ($1,365) ($1,752) ($2,126) ($2,202) ($2,270)

Footnotes:
1. The $250 million pre-tax underwriting gain presented for BHRG in 2009 is the updated 2010 figure. The original amount was $349 million. In 2010, Berkshire moved the 
life and annuity business to BHRG from Finance and Financial Products.
2. 2010–2014: Earned premium figure for the Primary Group is calculated based on the total known earned premiums and the known other segment data. Footnotes disclose 
rounded figures.
3. Per the notes to the financial statements. Percentage is the ratio of loss development to earned premiums.

...Continued from prior page

Note: Primary Group: Data on written premiums, losses and loss expenses, and underwriting expenses were not disclosed.
Sources: Berkshire Hathaway Annual Reports, 2004–2014, and author’s calculations.
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2009 2008 2007 2006 2005 2004
($ millions) Amount % Amount % Amount % Amount % Amount % Amount %
GEICO
Premiums written $13,758 $12,741 $11,931 $11,303 $10,285 $9,212 
Premiums earned 13,576 100.0% 12,479 100.0% 11,806 100.0% 11,055 100.0% 10,101 100.0% 8,915 100.0%
Losses and loss expenses 10,457 77.0% 9,332 74.8% 8,523 72.2% 7,749 70.1% 7,128 70.6% 6,360 71.3%
Underwriting expenses 2,470 18.2% 2,231 17.9% 2,170 18.4% 1,992 18.0% 1,752 17.3% 1,585 17.8%
   Total losses and expenses 12,927 95.2% 11,563 92.7% 10,693 90.6% 9,741 88.1% 8,880 87.9% 7,945 89.1%
Underwriting gain (loss) - pre-tax $649 4.8% $916 7.3% $1,113 9.4% $1,314 11.9% $1,221 12.1% $970 10.9%
General Re  
Premiums written:
 North American property/casualty $1,731 $1,988 $2,747 
 International property/casualty 1,850 1,864 2,091 
 Property/casualty 3,091 3,383 3,478 
 Life/health 2,630 2,588 2,479 2,368 2,303 2,022 
Total Gen Re premiums written $5,721 $5,971 $5,957 $5,949 $6,155 $6,860 

Premiums earned:
 North American property/casualty $1,799 $2,201 $3,012 
 International property/casualty 1,912 1,939 2,218 
 Property/casualty 3,203 3,434 3,614 
 Life/health 2,626 2,580 2,462 2,364 2,295 2,015 
Total Gen Re premiums earned $5,829 $6,014 $6,076 $6,075 $6,435 $7,245 

Underwriting gain (loss) pre-tax:
 North American property/casualty $127 92.9% ($307) 113.9% $11 99.6%
 International property/casualty 246 87.1% (138) 107.1% (93) 104.2%
 Property/casualty  300 90.6%  163 95.3%  475 86.9%
 Life/health  177 93.3%  179 93.1%  80 96.8% 153 93.5% 111 95.2% 85 95.8%
Total Gen Re underwriting gain (loss) - pre-tax $477 91.8% $342 94.3% $555 90.9% $526 91.3% ($334) 105.2% $3 100.0%

Table 7.46: Berkshire Hathaway—Insurance Underwriting

Continued...
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Berkshire Hathaway Reinsurance Group 2009 2008 2007 2006 2005 2004
Amount % Amount % Amount % Amount % Amount % Amount %

Premiums earned:
 Catastrophe and individual risk $823 $955  $1,577  $2,196  $1,663  $1,462 
 Property/casualty
 Retroactive reinsurance  1,989  204  7,708  146  10  188 
 Other multi-line  3,894  3,923  2,617  2,634  2,290  2,064 
 Life and annuity
Total BHRG premiums earned $6,706 $5,082  $11,902  $4,976  $3,963  $3,714 
  
Underwriting gain (loss) pre-tax:
 Catastrophe and individual risk $782 5.0% $776 18.7%  $1,477 6.3%  $1,588 27.7%  $(1,178) 170.8%  $385 73.7%
 Property/casualty
 Retroactive reinsurance  (448) 122.5%  (414) 302.9%  (375) 104.9%  (173) 218.5%  (214) NM  (412) 319.1%
 Other multi-line  15 99.6%  962 75.5%  325 87.6%  243 90.8%  323 85.9%  444 78.5%
 Life and annuity1  (99) n/a
Total BHRG underwriting gain (loss) - pre-tax $250 96.3% $1,324 73.9%  $1,427 88.0%  $1,658 66.7%  $(1,069) 127.0%  $417 88.8%
Berkshire Hathaway Primary Group

Premiums earned2 $1,773 100.0% $1,950 100.0% $1,999 100.0% $1,858 100.0% $1,498 100.0% $1,211 100.0%
   Total losses and expenses  1,689 95.3%  1,740 89.2%  1,720 86.0%  1,518 81.7%  1,263 84.3%  1,050 86.7%
Underwriting gain (loss) - pre-tax $84 4.7% $210 10.8% $279 14.0% $340 18.3% $235 15.7% $161 13.3%
Total premiums earned $27,884 $25,525 $31,783 $23,964 $21,997 $21,085 
Total underwriting gain/(loss) pre-tax 1,460 2,792 3,374 3,838 53 1,551 
Average float 60,200 58,593 54,793 50,087 47,691 45,157 
Cost of float (2.6%) (4.8%) (6.2%) (7.7%) (0.1%) (3.4%)
Aggregate adverse (favorable) loss development3 ($905) ($1,140) ($1,478) ($612) ($357) $419 
Footnotes:
1. The $250 million pre-tax underwriting gain presented for BHRG in 2009 is the updated 2010 figure. The original amount was $349 million. In 2010, Berkshire moved the 
life and annuity business to BHRG from Finance and Financial Products.
2. 2010–2014: Earned premium figure for the Primary Group is calculated based on the total known earned premiums and the known other segment data. Footnotes disclose 
rounded figures.
3. Per the notes to the financial statements. Percentage is the ratio of loss development to earned premiums.

...Continued from prior page

Note: Primary Group: Data on written premiums, losses and loss expenses, and underwriting expenses were not disclosed.
Sources: Berkshire Hathaway Annual Reports, 2004–2014, and author’s calculations.



th
e co

m
plete fin

an
cial h

isto
ry o

f berksh
ire h

ath
aw

ay

616

($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004
GEICO
Premiums written $20,962 $19,083 $17,129 $15,664 $14,494 $13,758 $12,741 $11,931 $11,303 $10,285 $9,212 
Premiums earned 20,496 18,572 16,740 15,363 14,283 13,576 12,479 11,806 11,055 10,101 8,915 
Underwriting gain/(loss) - pre-tax $1,159 $1,127 $680 $576 $1,117 $649 $916 $1,113 $1,314 $1,221 $970 
General Re
Premiums written $6,418 $5,963 $5,984 $5,819 $5,632 $5,721 $5,971 $5,957 $5,949 $6,155 $6,860 
Premiums earned 6,264 5,984 5,870 5,816 5,693 5,829 6,014 6,076 6,075 6,435 7,245 
Underwriting gain/(loss) - pre-tax $277 $283 $355 $144 $452 $477 $342 $555 $526 ($334) $3 
Berkshire Hathaway Reinsurance Group
Premiums earned $10,116 $8,786 $9,672 $9,147 $9,076 $6,706 $5,082  $11,902 $4,976 $3,963 $3,714 
Underwriting gain/(loss) - pre-tax1 $606 $1,294 $304 ($714) $176 $250 $1,324  $1,427 $1,658 ($1,069) $417 
Berkshire Hathaway Primary Group
Premiums earned2 $4,377 $3,342 $2,263 $1,749 $1,697 $1,773 $1,950 $1,999 $1,858 $1,498 $1,211 
Underwriting gain/(loss) - pre-tax $626 $385 $286 $242 $268 $84 $210 $279 $340 $235 $161 
Total premiums earned $41,253 $36,684 $34,545 $32,075 $30,749 $27,884 $25,525 $31,783 $23,964 $21,997 $21,085 
Total underwriting gain/(loss) - pre-tax 2,668 3,089 1,625 248 2,013 1,460 2,792 3,374 3,838 53 1,551 
Average float 80,581 75,183 71,848 68,202 63,872 60,200 58,593 54,793 50,087 47,691 45,157 
Cost of float (3.3%) (4.1%) (2.3%) (0.4%) (3.2%) (2.6%) (4.8%) (6.2%) (7.7%) (0.1%) (3.4%)
Aggregate adverse (favorable) loss 
development2

($1,365) ($1,752) ($2,126) ($2,202) ($2,270) ($905) ($1,140) ($1,478) ($612) ($357) $419 

Discount accretion and amortization charges 
included above

$128 $186 $381 $342 $356 $602 $550 $315 $459 $386 $538 

Footnotes:
1. The $250 million pre-tax underwriting gain presented for BHRG in 2009 is the updated 2010 figure. The original amount was $349 million. In 2010, Berkshire moved the 
life and annuity business to BHRG from Finance and Financial Products.
2. Per the notes to the financial statements. Percentage is the ratio of loss development to earned premiums.

Table 7.47: Berkshire Hathaway—Insurance Underwriting

Note: Berkshire Hathaway Primary Group and BHRG written premiums were not detailed.
Sources: Berkshire Hathaway Annual Reports 2004–2014 and author’s calculations.
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Year-end Float ($ millions)
Year GEICO General 

Reins.
BH Reins. Other 

Primary
Total Avg. 

Float
Float Cost

2004  5,960  23,120  15,278  1,736  46,094  45,157 (3.4%)
2005  6,692  22,920  16,233  3,442  49,287  47,691 (0.1%)
2006  7,171  22,827  16,860  4,029  50,887  50,087 (7.7%)
2007  7,768  23,009  23,692  4,229  58,698  54,793 (6.2%)
2008  8,454  21,074  24,221  4,739  58,488  58,593 (4.8%)
2009  9,613  21,014  26,223  5,061  61,911  60,200 (2.6%)
2010  10,272  20,049  30,370  5,141  65,832  63,872 (3.2%)
2011  11,169  19,714  33,728  5,960  70,571  68,202 (0.4%)
2012  11,578  20,128  34,821  6,598  73,125  71,848 (2.3%)
2013  12,566  20,013  37,231  7,430  77,240  75,183 (4.1%)
2014  13,569  19,280  42,454  8,618  83,921  80,581 (3.3%)

Year-end Float (% Growth)
Year GEICO General 

Reins.
BH Reins. Other 

Primary
Total Avg. 

Float
2004 12.7% (2.3%) 9.5% 30.4% 4.2% 5.7% 
2005 12.3% (0.9%) 6.3% 98.3% 6.9% 5.6% 
2006 7.2% (0.4%) 3.9% 17.1% 3.2% 5.0% 
2007 8.3% 0.8% 40.5% 5.0% 15.3% 9.4% 
2008 8.8% (8.4%) 2.2% 12.1% (0.4%) 6.9% 
2009 13.7% (0.3%) 8.3% 6.8% 5.9% 2.7% 
2010 6.9% (4.6%) 15.8% 1.6% 6.3% 6.1% 
2011 8.7% (1.7%) 11.1% 15.9% 7.2% 6.8% 
2012 3.7% 2.1% 3.2% 10.7% 3.6% 5.3% 
2013 8.5% (0.6%) 6.9% 12.6% 5.6% 4.6% 
2014 8.0% (3.7%) 14.0% 16.0% 8.6% 7.2% 

Year-end Float (% Total)
Year GEICO General 

Reins.
BH Reins. Other Primary Total

2004 12.9% 50.2% 33.1% 3.8% 100.0%
2005 13.6% 46.5% 32.9% 7.0% 100.0%
2006 14.1% 44.9% 33.1% 7.9% 100.0%
2007 13.2% 39.2% 40.4% 7.2% 100.0%
2008 14.5% 36.0% 41.4% 8.1% 100.0%
2009 15.5% 33.9% 42.4% 8.2% 100.0%
2010 15.6% 30.5% 46.1% 7.8% 100.0%
2011 15.8% 27.9% 47.8% 8.4% 100.0%
2012 15.8% 27.5% 47.6% 9.0% 100.0%
2013 16.3% 25.9% 48.2% 9.6% 100.0%
2014 16.2% 23.0% 50.6% 10.3% 100.0%

Table 7.48: Berkshire Hathaway Insurance Group float, select data and 
information

Sources: Berkshire Hathaway Annual Reports and author’s calculations.
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($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Net unpaid losses net of discounts/deferred charges end of year1 $60,589 $57,452 $57,216 $56,727 $53,530 $52,537 $49,487 $48,876 $42,779 $42,834 $40,087 
Liability re-estimated:

1 year later 55,421 55,557 54,787 51,228 49,955 48,836 47,288 41,811 42,723 39,002 
2 years later 53,961 53,600 49,960 47,636 47,293 46,916 40,456 42,468 39,456 
3 years later 52,526 49,143 46,793 45,675 45,902 40,350 41,645 39,608 
4 years later 48,262 46,099 45,337 44,665 39,198 41,676 38,971 
5 years later 45,630 44,914 44,618 38,003 40,884 39,317 
6 years later 44,659 44,406 37,946 39,888 38,804 
7 years later 44,355 37,631 40,088 38,060 
8 years later 37,192 39,796 38,280 
9 years later 39,472 38,189 

10 years later 37,943 
Cumulative deficiency (redundancy) (2,031) (3,255) (4,201) (5,268) (6,907) (4,828) (4,521) (5,587) (3,362) (2,144)
Cumulative foreign exchange effect 666 461 280 361 590 381 961 540 85 618 
Net deficiency (redundancy) (1,365) (2,794) (3,921) (4,907) (6,317) (4,447) (3,560) (5,047) (3,277) (1,526)

Cumulative payments:
1 year later 11,381 10,978 10,628 8,854 9,191 8,315 8,486 8,865 9,345 7,793 

2 years later 17,827 17,260 14,593 14,265 13,999 13,394 13,581 15,228 12,666 
3 years later 21,747 18,300 17,952 16,900 17,557 16,634 18,689 16,463 
4 years later 22,008 20,907 19,478 19,608 19,724 20,890 18,921 
5 years later 22,896 21,786 21,660 21,143 23,507 20,650 
6 years later 23,339 23,595 22,678 24,935 22,865 
7 years later 24,807 23,892 26,266 24,232 
8 years later 24,831 26,928 25,430 
9 years later 28,031 26,624 

10 years later 26,917 
Net deficiency (redundancy) above (1,365) (2,794) (3,921) (4,907) (6,317) (4,447) (3,560) (5,047) (3,277) (1,526)
Deficiency from deferred charge amortization and discount 
accretion

128 306 645 989 1,698 1,806 1,970 2,157 2,591 2,726 

(Redundancy) deficiency before deferred charge amortization and 
discount accretion

(1,493) (3,100) (4,566) (5,896) (8,015) (6,253) (5,530) (7,204) (5,868) (4,252)

Footnote: 
1. The full loss development table in the 10K report starts with gross unpaid losses and includes such items as reserve discounts, ceded reserves, and deferred charges. I’ve chosen 
to begin the table here due to space limitations.

Table 7.49: Berkshire Hathaway property and casualty loss development

Source: Berkshire Hathaway 10K filing, 2014.
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Table 7.50: Regulated, Capital-Intensive Businesses

Sources: Berkshire Hathaway Annual Reports 2006, 2008, 2010, 2012, 2014; BNSF Annual Report 2006; BNSF 10K 2009.

($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 
Berkshire Hathaway Energy 
(formerly known as MidAmerican Energy)
UK utilities $527 $362 $429 $469 $333 $248 $339 $337 $338 $308 
Iowa utility 298 230 236 279 279 285 425 412 348 288 
Nevada utility 549 
PacifiCorp (primarily Oregon and Utah) 1,010 982 737 771 783 788 703 692 356 
Gas Pipelines (Northern Natural and Kern River) 379 385 383 388 378 457 595 473 376 309 
HomeServices 139 139 82 39 42 43 (45) 42 74 148 
Other (net) 236 4 91 36 47 25 186 130 226 115 
Operating earnings before corporate interest and taxes 3,138 2,102 1,958 1,982 1,862 1,846 2,203 2,086 1,718 1,168 
Constellation Energy1 1,092 
Interest 427 296 314 336 353 376 443 420 395 357 
Income taxes 616 170 172 315 271 313 1,002 477 407 248 
Net earnings $2,095 $1,636 $1,472 $1,331 $1,238 $1,157 $1,850 $1,189 $916 $563 

Net earnings applicable to Berkshire2 $1,882 $1,470 $1,323 $1,204 $1,131 $1,071 $1,704 $1,114 $885 $523 

Burlington Northern Santa Fe (BNSF) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 
Revenues $23,239 $22,014 $20,835 $19,548 $16,850 $14,016 $18,018 $15,802 $14,985 $12,987 
Operating expenses (including depreciation) 16,237 15,357 14,835 14,247 12,355 10,762 14,106 12,316 11,508 10,102 
Operating earnings before interest and taxes 7,002 6,657 6,000 5,301 4,495 3,254 3,912 3,486 3,477 2,885 
Interest (net) 833 729 623 560 507 613 533 511 485 437 
Income taxes 2,300 2,135 2,005 1,769 1,529 920 1,253 1,128 1,105 917 
Net earnings $3,869 $3,793 $3,372 $2,972 $2,459 $1,721 $2,126 $1,847 $1,887 $1,531 

Footnotes:
1. Constellation Energy consists of a $175 million breakup fee and $917 million profit on investment.
2. Earnings applicable to Berkshire consist of its share of net earnings plus after tax interest income from debt owed to Berkshire from MidAmerican.

Notes:
1. BNSF owned from February 12, 2010. Historical data provided for reference.
2. PacifiCorp owned from March 21, 2006.
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Table 7.51: Manufacturing, Service, and Retailing businesses—balance sheets, 2004–2014

Sources: Berkshire Hathaway Annual Reports 2004–2014.

Note: In 2014 Marmon’s leasing operations began to be included in the Finance and Financial Products sector. The 2014 Annual Report provided a restatement 
of 2012 and 2013 for comparative purposes. This presentation contains the original presentations.

($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Assets
Cash and equivalents $5,765 $6,625 $5,338 $4,241 $2,673 $3,018 $2,497 $2,080 $1,543 $1,004 $899 
Accounts and notes receivable  8,264  7,749  7,382  6,584  5,396  5,066  5,047  4,488  3,793  3,287  3,074 
Inventory  10,236  9,945  9,675  8,975  7,101  6,147  7,500  5,793  5,257  4,143  3,842 
Other current assets  1,117  716  734  631  550  625  752  470  363  342  254 
Total current assets $25,382 $25,035 $23,129 $20,431 $15,720 $14,856 $15,796 $12,831 $10,956 $8,776 $8,069 

Goodwill and other intangibles  28,107  25,617  26,017  24,755  16,976  16,499  16,515  14,201  13,314  9,260  8,362 
Fixed assets  13,806  19,389  18,871  17,866  15,421  15,374  16,338  9,605  8,934  7,148  6,161 
Other assets  3,793  4,274  3,416  3,661  3,029  2,070  1,248  1,685  1,168  1,021  1,044 

$71,088 $74,315 $71,433 $66,713 $51,146 $48,799 $49,897 $38,322 $34,372 $26,205 $23,636 

Liabilities and Equity
Notes payable $965 $1,615 $1,454 $1,611 $1,805 $1,842 $2,212 $1,278 $1,468 $1,469 $1,143 
Other current liabilities  9,734  8,965  8,527  15,124  8,169  7,414  8,087  7,652  6,635  5,371  4,685 
Total current liabilities  10,699  10,580  9,981  16,735  9,974  9,256  10,299  8,930  8,103  6,840  5,828 

Deferred taxes  3,801  5,184  4,907  4,661  3,001  2,834  2,786  828  540  338  248 
Term debt and other liabilities  4,269  4,405  5,826  6,214  6,621  6,240  6,033  3,079  3,014  2,188  1,965 
Non-controlling interests  492  456  2,062  2,410 
Equity  51,827  53,690  48,657  36,693  31,550  30,469  30,779  25,485  22,715  16,839  15,595 

$71,088 $74,315 $71,433 $66,713 $51,146 $48,799 $49,897 $38,322 $34,372 $26,205 $23,636 
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($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Revenues $97,689 $95,291 $83,255 $72,406 $66,610 $61,665 $66,099 $59,100 $52,660 $46,896 $44,142 
Operating expenses  90,788  88,414  76,978  67,239  62,225  59,509  61,937  55,026  49,002  44,190  41,604 
(Including depreciation)  1,431  1,362  1,422  1,280  955  823  699  676 
Interest expense (net)  109  135  146  130  111  98  139  127  132  83  57 
Pre-tax income1  6,792  6,742  6,131  5,037  4,274  2,058  4,023  3,947  3,526  2,623  2,481 
Income taxes and non-controlling interests  2,324  2,512  2,432  1,998  1,812  945  1,740  1,594  1,395  977  941 
Net income $4,468 $4,230 $3,699 $3,039 $2,462 $1,113 $2,283 $2,353 $2,131 $1,646 $1,540 

Footnote: 
Excludes purchase-accounting adjustments.

2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Tangible capital $28,954 $34,093 $29,920 $19,763 $23,000 $22,052 $22,509 $15,641 $13,883 $11,236 $10,341 
Revenues/average tangible capital $3.10 $2.98 $3.35 $3.39 $2.96 $2.77 $3.47 $4.00 $4.19 $4.35 $4.27 
EBIT margin 7.1% 7.2% 7.5% 7.1% 6.6% 3.5% 6.3% 6.9% 6.9% 5.8% 5.7%
Pre-tax return on tangible capital 21.9% 21.5% 25.3% 24.2% 19.5% 9.7% 21.8% 27.6% 29.1% 25.1% 24.5%
Return on average equity - after-tax 8.5% 8.3% 8.7% 8.9% 7.9% 3.6% 8.1% 9.8% 10.8% 10.1% 9.9%
Return on average tangible equity after-tax 17.3% 16.7% 21.4% 22.9% 17.3% 7.9% 17.9% 22.8% 25.1% 22.2% 21.6%
Net debt (cash) ($531) ($605) $1,942 $3,584 $5,753 $5,064 $5,748 $2,277 $2,939 $2,653 $2,209 
Notes payable/equity 10.1% 11.2% 15.0% 21.3% 26.7% 26.5% 26.8% 17.1% 19.7% 21.7% 19.9%
Total assets/total equity  1.37  1.38  1.47  1.82  1.62  1.60  1.62  1.50  1.51  1.56  1.52 

Table 7.52: Manufacturing, Service, and Retailing businesses—income statements, 2004–2014

Table 7.53: Manufacturing, Service, and Retailing businesses—ratios and key figures, 2004–2014

Sources: Berkshire Hathaway Annual Reports 2004–2014.

Sources: Berkshire Hathaway Annual Reports 2004–2014 and author’s calculations.
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Table 7.54: Finance and Financial Products businesses—select earnings data

Sources: Berkshire Hathaway Annual Reports 2004–2014 and author’s calculations.

Notes: Beginning in 2010 Berkshire stopped producing this table in the Chairman’s letter. In 2012 data again began to be presented in the letter. Amounts for 
Leasing and Clayton in 2010 are from the footnotes and are included for continuity.

($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Net investment income $296 $324 $410 $440 $278 $330 $272 $274 $200 $264 
Gen Re Securities1 (5) (104) (44)
Life and annuity operation2 116 23 (60) 29 11 (57)
Value Capital3 6 (33) 30 
Berkadia 122 80 35 25 1 

Leasing operations
CORT4 36 40 42 29 
XTRA4 147 125 106 126 
Marmon - Containers and Cranes4 238 
Marmon - Railcars4 442 
Leasing operations - subtotal4 863 165 148 155 53 14 87 111 182 173 92 

Manufactured housing finance (Clayton) 558 416 255 154 176 187 206 526 513 416 220 
Other5 460 186 141 157 158 159 78 
Pre-tax earnings $1,839 $985 $848 $774 $689 $781 $787 $1,006 $1,157 $822 $584 

Footnotes:
1. Gen Re Securities ceased in 2006. Cumulative pre-tax loss since 2002 was $409 million on 23,218 contracts.
2. Beginning in 2010 the life and annuity operation was moved to Berkshire Hathaway Reinsurance Group.
3. Investment in Value Capital ceased in 2006.
4. In 2014 results included Marmon’s leasing operations. The report that year included a restatement of the prior two years for comparative purposes. Data here are the original 
presentation. The restated total pre-tax income for 2013 and 2012 was $1,564 million and $1,393 million, respectively.
5. Included in Other are fees paid to Berkshire from Clayton and NetJets for use of its credit.
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Table 7.55: Berkshire Hathaway deferred tax analysis

Sources: Berkshire Hathaway Annual Reports 2005, 2008, 2011, 2014; and author’s calculations.

($ millions) 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 Total 

Earnings before income taxes $28,105 $28,796 $22,236 $15,314 $19,051 $11,552 $7,574 $20,161 $16,778 $12,791 $182,358 

Current taxes 3,302 5,168 4,711 2,897 3,668 1,619 3,811 5,708 5,030 2,057 37,971 

Deferred taxes 4,633 3,783 2,213 1,671 1,939 1,919 (1,833) 886 475 2,102 17,788 

Total taxes as reported 7,935 8,951 6,924 4,568 5,607 3,538 1,978 6,594 5,505 4,159 55,759 

Cash paid for tax during period 4,014 5,401 4,695 2,885 3,547 2,032 3,530 5,895 4,959 2,695 39,653 

Current rate 11.7% 17.9% 21.2% 18.9% 19.3% 14.0% 50.3% 28.3% 30.0% 16.1% 20.8% 

Deferred rate 16.5% 13.1% 10.0% 10.9% 10.2% 16.6% (24.2%) 4.4% 2.8% 16.4% 9.8% 

Headline tax rate 28.2% 31.1% 31.1% 29.8% 29.4% 30.6% 26.1% 32.7% 32.8% 32.5% 30.6% 

Current as % total 41.6% 57.7% 68.0% 63.4% 65.4% 45.8% 192.7% 86.6% 91.4% 49.5% 68.1% 

Deferred as % total 58.4% 42.3% 32.0% 36.6% 34.6% 54.2% (92.7%) 13.4% 8.6% 50.5% 31.9% 

Total tax 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

Cash tax as % EBIT 14.3% 18.8% 21.1% 18.8% 18.6% 17.6% 46.6% 29.2% 29.6% 21.1% 21.7% 
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Chapter 8
The First Fifty Years:  

1965–2014
“It is not necessary to do extraordinary things  

to get extraordinary results.”
—Warren Buffett

Extraordinary is the only word that singularly captures the arch of Berkshire 
Hathaway’s fifty-year transformation under Warren Buffett’s control. 
The company that existed at the end of 2014 looked nothing like it did 

fifty years earlier despite bearing the same name. The struggling textile company 
that once formed the foundation of Berkshire Hathaway had cracked, leading to 
major structural issues that once rebuilt became a well-respected conglomerate. Its 
extraordinary transformation took place using what in hindsight were fairy ordinary 
and timeless basic principles of business. Applied step by step, year by year, and 
decade by decade, the ordinary was molded into the extraordinary.

Berkshire’s transformation can easily be attributed to the one man who was the 
constant during this time. Yet Buffett is only part of the story—albeit a big part. The 
other man is Charlie Munger, whom Buffett credited as the architect of Berkshire 
Hathaway for his influence turning Berkshire’s focus toward buying good businesses 
to hold for the long-term. “The blueprint he gave me was very simple. Forget what 
you know about buying fair businesses at wonderful prices; instead buy wonderful 
businesses at fair prices.”

These businesses were deceptively simple. Yes, they were in understandable industries 
such as insurance, retail, manufacturing, newspapers, and financing. But many shared a 
trait that most businesses only wish for: an economic moat or a sustainable competitive 
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advantage. Berkshire’s protective umbrella and autonomous operating philosophy were 
a system that maximized human potential and allowed businesses to flourish.*

Berkshire Hathaway’s story also includes hundreds of owners and families that 
built up the many companies Berkshire came to own after shifting focus away from 
textiles. It includes the hundreds of thousands of employees that worked along with 
them. And it includes the hundreds of thousands of shareholders who made a long-
term commitment to the company. Berkshire, then, is an amalgamation of these 
parts, all working together over a very long period.

In 1965, when Buffett took over, Berkshire Hathaway did not make the Fortune 
500 list.** In 2014, it was number four behind Walmart, Exxon Mobil, and Chevron 
and ahead of Apple.108 We can see the evolution of the company by examining its 
history in the broad decades-long periods outlined in this book.

1965–1974

Table 8.1: Select data

($ millions) 1974 1964 Change
Revenues $101.5 $50.0 103%
Pre-tax operating earnings 6.5 0.5 1,128%
Average float 79.1 0 n/a
Shareholders' equity 88.2 22.1 298%
Book value per share $90.02 $19.46 363%

Sources: Berkshire Hathaway Annual Reports 1965, 1974.

After taking control of Berkshire in May 1965, Buffett quickly learned how difficult 
it was to operate a commodity business in a declining industry. Buffett’s raw material 
was a dying textile company with $22 million in net worth, no durable competitive 
advantage, and high capital costs. He quickly set to work redeploying as much of the 
available capital as possible into other businesses.

Two seminal acquisitions occurred during this decade that shaped the future 
trajectory of Berkshire Hathaway. One was the acquisition of National Indemnity, 
which became the platform for future expansion into insurance. Buffett quickly 
grasped the value of low-cost liabilities in the form of float to fuel expansion in other 
areas. The beginnings of Berkshire’s insurance activities provided valuable lessons on 
the importance of focusing on underwriting profitability above all else. The second 
influential acquisition was See’s Candies. See’s provided lessons on the value in buying 

* To the extent the businesses had the potential to flourish. No system could have stopped the few businesses 
that floundered, such as Dexter. 

** Its last appearance was 1959 when it ranked 499th. 
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great businesses for keeps. It set the bar very high for future acquisitions and was a 
marked contrast to its sister textile companies.

Buffett made other important capital allocation decisions during this time. 
Berkshire purchased a newspaper, a bank, and made investments in marketable 
securities. One of those marketable securities was Blue Chip Stamps. Deploying the 
float in the shrinking trading stamps business, Buffett and Munger used Blue Chip 
Stamps as a platform to acquire See’s, and eventually other good businesses before the 
core trading stamps business withered to almost nothing.

By the end of the decade, textiles had shrunk from the entirety of Berkshire 
Hathaway’s business to about 30% of consolidated revenues and just 5% of total assets. 
The decline came from a combination of shrinking textile operations and expanding 
into new business lines. Textiles remained much longer than they probably would 
have had Buffett not chosen Berkshire as his investment vehicle.

1975–1984

Table 8.2: Select data

($ millions) 1984 1974 Change
Revenues $729 $101.5 618%
Pre-tax operating earnings 82.0 6.5 1,165%
Average float 253 79 220%
Shareholders' equity 1,272 88.2 1,342%
Book value per share $1,109 $90.02 1,132%

Sources: Berkshire Hathaway Annual Reports 1974, 1984.

The decade that ended in 1984 was marked by continued expansion of insurance 
operations and the acquisition of other non-insurance operating businesses. Written 
insurance premiums swelled 129% from $61 million in 1974 to $140 million in 1984 
as Berkshire expanded operations organically and by forming numerous insurance 
companies. Its entry into reinsurance meant not only more float, but also longer-lived 
float. The big news of the decade was the acquisition of 36% of GEICO. Berkshire’s 
share of GEICOs premium volume amounted to $336 million—which dwarfed its 
home-grown operations.

This decade also witnessed the mergers of Diversified Retailing and Blue Chip Stamps 
into Berkshire. With Blue Chip Stamps came Wesco, yet another platform for expansion, 
this time into banking and insurance. Through Blue Chip Stamps, Berkshire acquired 
other non-insurance operations including The Buffalo News and Precision Steel.

The non-insurance companies acquired during this decade illustrated Buffett’s 
appreciation of locally dominant businesses. While The Buffalo News experienced 
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some initial threats, Buffett and Munger saw that one-newspaper towns would 
create a protective moat allowing for superior returns on capital. Buffalo was a two-
paper town at the time of the acquisition but became a one-paper town within five 
years with The Buffalo News the last one standing. Buffett also correctly identified 
Nebraska Furniture Mart as a dominant local business whose competitive advantage 
was created and reinforced by low margins coupled with huge volumes.

Berkshire’s investment activities during this period showed the value of taking 
partial ownership interests in wonderful companies. Gains from the investment 
portfolio were responsible for 58% of the increase in Berkshire’s net worth during 
this decade compared to just 11% the prior decade. The investment portfolio reflected 
lessons learned elsewhere. Berkshire’s success owning The Washington Post stock and 
The Buffalo News led it to invest in other media company stocks including American 
Broadcasting Companies, Inc., Capital Cities, and Time, Inc. Other stocks acquired 
during this time were mostly in simple, understandable businesses whose share prices 
had declined out of line with their underlying intrinsic values.

Like a threadbare shirt, the last bit of Berkshire Hathaway’s original business held on 
through this decade. By the end of 1984, though, the writing was on the wall for textiles. 
Almost immediately after acquiring Waumbec Mills, it was recognized as a mistake. 
The additional textile mill was eventually shuttered and faded along with the remainder 
of Berkshire’s original textile operations. Textiles were no longer a profitable business.

1985–1994

Table 8.3: Select data

($ millions) 1994 1984 Change
Revenues $3,847 $729 428%
Pre-tax operating earnings 839 88 857%
Average float 3,057 253 1,108%
Shareholders’ equity 11,875 1,272 834%
Book value per share $10,083 $1,109 809%

Note: The figure for 1984 operating earnings presented here uses the revised presentation for 
comparability with 1994.
Sources: Berkshire Hathaway Annual Reports 1984, 1994.

The decade that ended in 1994 marked when Berkshire hit its stride. During this 
decade, Berkshire perfected its understanding of insurance. It lost money in all 
but two of these years (1993–94) and used those lessons to engrain in the entire 
organization a philosophy of underwriting profitably first and foremost. Berkshire 
moved confidently into reinsurance and generated huge amounts of float to invest 
in marketable securities. Its strong balance sheet provided a double benefit. One was 
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little restriction on where it could invest its float. Another was the ability to advertise 
its financial strength to attract additional reinsurance business.

The major capital allocation decisions made during this decade were not complicated. 
Some of the businesses, such as Scott Fetzer and Fechheimer, were easy to understand but 
had been shunned by others. Berkshire provided a permanent home for these and many 
other simple businesses, and importantly allowed managers to operate with autonomy 
almost unheard of in corporate America. Buffett could do this because of a basic tenet 
he followed “to go into business only with people whom I like, trust, and admire.”

The marketable securities portfolio was responsible for 68% of the increase in 
Berkshire’s net worth during this period. Here too the investments were not complicated 
and easy to fully understand in hindsight. Berkshire’s experience with See’s Candies led 
it to acquire a large stake in The Coca-Cola Company. Other investments during the 
decade included banks and consumer goods companies. Some of the investments, such 
as The Washington Post, ABC (which had merged with Capital Cities), and GEICO 
remained undisturbed and were viewed as near-permanent investments. Buffett’s 
commentary to shareholders highlighted the large look-through earnings* the portfolio 
represented to Berkshire and by extension its shareholders.

The decade was not without its mistakes. Buffett later pointed to the acquisition 
of Dexter Shoe as the worst in Berkshire’s history because of the shares issued to 
acquire a business whose value quickly evaporated. Two of Berkshire’s investments in 
convertible preferred stocks also caused trouble. USAir almost caused a loss. And its 
Salomon preferred caused a major distraction for Berkshire when Buffett temporarily 
took the helm of the investment bank to save it, something he had never done before. 
This short stint proved the advantages of allowing subsidiaries much autonomy.

Berkshire Hathaway ended 1994 free of the financial and managerial drag of the 
dying textile business, having shuttered the last of the operations in 1986.

1995–2004

Table 8.4: Select data

($ millions) 2004 1994 Change
Revenues $74,382 $3,847 1,834%
Pre-tax operating earnings 7,447 839 787%
Average float 45,157 3,057 1,377%
Shareholders’ equity 85,900 11,875 623%
Book value per share $55,824 $10,083 454%

Sources: Berkshire Hathaway Annual Reports 1994, 2004.

* Berkshire’s share of retained earnings not paid out as dividends.
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The 1995–2004 decade represented a rounding out and expansion of Berkshire’s core 
operations. It also set the stage for the next phase of Berkshire’s existence. During this 
decade Berkshire purchased the remaining half of GEICO it did not already own. It 
also acquired General Re by issuing shares. These insurance acquisitions were the 
final two pieces of Berkshire’s insurance empire, which now included a major auto 
insurer, two reinsurance operations, and a host of smaller primary insurers that filled 
various niches of the insurance world. The acquisitions and organic growth swelled 
average float nearly fifteen-fold to $45 billion.

Berkshire acquired dozens of simple and essential non-insurance businesses during 
this decade. Many were shunned over emerging tech companies during the dot-com 
boom of the early 2000s. The numerous larger acquisitions in the non-insurance category 
were bolstered by many more bolt-on acquisitions. These fell under the direction of 
existing management and caused little to no additional work at headquarters.

The acquisition of MidAmerican set the stage for Berkshire’s future. In the utility 
Berkshire obtained an outlet for its growing streams of cash. Future returns would be 
lower in more capital-intensive businesses like utilities, but the certainty attached to 
those capital outlays and ability to invest large sums of incremental capital made it 
an attractive platform. Berkshire’s large base of taxable income elsewhere within the 
conglomerate provided an added advantage to its utility operations not available to 
its stand-alone peers.

Berkshire ended the decade with $40 billion in cash and not enough attractive 
outlets to invest in despite the frenzy of acquisition activity. The idle cash was a 
symptom of Berkshire’s growing size and the shrinking universe of investment 
opportunities available to move the needle.

2005–2014

Table 8.5: Select data

($ millions) 2014 2004 Change
Revenues $194,673 $74,382 162%
Pre-tax operating earnings 24,024 7,447 223%
Average float 80,581 45,157 78%
Shareholders’ equity 240,170 85,900 180%
Book value per share $146,186 $55,824 162%

Sources: Berkshire Hathaway Annual Reports 2004, 2014.

The decade that ended in 2014 may well have been the last where Berkshire was 
able to retain most of its earnings. Its rate of growth in book value per share slowed 
dramatically as cash accumulated without enough investment opportunities. 
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Table 8.6: Significant capital allocation decisions by decade

Decade ended: 1974 1984 1994 2004 2014

Common stock portfolio:
Largest single common stock investment (% of 
portfolio1)

23% 31% 34% 23% 23%

Top four common stock investments (% of portfolio) 47% 75% 57% 65% 59%
Top four (% of average equity at end of year) 20% 79% 78% 30% 30%

Acquisitions (% average equity capital at time of purchase):
Illinois National Bank & Trust (1969) 44%
National Indemnity (1967) 28%
Buffalo News (1977)2 15%
Nebraska Furniture Mart (1983) 6%
Scott Fetzer (1986) 19%
Dexter Shoe (1993) 4%
General Re (1998)3 18%
GEICO (1996)4 12%
BSNF (2010)5 18%
Heinz (2013)6 6%

Footnotes:
1. Washington Post (1974); GEICO (1984); Coca-Cola (1994); American Express (2004); 
Wells Fargo (2014).
2. Buffalo News acquisition price compared to the combined average equity of Berkshire 
Hathaway, Blue Chip Stamps, and Diversified Retailing.
3. Size of General Re acquisition based on the 272,000 shares issued divided by the 1,518,548 
shares outstanding at the end of the year.
4. Using the $2.33 billion purchase price for the remaining half of GEICO Berkshire did not 
already own.
5. Using the $26.5 billion purchase price for the 77.5% of BNSF Berkshire did not already own.
6. Using the $12.25 billion equity + preferred investment.

Sources: Berkshire Hathaway Annual Report 1974, 1984, 1994, 2004, 2014; and author’s calculations.

Rocket Fuel: Insurance Float

Insurance float was perhaps the single most important factor driving Berkshire’s 
growth over the first fifty years. Float produced both capital to deploy advantageously 
and substantial underwriting profits. Berkshire was in the insurance business forty-
eight of the first fifty years of its modern existence. Discounting the partial first 
year in 1967, there was a negative cost of average float for twenty-seven years. In 
just eight of those years was Berkshire’s cost of funds higher than that of the long-
term US government bond. As time went on, Berkshire perfected its underwriting. 
This double benefit (increasing float and a loss experience that improved over time) 
resulted in substantial profits. Most of Berkshire’s cumulative underwriting profits 
came in the last decade (see Table 8.7).
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Table 8.7: Berkshire Hathaway pre-tax underwriting gain/(loss) by decade

($ millions)
1968–1974 ($5)
1975–1984 (93)
1985–1994 (285)
1995–2004 (3,248)
2005–2014 21,259 

Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Figure 8.1: Berkshire Hathaway insurance cost of float 1968–2014
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Source: Berkshire Hathaway Annual Reports.

A Self-Forged Anchor

Berkshire Hathaway was the victim of its own success. As the conglomerate grew 
larger and larger by retaining earnings, the universe of investment opportunities 
shrank dramatically. Compounding the problem was a market for businesses (either 
in part via the stock market or in whole) that became more efficient as the years went 
by. In Berkshire’s early years, good companies were available for bargain prices. It 
bought the Illinois National Bank & Trust Company and The Buffalo News at book 
value, and the discarded Scott Fetzer and Fechheimer at premiums that still produced 
going-in pre-tax returns in the mid-20% range. During the decade ended in 2014, it 
purchased a variety of businesses, some with underlying returns on capital well into 
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the double digits. But the prices paid for these acquisitions cut the going-in returns 
down to the low double digit or even single-digit range.

By charting a sample of Berkshire’s acquisitions by purchase multiples and going-
in returns, we can see both the value of different companies and a hint of the market 
situation when they were purchased (see Figure 8.2). Generally, the better the business 
was, the higher its price (as represented by purchase multiple paid compared to the 
company’s underlying value). The return on capital of the underlying businesses (the 
company-level return) ranges widely.

The three major outliers are See’s, Scott Fetzer, and Fechheimer. See’s was one of 
Berkshire’s earliest purchases and was made when markets were not as efficient. The 
low Scott Fetzer and Fechheimer purchase multiples reflected that Berkshire could 
act as a safe port amid the leverage buyout storm of the mid-1980s. By contrast, 
Lubrizol and Heinz were excellent companies earning great returns on capital, but 
the price Berkshire paid reflected the market’s correct appraisal of that fact.

Figure 8.2: Distribution of Going-In Returns, Select Acquisitions*
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Source: Berkshire Hathaway Annual Reports
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We can see the outperformance of Berkshire’s book value and market values compared 
to the total return of the S&P 500 decline over its fifty-year history (see Figure 8.3). Its 
advantage in compounding book value per share peaked at 20% in the early 1980s and 
steadily declined to the single-digit percentage point range at the end of 2014.

Buffett was direct in his 2014 special letter discussing Berkshire’s past, present, and 
future: “The bad news is that Berkshire’s long-term gains—measured by percentages, 
not by dollars—cannot be dramatic and will not come close to those achieved in the 
past 50 years. The numbers have become too big. I think Berkshire will outperform 
the average American company, but our advantage, if any, won’t be great.”

Figure 8.3: Trailing ten-year difference between Berkshire Hathaway’s per-share 
book value and market value to S&P 500 (with dividends)
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Source: Berkshire Hathaway Annual Report 2014 and author’s calculations.



the complete financial history of berkshire hathaway

636

Figure 8.4: Berkshire Hathaway price-to-book ratio, 1965–2014
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Sources: Of Permanent Value (Kilpatrick, 2015), Berkshire Hathaway Annual Reports 1965–2014, and 
author’s calculations.

Broad Lessons

Examining Berkshire’s fifty-year history through 2014 several major lessons stand out:

• Circle of competence: Buffett and Munger, for the most part, stayed within 
their circle of competence. Building Berkshire used common sense and a focused 
strategy of choosing long-term businesses and investments with good economics 
that they understood well.

• Business focus: A central guiding principal was to focus on the underlying business. 
It did not matter whether the actual investment was a whole company, part of 
a company via stocks, or lending to a business via fixed income investments. A 
focus on the long-term economic characteristics of businesses was paramount to 
Berkshire’s success. This included seeking businesses with strong economic moats.

• Financial and operational conservatism: Berkshire benefitted to an enormous 
degree from the float in insurance, and to a lesser extent the trading stamp 
business at Blue Chip Stamps (before it faded). Some debt was used when it 
was available on attractive terms, and later the utility businesses used debt as 
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Chapter 9
2015–2024

Table 9.1: Decade snapshot: 2014-2024

2014 2024
Business: Insurance, utilities, railroad; numerous 

industrial, building, and consumer 
products businesses; numerous service 
and retailing businesses; major interest 
in a branded food product business; 
significant stakes in several public 
companies.

Insurance, utilities, railroad; numerous 
industrial, building, and consumer 
products businesses; numerous service 
and retailing businesses; major interests 
in branded food product businesses; 
significant stakes in several public 
companies.

Key managers: Chairman & CEO: Warren E. Buffett 
Vice Chair: Charles T. Munger

Chairman & CEO: Warren E. Buffett 
Vice Chairs: Charles T. Munger (until 
2023), Gregory E. Abel, Ajit Jain

Annual revenues: $195 billion $321 billion
Stockholders' equity: $240 billion $649 billion
Book value per A share: $146,186 $451,507 
Float (average): $81 billion $170 billion

Major capital allocation decisions:
1. Acquired Van Tuyl Automotive Group for $4.2 billion (2015).
2. Invested an additional $5 billion in Heinz to acquire Kraft Foods Group (2015).
3. Acquired Precision Castparts Corp. (PCC) for $32.6 billion cash (2016).
4. Acquired Duracell from Proctor & Gamble in a cash-rich split-off transaction for $4.2 billion, gross of 
$1.8 billion acquired cash (2016).
5. Invested $8.9 billion in the four largest US airlines (2016-19) before selling (2020).
6. Acquired Pilot Flying J in three steps for $13.6 billion (2017, 2023, 2024).
7. Sold entire investment in IBM for approximately $13 billion (2017).
8. Acquired Medical Liability Mutual Insurance Company for $2.5 billion (2018).
9. Acquired a significant stake in Apple, Inc.: $6.7 billion (2016), $14 billion (2017) and $15 billion (2018) 
for a total investment of $36 billion, or 5.4% of the company. Sold two-thirds for a $90 billion gain (2024).
10. Sold 81% interest in Applied Underwriters for $920 million (2019).
11. Invested $10 billion in Occidental Petroleum preferred stock (2019).
12. Acquired Alleghany for $11.6 billion (2022).
13. Increased its ownership of Berkshire Hathaway Energy to 100% (2024).
14. Invested $13.8 billion in five Japanese trading companies, financing the purchases with low-cost 
Yen-denominated debt (2019-2024).
15. Invested over $151 billion in capital expenditures ($62 billion more than depreciation expense) 
(2015-2024).
16. Repurchased $77.9 billion, or 12.5%, of its own stock (2018-2024). 
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Noteworthy events:
1. The Insurance Group breaks its 14-year record of consecutive underwriting profits with a pre-tax loss of 
$3.2 billion. GEICO reports its first underwriting loss since 2000. (2017)
2. Completes the largest retroactive reinsurance deal in history with a $10.2 billion premium with AIG (2017).
3. Buffett wins 10-year bet that an index fund will beat a group of hedge funds (2017). 
4. Congress passed the Tax Cuts and Jobs Act of 2017 which reduced the US Corporate tax rate from 35% 
to 21%. 
5. The global pandemic hit the U.S. in March 2020 and severely disrupts worldwide economic activity and 
global commerce.
6. Major global supply chain disruptions and pandemic-related stimulus lead to the highest inflation in over 
40 years. 
7. Because of the pandemic, Berkshire held its Annual Meeting in virtual format in 2020 and 2021.
8. Berkshire writes down the value of Precision Castparts by $9.8 billion (2020).
9. Wildfires and the resulting judicial and political uncertainty severely impair the value of Berkshire 
Hathaway Energy (2024).
10. Ruth Gottesman, wife of the late Berkshire director, Sandy Gottesman, donates $1 billion of Berkshire 
stock to the Albert Einstein College of Medicine in New York (2024).
11. Charlie Munger dies on November 28, 2023, age 99 (36 days shy of his 100th birthday).
12. Greg Abel and Ajit Jain named as vice chairmen of non-insurance and insurance operations, respectively 
(2018).
13. Kenneth Chenault named a director (2020).
14. Susan Buffett and Christopher Davis named as directors (2021).
15. Thomas Murphy, Jr. and Wallace Weitz named as a directors (2022).
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Table 9.2: Berkshire Hathaway pre-tax earnings

Sources: Berkshire Hathaway Annual Reports 2014, 2016, 2017, 2019, 2021, 2024.

($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 
Insurance Group:
  Underwriting:
    GEICO $7,813 $3,635 ($1,880) $1,259 $3,428 $1,506 $2,449 ($310) $462 $460 $1,159 
    General Re Consolidated with Berkshire Hathaway Reinsurance Group 190 132 277 
    Berkshire Hathaway Reinsurance Group 2,737 1,904 1,465 (930) (2,700) (1,472) (1,109) (3,648) 822 421 606 
    Berkshire Hathaway Primary Group 855 1,374 393 607 110 383 670 719 657 824 626 
  Total underwriting 11,405 6,913 (22) 936 838 417 2,010 (3,239) 2,131 1,837 2,668 
  Investment income 16,748 11,581 7,724 5,649 5,949 6,600 5,503 4,902 4,482 4,550 4,357 
Total Insurance Group 28,153 18,494 7,702 6,585 6,787 7,017 7,513 1,663 6,613 6,387 7,025 

BNSF 6,648 6,614 7,708 7,861 6,792 7,250 6,863 6,328 5,693 6,775 6,169 
Berkshire Hathaway Energy1 2,292 940 3,146 3,184 2,479 2,618 2,472 2,584 2,973 2,851 2,711 
Manufacturing, service and retailing (MSR)2 16,843 17,589 16,219 14,552 10,889 12,365 12,308 9,243 8,462 7,115 6,792 
Finance and financial products3 Consolidated with Manufacturing, Service and Retailing 2,058 2,130 2,086 1,839 
Unallocated interest expense (427) (426) (420) (455) (483) (416) (458) (1,494) (230) (374) (313)
Equity method investments4 1,841 1,973 1,863 995 726 1,176 (2,167) 2,938 1,103 730 694 
Goodwill and intangible asset impairments (10,671) (96)
Corporate, eliminations and other 2,227 127 1,181 422 (1,572) 175 (75) (1,610) (1,381) (971) (893)
Subtotal - pre-tax operating earnings 57,577 45,311 37,399 33,144 14,947 30,089 26,456 19,652 23,233 22,513 22,185 

Investment and derivatives gains/losses 52,799 74,855 (67,899) 78,542 40,746 72,607 (22,455) 2,128 8,304 10,347 4,081 
Total pre-tax earnings 110,376 120,166 (30,500) 111,686 55,693 102,696 4,001 21,780 31,537 32,860 26,266 

Income taxes and minority interests5 21,381 23,943 (7,741) 21,891 13,172 21,279 (20) (23,160) 7,463 8,777 6,394 
Net income $88,995 $96,223 ($22,759) $89,795 $42,521 $81,417 $4,021 $44,940 $24,074 $24,083 $19,872 

Footnotes:
1. 2014: MidAmerican changed its name to Berkshire Hathaway Energy. Includes results of Berkshire Hathaway Home Services.
2. 2014: Marmon’s leasing operations were rolled into Finance and Financial Products. In 2024 and 2023 Pilot is included in MSR. Previously, it was included in the equity method.
3. 2018: the Finance and financial products businesses were consolidated with the MSR businesses.
4. 2018: Includes intangible asset impairment from Kraft Heinz.
5. 2017: Includes $28.2 billion benefit from the Tax Cuts and Jobs Act of 2017.
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Table 9.3: Berkshire Hathaway after-tax earnings

Sources: Berkshire Hathaway Annual Reports 2014-2024.

($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 

Insurance - underwriting $9,020 $5,428 ($30) $728 $657 $325 $1,566 ($2,219) $1,370 $1,162 $1,692 

Insurance - investment income 13,670 9,567 6,484 4,807 5,039 5,530 4,554 3,917 3,636 3,725 3,542 

Railroad 5,031 5,087 5,946 5,990 5,161 5,481 5,219 3,959 3,569 4,248 3,869 

Utilities and energy 3,730 2,331 3,904 3,495 3,091 2,840 2,621 2,083 2,287 2,132 1,882 

Manufacturing, service and retailing (MSR) 13,072 13,362 12,512 11,120 8,300 9,372 9,364 6,208 5,631 4,683 4,468 

Finance and financial products1 Consolidated with Manufacturing, Service and Retailing 1,335 1,427 1,378 1,243 

Other2 1,395 (175) 509 1,315 (11,318) 424 (1,566) (826) (343) 30 (145)

Non-controlled businesses 1,519 1,750 1,528 

Operating earnings 47,437 37,350 30,853 27,455 10,930 23,972 21,758 14,457 17,577 17,358 16,551 

Investment and derivative gains/losses 41,558 58,873 (53,612) 62,340 31,591 57,445 (17,737) 1,377 6,497 6,725 3,321 

Tax Cuts and Jobs Act of 2017 29,106 

Net earnings attributable BRK shareholders $88,995 $96,223 ($22,759) $89,795 $42,521 $81,417 $4,021 $44,940 $24,074 $24,083 $19,872 

Common shares outstanding at year end3 1,438 1,441 1,460 1,477 1,544 1,625 1,641 1,645 1,644 1,643 1,643 

Footnotes:
1. Beginning in 2018, the Finance and Financial Products businesses were consolidated with the Manufacturing, Service, and Retailing businesses. 
2. Includes $2.7 billion after-tax intangible asset impairment charge from Kraft Heinz in 2018 and $9.8 billion related to Precision Castparts in 2020.
3. A-share equivalent, in thousands. 
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Table 9.4: Select information 2014–2024

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 

BRK book value per 
share - % change

6.4% 10.7% 23.0% 0.4% 23.0% 9.8% 19.4% (5.6%) 20.3% 16.0% 

BRK market value per 
share - % change

(12.5%) 23.4% 21.9% 2.8% 11.0% 2.4% 29.6% 4.0% 15.8% 25.5% 

S&P 500 total return 1.4% 12.0% 21.8% (4.4%) 31.5% 18.4% 28.7% (18.1%) 26.3% 25.0% 

US GDP Growth  
(real %)

2.9% 1.8% 2.5% 3.0% 2.6% (2.2%) 6.1% 2.5% 2.9% 2.8% 

10 year Treasury Note 
(year end %)

2.2% 2.5% 2.4% 2.8% 1.9% 0.9% 1.5% 3.6% 4.0% 4.4% 

US inflation  
(avg. annual %)

0.1% 1.3% 2.1% 2.4% 1.8% 1.3% 4.7% 8.0% 4.1% 3.0% 

US unemployment  
(avg. annual %)

5.3% 4.9% 4.4% 3.9% 3.7% 8.1% 5.4% 3.6% 3.6% 4.0% 

Sources: 2024 Berkshire Hathaway Annual Report and Federal Reserve Bank of St. Louis.

2015
Berkshire’s gain in net worth during 2015 amounted to $15.4 billion, an increase of 
6.4%. This was significantly ahead of the 1.4% gain recorded for the S&P 500. But 
in 2014, Buffett had switched his preferred yardstick to Berkshire’s change in market 
value per share, which fell 12.5%. These were two competing data points. Which to 
believe? Buffett was confident the market value metric would prevail over time. He 
knew Berkshire’s share price, like that of the market in general, would rise and fall but 
eventually settle close to intrinsic value. A single year was not enough data to draw 
any definitive conclusion. Buffett preferred to look at Berkshire’s progress building 
normalized earnings power (earnings excluding any gains or losses from marketable 
securities or derivatives) to evaluate a single year, and he thought Berkshire had a 
good year on that front.

The Powerhouse Five, the largest non-insurance businesses (comprised of 
Berkshire Hathaway Energy, BNSF, Iscar, Lubrizol, and Marmon), reported record 
earnings. That included a turnaround by BNSF, which earned Buffett’s praise in 2015 
after disappointing the prior year. The dozens of other non-insurance businesses 
increased their earnings too. Insurance turned in its thirteenth consecutive year 
of underwriting profits and again increased float. Large capital expenditures and 
many bolt-on acquisitions increased the earnings power of Berkshire’s existing 
businesses. The partnership with 3G Capital expanded again when Heinz merged 
with Kraft to create a consumer brand giant. Additional capital was put to work in 
equity securities.
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In Buffett’s Chairman’s letter he provided an update on the two quantitative 
factors he thought useful for estimating Berkshire’s intrinsic value. For the first time 
he included underwriting profit in the per-share operating earnings figure.* His 
reasoning was the underwriting business had changed substantially; earnings were 
more stable than a decade or two ago and were less heavily influenced by catastrophe 
coverage. Still, Buffett was quick to point out that an underwriting loss remained 
possible as the super cat business hadn’t gone away; it just diminished in relation to 
other business.

Table 9.5: Berkshire Hathaway intrinsic value estimation

With insurance 
underwriting

W/out insurance 
underwriting

Per share (A-equivalent): 2015 2014 2015 2014 
Investments (Kraft Heinz at market) $159,794 $140,123 $159,794 $140,123 
Pre-tax operating earnings (ex. investment 
income)

12,304 12,471 11,186 10,847 

Estimated value (investments + 10x operating 
earnings)

282,834 264,832 271,654 248,593 

Year-end share price 197,800 226,000 197,800 226,000 
Year-end book value per share 155,501 146,186 155,501 146,186 
Price/estimated value 0.70x 0.85x 0.73x 0.91x 
Price/book 1.27x 1.55x 1.27x 1.55x 
Value/book 1.82x 1.81x 1.75x 1.70x 
Change in estimated value 6.8% 9.3% 
Change in share price (12.5%) (12.5%)

Sources: Berkshire Hathaway Annual Reports 2014, 2015; and author’s calculations.

The Insurance Group delivered a $1.8 billion pre-tax underwriting gain in 2015 in 
addition to increasing year end float by 4.5% to $87.7 billion. Each major insurance 
segment was profitable, though not without their unique challenges.

* Underwriting earnings per share amounted to $1,118 in 2015 and increased the intrinsic value estimate by 4%. 
Doing so also reduced the change in estimated intrinsic value if the $1,624 underwriting earnings per share in 
2014 are included that year.
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Table 9.6: Berkshire Hathaway—Insurance Underwriting

($ millions) 2015 2014
GEICO
Premiums earned $22,718 $20,496 
Underwriting gain/(loss) - pre-tax 460 1,159 
General Re
Premiums earned $5,975 $6,264 
Underwriting gain/(loss) - pre-tax 132 277 
Berkshire Hathaway Reinsurance Group
Premiums earned $7,207 $10,116 
Underwriting gain/(loss) - pre-tax 421 606 
Berkshire Hathaway Primary Group
Premiums earned $5,394 $4,377 
Underwriting gain/(loss) - pre-tax 824 626 
Total premiums earned $41,294 $41,253 
Total underwriting gain/(loss) - pre-tax 1,837 2,668 
Average float 85,822 80,581 
Cost of float (2.1%) (3.3%)

Sources: Berkshire Hathaway Annual Report 2016 and author’s calculations.

GEICO

GEICO reported mixed results. In the plus column, a combination of rate increases 
and policyholder growth expanded earned premiums 10.8% to $22.7 billion. Its market 
share grew from 10.8% to 11.4%. Underwriting expenses (at 15.9% of premiums) had 
a fourth consecutive year of improvement. That’s where the good news ended. Losses 
ballooned by 4.4 percentage points to 82.1% of premiums. The cause was an increase 
in both frequency and severity of claims. Such an increase could only be attributed 
to more drivers using smartphones.*109 The higher loss experience caused GEICO’s 
underwriting profit to decline 60% to $460 million, a 98% combined ratio. It would 
have to increase premium rates even more to counter the higher loss experience and 
return to historical rates of profitability.

* The Insurance Information Institute partially corroborated this theory in an October 2016 report. It 
referenced a National Safety Council Survey where 74% of drivers reported using Facebook while driving. The 
title of that report told it all: More Accidents, Larger Claims Drive Costs Higher.

the complete financial history of berkshire hathaway

650

Table 9.7: Manufacturing, Service, and Retailing businesses—pre-tax earnings

($ millions) 2015 2014 % Change
Industrial products $2,994 $3,159 (5%)
Building products 1,167 896 30% 
Consumer products 732 756 (3%)
Subtotal - manufacturing 4,893 4,811 2% 

Service 1,156 1,202 (4%)
Retailing 564 344 64% 
McLane 502 435 15% 
Subtotal - service and retailing 2,222 1,981 12% 

Total pre-tax earnings 7,115 6,792 5% 
Income taxes and noncontrolling interests (2,432) (2,324) 5% 
Earnings after tax $4,683 $4,468 5% 

Sources: Berkshire Hathaway Annual Report 2015 and author’s calculations.

With so many businesses to report, the categories were logical. But some analysts 
pined for additional data. Results from large companies like Shaw, Lubrizol, IMC 
(as the parent company of Iscar*), and Marmon were aggregated and discussion 
squeezed into just a few paragraphs along with many other businesses instead of 
being individually reported. Some had previously been public companies that 
produced annual reports hundreds of pages long. Much of that data was now gone 
as part of Berkshire’s reporting. Many of the businesses were similar enough that the 
consolidated data was still valuable. The report did identify specific businesses where 
the impact was meaningful, but Berkshire’s growth diminished the importance of 
individual businesses compared to the whole.

Industrial Products (revenues of $16.8bn, down 5%): A big part of the 5% 
decline in pre-tax to $3 billion earnings from industrial products came from a stronger 
US dollar. IMC was likely responsible for most of the impact, as it was the largest 
business in the segment and located overseas. A slowdown in demand began over the 
second half of the year and was expected to continue into 2016.

Building Products (revenues of $10.3bn, up 1.9%): This was the only 
manufacturing segment to increase earnings. The large 30% jump in earnings to $1.2 
billion on just a 2% increase in revenues was a result of higher unit volume, lower raw 
materials costs, and energy savings, offset by the strong US dollar and restructuring 
costs. Bolt-on acquisitions increased earnings as well. The large increase in earnings 
illustrated the pricing power of those businesses. The segment included Shaw, Johns 
Manville, Acme Building Brands, Benjamin Moore, and MiTek. These businesses did 

* The original business was now one of numerous operating units. 
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Figure 9.1: Kraft 2014 revenues by segment ($ millions)
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Source: Kraft Foods 2014 10K.

The Kraft that merged with Heinz had a history with Berkshire Hathaway. 
Berkshire owned General Foods (Kraft’s predecessor company) in the 1980s before it 
was taken over in a leveraged buyout. General Foods was later combined with Kraft, 
Inc., and in 2012 was split off from its renamed parent, Mondelez. Mondelez focused 
on international food and snack brands while Kraft contained the mostly US-based 
food and beverage brands.

The qualities that attracted Berkshire and 3G Capital to Heinz also attracted it 
to Kraft. Kraft’s brands were iconic and had a long history of consumer purchasing 
habits. The quality of the brands resulted in significant amounts of goodwill and 
intangible assets on the balance sheet. Operating them required far less tangible 
capital, as evidenced by the strong historical pre-tax returns on capital (see Table 9.8).

The purchase price for Kraft reflected the quality of its underlying businesses and 
the expectation that the management team at 3G Capital could implement their 
cost-cutting playbook. To do that, the existing Heinz shareholders (3G Capital and 
Berkshire Hathaway) had to retain control of the post-merger company. The merger 
was structured such that 3G Capital and Berkshire would end up with 51% of Kraft 
Heinz, the new post-merger company. Existing Kraft shareholders would receive 49% 
of the company and a one-time $10 billion dividend funded by an additional equity 
contribution by 3G Capital and Berkshire. Because Berkshire owned slightly more of 
Heinz prior to the merger, it ended up with a 26.8% stake in Kraft Heinz.
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Table 9.8: Kraft—acquisition analysis

($ millions) 2014 2013 2012 2011 2010 
Total revenues $18,205 $18,218 $18,271 $18,576 $17,797 
Revenues/avg. capital1 $3.27 $3.35 $3.63 n/a n/a 
EBIT margin2 17% 16% 16% 17% 17%
Pre-tax return on capital 55% 55% 59% n/a n/a 
49% of Heinz capitalization3 $14,334 
BRK & 3G equity contribution4 10,000 
Value given for 51% of Kraft equity 24,334 

Implied purchase price of 100% of Kraft 
equity

$47,714 

Debt 9,286 
Effective purchase price $57,000 
Purchase multiple 10.8x
BRK going-in pre-tax return (2014) 5.1%

Footnotes:
1. Average capital calculated using specific working capital and fixed asset accounts for 
consistency. Data for 2011 did not contain comparable figures for accrued pension costs and 
accrued post-retirement health care costs.
2. Adjustments were made to exclude changes to defined benefit plans.
3. Heinz capitalization at year-end 2014 consisted of equity ($7,336), total debt ($13,597) and 
preferred stock ($8,320).
4. Berkshire invested $5,260 and 3G invested $4,740.

Note: Balance sheet data for Kraft for 2010 was not available.
Sources: Berkshire Hathaway Annual Report 2015; Kraft Annual Reports 2012–2014; H.J. Heinz Holding 
Corporation S-4 registration statement filing; and author’s calculations.

The Kraft Heinz merger was not without its accounting complications. The 
transaction included the issuance of shares, which reduced Berkshire’s ownership 
from 52.5% to 26.8%. The equity method (the accounting applicable to Berkshire’s 
ownership interest) accounts for that reduction in ownership as a sale. This holds 
true even though no cash changed hands. If Heinz had issued new shares in exchange 
for cash it would have had the same economic effect as Berkshire selling some of its 
shares. In this case, Berkshire was selling a part of its ownership in Heinz not for 
cash but in exchange for part of Kraft. As a result of the accounting requirement, 
Berkshire was required to book a $6.8 billion non-cash gain. Because it was only for 
accounting purposes, there were no tax implications.
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that once costs crept in, they tended to proliferate. A large and highly profitable 
conglomerate required continual diligence to protect itself from such tendencies.

2016
Berkshire’s gain in net worth in 2016 was 10.7%. Its market value rose 23.4% against 
a gain in the S&P 500 of 12%. Business results in 2016 (and perhaps the strong rise 
in share price) reflected another good year. The acquisition of Precision Castparts 
Corp. sopped up some of Berkshire’s excess cash. More importantly, it added to the 
conglomerate’s normalized earnings power.* Buffett presented a history of Berkshire’s 
progress adding to its earnings power in a table in the Chairman’s letter (see Figure 9.2). 
The data show operating earnings grew irregularly but clearly upward over time as 
Berkshire retained earnings and added earning power.

Figure 9.2: Berkshire Hathaway After-Tax Operating Earnings and Capital 
Gains 1999–2016
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Source: Berkshire Hathaway Annual Report 2016.

* Normalized earning power is what a company could expect to earn in a normal year, free of any one-time 
factors pushing earnings up or down.
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the mid-40% range. Buffett had high praise for Donegan. “Mark’s accomplishments 
remind me of the magic regularly performed by Jacob Harpaz at IMC, our remarkable 
Israeli manufacturer of cutting tools. The two men transform very ordinary raw 
materials into extraordinary products that are used by major manufacturers 
worldwide. Each is the da Vinci of his craft.”

Buffett’s enthusiasm for PCC and Donegan was reflected in the acquisition price. 
Berkshire paid 6.7 times PCC’s underlying capital, which gave it a pre-tax going-in 
return below 7%. He readily admitted that the low interest rate environment played 
a part in the price Berkshire paid for PCC.

Table 9.9: Precision Castparts Corp.—acquisition analysis

($ millions) 2015 2014 2013 2012 2011 
Total revenues $10,005 $9,533 $8,347 $7,202 $6,209 
Revenues/avg. capital1 $1.79 $1.80 $1.77 $1.69 $1.67 
EBIT margin1 26% 28% 26% 25% 24%
Pre-tax return on capital 46% 50% 46% 43% 41%
Purchase price (equity) $32,658 
Debt 4,586 
Effective purchase price $37,244 
Purchase multiple 6.66x
BRK going-in pre-tax return 6.9%

Footnote:
1. Adjustments were made for goodwill and intangibles.

Note: Fiscal years ended in March.
Sources: Berkshire Hathaway Annual Report 2016; Precision Castparts Corp. Annual Reports 2011–2015; 
and author’s calculations.

Some wondered how Buffett could agree to spend such large sums of money so 
quickly. Andrew Ross Sorkin, a journalist invited to ask questions at the Annual 
Meeting, summed up the question as follows: “Other successful acquisitive 
companies use teams of internal people, outside bankers, consultants, and lawyers to 
due diligence, often over many months to assess deals … Speed may be a competitive 
advantage. You’ve done some amazing deals. But does your diligence process also put 
us at greater risk?” While the PCC deal was not as rapid as others in Berkshire’s past 
(Buffett had a couple of years to study it), Berkshire’s omission of the multitudes 
of personnel to assist in the transaction was much different than almost any other 
acquisition in the business world. Buffett’s answer was instructive.
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Manufacturing, Service, and Retailing

Table 9.10: Manufacturing, service, and retailing businesses—pre-tax earnings

($ millions) 2016 2015 % Change
Industrial products $4,209 $2,994 41% 
Building products 1,178 1,167 1% 
Consumer products 824 732 13% 
Subtotal - manufacturing 6,211 4,893 27% 

Service 1,161 1,156 0% 
Retailing 659 564 17% 
McLane 431 502 (14%)
Subtotal - service and retailing 2,251 2,222 1% 

Total pre-tax earnings 8,462 7,115 19% 
Income taxes and noncontrolling interests (2,831) (2,432) 16% 
Earnings after tax $5,631 $4,683 20% 

Sources: Berkshire Hathaway Annual Report 2016 and author’s calculations.

Earnings from the MSR segment increased in 2016 due to the addition of PCC. The 
rest of Berkshire’s businesses in both major categories (manufacturing, and service 
and retailing) were flat. Results varied widely depending on industry and sensitivity 
to both the US dollar and oil and gas prices. This group nonetheless earned an 
impressive 24% on average tangible equity of $24 billion.*

Industrial Products (revenues of $24.7bn, up 47%): With the addition of 
Precision Castparts, pre-tax earnings of industrial products grew 41% to $4.2 billion. 
Adjusting for PCC, revenues declined 5% as demand fell and competition pressured 
prices. Earnings of this segment would have fallen too without PCC but the magnitude 
wasn’t disclosed. This segment was hit hardest by a decline in the price of oil. Lubrizol 
a specialty chemical company, was probably hit the hardest. It took a $365 million hit 
to its earnings to dispose of an unnamed underperforming business. IMC was one of 
the only businesses in this category to report a small earnings increase (unspecified).

Building Products (revenues of $10.8bn, up 4.4%): The decline in oil prices 
combined with increased demand for their products benefitted the building 

forth adjusted earnings that added back restructuring costs. This was yet another chapter in the accounting 
versus economics story where managers seek to put the company’s earnings in a more favorable light. Buffett 
considered these costs a part of doing business and noted that Berkshire incurred expenses every year that other 
management teams might add back when presenting results to shareholders. Instead of falling for what Buffett 
called baloney, the costs weighed on Berkshire’s results.

* Buffett provided these figures in the Chairman’s letter. The summary balance sheet and income statement 
disappeared from the Chairman’s letter the next year. 
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1. Understand all exposures that might cause a policy to incur losses.
2. Conservatively assess the likelihood an exposure causes a loss, and the cost of it.
3. Set a premium that delivers a profit (on average) after prospective loss costs and 

operating expenses. 
4. Be willing to walk away from business that is not profitable.

“Many insurers pass the first three tests and flunk the fourth,” he said, but Berkshire 
was different. Berkshire often left the table with money in its pocket—in search of a 
better deal.* Its two reinsurers knew this playbook well and continued to swim well 
against a strong tide. New capital entering the industry continued to pressure rates. 
Buffett went so far as to say he thought the next ten years could be difficult, and 
almost certainly not as good as the previous decade. Notwithstanding the headwinds, 
both General Re and Berkshire Hathaway Reinsurance Group (BHRG) reported 
underwriting profits for the year.

Table 9.11: Berkshire Hathaway—Insurance Underwriting

($ millions) 2016 2015
GEICO
Premiums earned $25,483 $22,718 
Underwriting gain/(loss) - pre-tax 462 460 
General Re
Premiums earned $5,637 $5,975 
Underwriting gain/(loss) - pre-tax 190 132 
Berkshire Hathaway Reinsurance Group
Premiums earned $8,504 $7,207 
Underwriting gain/(loss) - pre-tax 822 421 
Berkshire Hathaway Primary Group
Premiums earned $6,257 $5,394 
Underwriting gain/(loss) - pre-tax 657 824 
Total premiums earned $45,881 $41,294 
Total underwriting gain/(loss) - pre-tax 2,131 1,837 
Average float 89,650 85,822 
Cost of float (2.4%) (2.1%)

Sources: Berkshire Hathaway Annual Report 2016 and author’s calculations.

* It is interesting to note how Berkshire’s patience in waiting out low prices effectively allows it to participate 
in the business at better rates later. It lets others rush in and make unprofitable deals and then turns around 
years later and takes the risk off their books in the form of retroactive or retrocessional reinsurance contracts. 
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reinforced that behavior wherever he could. This included a biannual letter to 
Berkshire’s managers instructing them never to go near the gray area and by airing 
a key part of Buffett’s congressional testimony related to the 1980s Salomon scandal 
every year at the Annual Meeting.

Buffett also said Berkshire was not completely hands-off. It had an internal 
auditing system that included ways to submit anonymous tips to headquarters in 
Omaha, a system that brought in over 4,000 tips annually. Some tips amounted to 
merely griping but others led to real change. Munger went so far as to say he believed 
Berkshire would be blindsided by something someday. Munger thought Berkshire 
would gain more by over-trusting, even if it meant they would miss something big 
now and again (which would garner an outsize share of press). The Wells Fargo 
scandal offered two lessons for managers.

1. Incentives work and must be crafted carefully to avoid unintended consequences. 
Even well-intentioned plans can backfire and cause misery.

2. It’s important to act quickly when problems surface. The Salomon and Wells 
Fargo scandals proved that things only get worse, not better, by delaying.

 
Table 9.12: Berkshire Hathaway—equity portfolio, select detail

2016 2015 Change
($ millions) Cost Market Cost Market Cost Market
American Express $1,287 $11,231 $1,287 $10,545 $0 $686 
Apple 6,747 7,093 6,747 7,093 
AT&T 1,283 1,603 (1,283) (1,603)
Charter Communications 1,210 1,955 1,202 1,367 8 588 
The Coca-Cola Company 1,299 16,584 1,299 17,184 0 (600)
DaVita Healthcare Partners 843 1,291 (843) (1,291)
Delta Airlines 2,299 2,702 2,299 2,702 
Deere & Company 1,773 1,690 (1,773) (1,690)
Goldman Sachs 654 2,727 654 2,053 0 674 
International Business Machines 13,815 13,484 13,791 11,152 24 2,332 
Moody's Corporation 248 2,326 248 2,475 0 (149)
Phillips 66 5,841 6,445 4,357 4,530 1,484 1,915 
Sanofi 1,692 1,791 1,701 1,896 (9) (105)
Southwest Airlines 1,757 2,153 1,757 2,153 
Proctor & Gamble 336 4,683 (336) (4,683)
US Bancorp 3,239 5,233 3,239 4,346 0 887 
United Continental Holdings 1,477 1,940 1,477 1,940 
USG Corp. 836 1,253 836 1,253 
Walmart 3,593 3,893 (3,593) (3,893)
Wells Fargo & Company 12,730 27,555 12,730 27,180 0 375 
All other 10,697 17,560 10,276 16,450 421 1,110 
Total equity securities $65,828 $122,032 $58,612 $112,338 $7,216 $9,694 

Sources: Berkshire Hathaway Annual Reports 2015–2016 and author’s calculations.
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Table 9.13: Berkshire Hathaway—Insurance Underwriting

($ millions) 2017 2016
GEICO
Premiums earned $29,441 $25,483 
Underwriting gain/(loss) - pre-tax (310) 462 
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $7,552 $7,218 
Retroactive reinsurance 10,755 1,254 
Life/health 4,808 4,587 
Periodic payment annuity 898 1,082 
Total premiums earned 24,013 14,141 

Underwriting gain/(loss) - pre-tax:
Property/casualty (1,595) 895 
Retroactive reinsurance (1,330) (60)
Life/health (52) 305 
Periodic payment annuity (671) (128)
Total underwriting gain/(loss) - pre-tax (3,648) 1,012 
Berkshire Hathaway Primary Group
Premiums earned $7,143 $6,257 
Underwriting gain/(loss) - pre-tax 719 657 
Total premiums earned $60,597 $45,881 
Total underwriting gain/(loss) - pre-tax (3,239) 2,131 
Average float 103,039 89,650 
Cost of float 3.1% (2.4%)

Note: In 2017, results for General Re were consolidated with BHRG. Results for 2016 were 
restated to conform to the new presentation.
Sources: Berkshire Hathaway Annual Reports 2017, 2019; and author’s calculations.

Berkshire Hathaway Reinsurance Group

Beginning in 2017, General Re’s results were consolidated with BHRG. The reporting 
was now delineated between four major lines of business: property/casualty, retroactive 
reinsurance, life/health, and periodic payment annuity, with some detail on activities 
from General Re separated for comparative purposes. A high-level analysis showed 
the NICO Group (BHRG’s original operations) eclipsed General Re in property/
casualty by about half. Gen Re’s life/health business remained about double that of 
Berkshire Hathaway Life Insurance Company of Nebraska (BHLN Group, BHRG’s 
original operations).

Led by Ajit Jain, Berkshire Hathaway Reinsurance Group underwrote the largest 
retroactive reinsurance deal in history. For a $10.2 billion premium, Berkshire agreed 
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Buffett suggested that more detail, while desirable to shareholders, wasn’t as 
important as when Berkshire was smaller. “Be aware, though, that it’s the growth of the 
Berkshire forest that counts. It would be foolish to focus over-intently on any single tree.”

Buffett long counseled that profits must be analyzed in relation to the capital 
that produces them. Calculating return on tangible equity became all but impossible 
without the summary balance sheet historically provided to shareholders in the 
Chairman’s letter. Information previously provided on the balance sheet was largely 
absent, aside from amounts for goodwill and identifiable assets at year-end.*

Table 9.14: Manufacturing, service, and retailing businesses—pre-tax earnings

($ millions) 2017 2016 % Change
Industrial products $4,367 $4,209 4% 
Building products 1,382 1,178 17% 
Consumer products 1,112 824 35% 
Subtotal - manufacturing 6,861 6,211 10% 

Service 1,298 1,161 12% 
Retailing 785 659 19% 
McLane 299 431 (31%)
Subtotal - service and retailing 2,382 2,251 6% 

Total pre-tax earnings 9,243 8,462 9% 
Income taxes and noncontrolling interests (3,035) (2,831) 7% 
Earnings after tax $6,208 $5,631 10% 

Sources: Berkshire Hathaway Annual Report 2017 and author’s calculations.

Industrial Products (revenues of $26.4bn, up 6.8%): Earnings (up 4% to 
$4.4 billion) were hurt by one-time charges related to the Precision Castparts (PCC) 
acquisition, which led its pre-tax earnings to fall 12.5%.** Its earnings were not detailed. 
Nor were the earnings of IMC and Marmon. The footnotes disclosed strong revenue 
growth at those two companies (IMC up 13%, Marmon up 7%) but did not specify 
how much translated into earnings. Lubrizol’s earnings were detailed. On just 3% 
revenue growth Lubrizol’s pre-tax earnings grew 17% due to a combination of factors 

* Many analysts and shareholders (the author included) bemoaned this change. The MSR businesses are a 
significant source of Berkshire’s value and understanding the nuances of its businesses is important. A fun 
statistic: the 1987 Berkshire Hathaway Annual Report was 56 pages long. The 2017 report registered 148 pages. 
Said another way, Berkshire’s Annual Report increased at a rate of just 3.3% per year over 30 years while its 
business expanded far beyond the budding conglomerate it was at the beginning of that period. Buffett: buster 
of footnote inflation.

** These one-time inventory and impairment charges were unrelated to the amortization charges Berkshire 
was required to take in connection with the acquisition. Buffett said there was a little over $400 million a year 
of amortization of goodwill related to PCC in 2017. Berkshire aggregated such purchase accounting-related 
charges into one line item as they were not considered useful in assessing the operating performance of the 
businesses. 
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12%. Berkshire’s margin of safety was inherent in the quite-satisfactory going-in 
return and Apple’s business moat (stemming from strong customer habits reinforced 
by high switching costs). That Apple could grow without needing additional capital 
was yet another benefit. “In effect we’re betting on the ecosystem of Apple products 
led by the iPhone. And I see characteristics in that that make me think that it’s 
extraordinary.” Perhaps chastened by his experience with IBM Buffett added, “But 
I may be wrong.” He was not wrong, and nor was he alone in his bet. In July 2016, 
Apple hit the 1 billion mark in iPhone sales.

Apple also warmed Buffett’s heart by buying back its own undervalued shares. 
“I’m delighted to see them repurchasing shares … with the passage of a little time we 
may own six or seven percent simply because they repurchase shares.” A similar result 
played out with Berkshire’s investment in American Express over its long holding 
period. Berkshire’s initial position had grown from 13% of the company to almost 18% 
over the prior decade simply by virtue of share repurchases costing Berkshire nothing.

Table 9.15: Apple—investment analysis

($ millions) 2016 2015 2014 2013 2012 
Total revenues $215,639 $233,715 $182,795 $170,910 $156,508 
Pre-tax operating income1 61,524 72,530 53,603 49,959 55,846 
EBIT margin1 28% 30% 29% 29% 35%
Average tangible capital employed (33,643) (26,271) (13,323) (6,120) (4,688)
Purchase price (equity)2 $635,182 
Debt 78,927 
Less: excess cash & investments3 (232,194)  
Effective purchase price $481,915 

Average operating income (5 years) 58,692 
BRK going-in pre-tax return 12.2%

Footnotes:
1. Adjustments were made for goodwill and intangibles.
2. Implied valuation based on Berkshire’s cost of $20,961 million for 3.3% of the company.
3. Consists of cash & equivalents in excess of 2.5% of revenues plus long-term marketable 
securities.

Note: The company’s fiscal year ended in September.
Sources: Berkshire Hathaway Annual Report 2017; Apple, Inc. Annual Reports 2011–2016; and author’s 
calculations.

Berkshire exercised its Bank of America warrants in 2017 and exchanged its 
$5 billion preferred for 700 million shares of Bank of America. Those shares were 
worth $20.7 billion as of year-end, giving Berkshire a 6.8% stake in the bank.
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Importantly, the accounting changes did not affect Berkshire’s true economic 
performance. The unrealized gains or losses included in earnings were adjusted for 
taxes but did not create an actual tax bill. Like before, taxes would be due on realized 
gains only when a sale was made. From a financial statement presentation perspective, 
ASU 2016-01 (the name of the rule change) simply moved unrealized gains and 
losses from the statement of comprehensive income to the income statement. The 
statement of comprehensive income is an often-overlooked statement that contains 
items affecting net worth but not necessarily a component of income. This was 
another case of accounting versus economic reality. In both instances the unrealized 
gains and losses were presented net of taxes, so the impact to net worth was the same.

Table 9.16: Impact of ASU 2016-01 on Berkshire’s reported earnings

($ billions, after tax) Old rules New rules

Income Statement:
Operating earnings $24.8 $24.8 
Non-cash impairment1 (3.0) (3.0)
Realized gains/losses 2.8 2.8 
Unrealized losses (20.6)
Net income $24.6 $4.0 

Statement of Comprehensive Income:
Unrealized gain/losses ($20.6)
Increase in shareholders’ equity2 $4.0 $4.0 

Footnotes:
1. Related to Kraft Heinz (discussed later).
2. Increase in shareholders’ equity from earnings and securities gains. Does not 
account for share repurchases and certain other items.

Notes:
1. ASU 2016-01 is the accounting rule that changed the reporting of unrealized gains/losses.
2. Amounts are after non-controlling or minority interests.
Sources: Berkshire Hathaway Annual Report 2018 and author’s calculations.

Buffett worried that too much emphasis would be placed on Berkshire’s reported 
bottom line. Most reporters used the net income figure in their reporting and 
many, unfortunately, were not trained to dig much deeper. This was not as much 
of a problem at many companies. Berkshire was different in its huge holdings of 
marketable securities. The daily, quarterly, or yearly fluctuations of its $173 billion 
portfolio could overshadow the operating results at its many businesses. Buffett’s 
advice to shareholders: “Focus on operating earnings, paying little attention to gains or 
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Table 9.17: Berkshire Hathaway valuation, 2018 and 2019

($ billions)
Direct Calculation Method: 2018
Grove 1: Non-insurance1 $252 
Grove 2: Equity securities2 158 
Grove 3: Control group businesses3 20 
Grove 4: Cash, Treasuries, bonds 132 
Total $562 
Implied Yield Method:
Implied market value4 485 
Less: sum of Groves 2 & 4 above (290)
Implied value of Groves 1 & 3 195 

After-tax earnings of Groves 1 & 3 18 
Going-in rate of return, after-tax 9.3%

Footnotes:
1. 15x $17.7 billion (2019) and $16.8 billion (2018) after tax earnings.
2. Deducts $32 billion (2019) and $15 billion (2018) tax on unrealized 
gain.
3. 15x $1 billion (2019) and $1.3 billion (2018) after tax earnings.
4. Based on Berkshire’s share repurchases.

Notes:
1. I’ve used Buffett’s figures for 2018 (which presumably represented something close to normalized 
earnings) and followed the logic to 2019.
2. A 15x multiple is consistent with our use of 10x pre-tax earnings earlier in this book and 
assuming the new 21% tax rate.
Sources: Berkshire Hathaway Annual Reports 2018–2019; and author’s calculations.

With book value no longer a worthwhile proxy, Berkshire’s board authorized 
repurchases anytime Buffett and Munger thought the price went below intrinsic 
value, conservatively-calculated. Previously, Berkshire could repurchase shares when 
they reached 120% of book value. Price-to-value would always be a key consideration 
for repurchases and Berkshire would always put its own businesses first. Growing 
existing operations and buying new businesses would come before share repurchases. 
All capital allocation decisions would be weighed against opportunity costs.

Insurance

The Insurance Group returned to profitability in 2018 with a $2 billion pre-tax 
underwriting gain on earned premiums down 5% to $57.4 billion. That brought the 
record of profits to $27 billion in fifteen of the prior sixteen years. Better still, float 
grew 7.2% to $122.7 billion at year end.
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A new acquisition bolstered results. On October 1, 2018, National Indemnity 
acquired Medical Liability Mutual Insurance Company (MLMIC) for $2.5 billion. 
The company changed its name to MLMIC Insurance Company upon joining 
Berkshire. MLMIC was a New York City-based writer of medical professional liability 
insurance that demutualized. The acquisition was a long time coming. National 
Indemnity first agreed to the acquisition in 2016 but the required demutualization 
process (which converted it from a mutual company owned by policyholders to a 
stock company) took some time. MLMIC wrote $400 million in premiums in 2018 
and brought with it $5.4 billion of cash and investments.* Its results were reported 
with the Primary Group.

Table 9.18: Berkshire Hathaway—Insurance Underwriting

($ millions) 2018 2017
GEICO
Premiums earned $33,363 $29,441 
Underwriting gain/(loss) - pre-tax 2,449 (310)
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $8,928 $7,552 
Retroactive reinsurance 517 10,755 
Life/health 5,343 4,808 
Periodic payment annuity 1,156 898 
Total premiums earned 15,944 24,013 

Underwriting gain/(loss) - pre-tax:
Property/casualty (207) (1,595)
Retroactive reinsurance (778) (1,330)
Life/health 216 (52)
Periodic payment annuity (340) (671)
Total underwriting gain/(loss) - pre-tax (1,109) (3,648)
Berkshire Hathaway Primary Group
Premiums earned $8,111 $7,143 
Underwriting gain/(loss) - pre-tax 670 719 
Total premiums earned $57,418 $60,597 
Total underwriting gain/(loss) - pre-tax 2,010 (3,239)
Average float 118,616 103,039 
Cost of float (1.7%) 3.1%

Note: In 2017, results for General Re were consolidated with BHRG.
Sources: Berkshire Hathaway Annual Report 2019 and author’s calculations.

* The footnotes to the 2016 Annual Report stated that the acquisition price would be equal to tangible book 
value (GAAP) plus $100 million. The company’s policyholders received the proceeds of the sale. MLMIC’s 
unpaid losses and loss adjustment expenses were $3.2 billion, which may be an estimate of the company’s float. 



Chapter  9 :  2015–2024

693

Manufacturing, Service, and Retailing

Perhaps a result of the work classifying Berkshire’s many businesses into groves, 
Berkshire consolidated the Finance and Financial Products businesses into the 
Manufacturing, Service, and Retailing businesses beginning in 2018.* As a result:

• Marmon’s UTLX, the rail and mobile crane leasing business, went back with its 
parent company within industrial products.

• Clayton Homes became part of the building products segment.
• XTRA and CORT were reported with the service businesses.

These changes accounted for approximately $1.7 billion of 2017 pre-tax earnings 
reclassified to the MSR presentation. The remainder (about $375 million) went 
elsewhere. Table 9.19 contains the modified presentation with 2017 revised by 
Berkshire to reflect the new arrangement.

Table 9.19: Manufacturing, service and retailing businesses—pre-tax earnings

($ millions) 2018 2017 % Change
Industrial products $5,822 $5,065 15% 
Building products 2,336 2,147 9% 
Consumer products 1,208 1,112 9% 
Subtotal - manufacturing 9,366 8,324 13% 

Service 1,836 1,519 21% 
Retailing 860 785 10% 
McLane 246 299 (18%)
Subtotal - service and retailing 2,942 2,603 13% 

Total pre-tax earnings 12,308 10,927 13% 
Income taxes and noncontrolling interests (2,944) (3,645) (19%)
Earnings after tax $9,364 $7,282 29% 

Note: 2017 as revised to the presentation in 2018, which includes some businesses formerly 
reported in Finance and Financial Products.
Sources: Berkshire Hathaway Annual Report 2018 and author’s calculations.

The MSR businesses performed impressively considering its 13% increase in pre-
tax earnings was not affected by the tax rate explicitly.** After-tax earnings grew 29% 

* For financial reporting purposes only. Management of the businesses remained as before. 
** It’s possible the lower tax rate improved economic conditions and led to the increases in operating 
performance indirectly.
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• Grove #3: Control group businesses 
• Grove #4: Cash, US Treasuries, Fixed Income (bonds)

It’s unclear why Berkshire did not repurchase more of its own shares during 
the year. The discount between the calculated value (see Table 9.20) and the level 
at which Berkshire repurchased its shares appeared wide. The highest price paid 
during the fourth quarter implied a valuation of around $545 billion.* The price/
value relationship appears favorable even if we use an average of the estimated year-
end intrinsic values. Yet Buffett’s comments suggested the repurchases were not a 
screaming bargain. “Calculations of intrinsic value are far from precise. Consequently, 
neither of us feels any urgency to buy an estimated $1 of value for a very real 95 cents.”

Table 9.20: Berkshire Hathaway valuation, 2018 and 2019

($ billions)
Direct Calculation Method: 2019 2018
Grove 1: Non-insurance1 $266 $252 
Grove 2: Equity securities2 216 158 
Grove 3: Control group businesses3 15 20 
Grove 4: Cash, Treasuries, bonds 147 132 
Total $644 $562 

Implied Yield Method:
Implied market value4 $508 $485 
Less: sum of Groves 2 & 4 above (363) (290)
Implied value of Groves 1 & 3 145 195 

After-tax earnings of Groves 1 & 3 19 18 
Going-in rate of return, after-tax 12.9% 9.3%

Footnotes:
1. 15x $17.7 billion (2019) and $16.8 billion (2018) after-tax earnings.
2. Deducts $32 billion (2019) and $15 billion (2018) tax on unrealized gain.
3. 15x $1 billion (2019) and $1.3 billion (2018) after-tax earnings.
4. Based on Berkshire’s share repurchases.

Notes:
1. I’ve used Buffett’s figures for 2018 (which presumably represented something close to normalized 
earnings) and followed the logic to 2019.
2. A 15x multiple is consistent with our use of 10x pre-tax earnings earlier in this book and 
assuming the new 21% tax rate.
Sources: Berkshire Hathaway Annual Reports 2018–2019; and author’s calculations.

* Using the share count as of the end of the third quarter 2019.
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Valuation and Share Repurchases –  
Berkshire Hathaway Energy

Berkshire wasn’t the only entity that repurchased its shares in 2019. Little press has 
been given to Berkshire Hathaway Energy’s (BHE) repurchases of its shares. This 
despite Buffett at times mentioning the modest increases in Berkshire Hathaway’s 
majority ownership of the utility. When Berkshire first purchased BHE in 1999 its 
ownership amounted to 76%. Additional purchases of equity to assist BHE in making 
certain acquisitions and purchases of stock from BHE non-controlling shareholders 
raised its interest to almost 91% at year-end 2019. Its more recent purchases shed light 
on the value of the company (see Table 9.21) and backed up Buffett’s assertion that 
BHE was worth far more than its carrying value.

Table 9.21: Berkshire Hathaway Energy—select data

Year BRK 
ownership

Shares 
repurchased

Price per 
share

Implied 
value of 

BHE 
($ millions)

2019 90.9% 447,712 $654.44 $50,097 
2018 90.2% 177,381 603.22 46,553 
20171 90.0% 216,891 548.66 42,442 
2016 89.9% 0 n/a n/a 
2015 89.9% 75,000 480.00 37,148 

Footnote:
1. Series of two transactions: 35,000 shares for $19 million and 181,891 
for $100 million (5% junior subordinated debenture).

Note: Valuation is at the Berkshire Hathaway Energy level and includes investments such as BYD, 
Inc. (worth $1.1 billion at 12/31/19).
Source: Berkshire Hathaway Energy 10K filings 2015–2019 and author’s calculations.

Regulated, Capital-Intensive Businesses

The higher implied valuation for BHE reflected its financial results. Pre-tax earnings 
grew 6% to $2.6 billion.* Another year of tax credits from wind power generation 
again caused after-tax income to exceed pre-tax income, which grew 7.5% to $3.1 
billion. Beginning in 2019, Berkshire began presenting a table in the footnotes to 
the Annual Report detailing after-tax earnings of the utility businesses, “reflecting 

* I’m using pre-tax earnings to highlight the effects of income taxes on net income. EBIT grew 5% to $4.5 
billion in 2019. 
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Table 9.22: Berkshire Hathaway—Insurance Underwriting

($ millions) 2019 2018
GEICO
Premiums earned $35,572 $33,363 
Underwriting gain/(loss) - pre-tax 1,506 2,449 
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $9,911 $8,928 
Retroactive reinsurance 684 517 
Life/health 4,883 5,343 
Periodic payment annuity 863 1,156 
Total premiums earned 16,341 15,944 

Underwriting gain/(loss) - pre-tax:
Property/casualty 16 (207)
Retroactive reinsurance (1,265) (778)
Life/health 326 216 
Periodic payment annuity (549) (340)
Total underwriting gain/(loss) - pre-tax (1,472) (1,109)
Berkshire Hathaway Primary Group
Premiums earned $9,165 $8,111 
Underwriting gain/(loss) - pre-tax 383 670 
Total premiums earned $61,078 $57,418 
Total underwriting gain/(loss) - pre-tax 417 2,010 
Average float 126,078 118,616 
Cost of float (0.3%) (1.7%)

Sources: Berkshire Hathaway Annual Report 2019 and author’s calculations.

GEICO

GEICO was the star of the show most years, and in 2019 it delivered again. Its 
value proposition led to over 1 million new auto policies-in-force, which represented 
unit growth of 6.4%. GEICO ended the year with a 13.6% market share, up from 
13%. Lower average pricing offset some of the strong growth in policies-in-force as 
the company fine-tuned its pricing to balance profitability with passing savings on 
to customers. Higher loss severity drove losses up 2.5 percentage points (to 81.3% 
of premiums earned). Severities increased in the mid-single-digits for property and 
collision damage and in the high single-digits for bodily injury. The footnotes to the 
financial statements do not detail why bodily injury severity increased at such a high 
rate. Claims frequencies increased low single-digits. Earned premiums grew 6.6% to 
$35.6 billion and a 95.8% combined ratio delivered a pre-tax underwriting gain of 
$1.5 billion.
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it reserved appropriately). In the meantime, it had a huge amount of float to invest 
for its benefit. The ultimate economic result hinged on the timing and amount of 
future payments.

Table 9.23: Economics of reinsurance float at BHRG, 2019

($ millions)
Float: 2019 2018 
Gross unpaid losses $42,441 $41,834 
Deferred charges (13,747) (14,104)
Net liabilities (float proxy) $28,694 $27,730 
Average float (A) $28,212 

Data from 2019:
Economics Accounting

Written premiums $684 
Paid losses and adj. exp. (909)
Net cash flow (B) ($225)

Written premiums $684 
Foreign currency remeasurement (76)
Increase estimated liabilities (378)
Increase deferred charges 253 
AIG deferred charge amortization (646)
Other deferred charge amortization (1,102)
Reported accounting loss (B) ($1,265)

Cost of float (B / A) (0.8%) (4.5%)
Cost of float assuming no premiums (3.2%) (6.9%)

Sources: Berkshire Hathaway Annual Report 2019 and author’s calculations.

Manufacturing, Service, and Retailing

The headline result of a 0.5% increase in pre-tax earnings from the MSR businesses 
masked a wide range of individual business results. Results from the six major sub-
segments ranged from an increase of 17% to a decline of 8%.
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Table 9.24: Manufacturing, service, and retailing businesses—pre-tax earnings

($ millions) 2019 2018 % Change
Industrial products $5,635 $5,822 (3%)
Building products 2,636 2,336 13% 
Consumer products 1,251 1,208 4% 
Subtotal - manufacturing 9,522 9,366 2% 

Service 1,681 1,836 (8%)
Retailing 874 860 2% 
McLane 288 246 17% 
Subtotal - service and retailing 2,843 2,942 (3%)

Total pre-tax earnings 12,365 12,308 0% 
Income taxes and noncontrolling interests (2,993) (2,944) 2% 
Earnings after tax $9,372 $9,364 0% 

Sources: Berkshire Hathaway Annual Reports 2018–2019 and author’s calculations.

Industrial Products (revenues of $30.6bn, flat): Pre-tax earnings fell 3% to $5.6 
billion. Results lagged largely due to weakness at Lubrizol and IMC. A fire in one 
of Lubrizol’s plants in France caused its pre-tax earnings to fall 15%, including a 
50% drop in the fourth quarter, negatively impacting the segment. One of Lubrizol’s 
major insurance companies was Berkshire Hathaway, an irony Buffett noted in his 
Chairman’s letter. “In Matthew 6:3, the Bible instructs us to ‘Let not the left hand 
know what the right hand doeth.’ Your chairman has clearly behaved as ordered.” That 
was perhaps a reflection of the breadth of Berkshire’s operations and an illustration of 
how risks can combine within an entity.

IMC’s pre-tax earnings fell 13% from a combination of foreign currency effects, 
sales of lower margin products, and impacts from an ongoing trade war between the 
US and China. Precision Castparts increased earnings 5%, although a part of the 
favorable comparison had to do with one-time gains in 2019 and one-time losses in 
2018. The company did not expect the suspension of Boeing’s 737 MAX aircraft, a 
new plane that was beset with major issues, to have a major impact on its business. 
Marmon’s results were flat when considering the effects of a new acquisition. On 
October 31 it acquired 60% of Colson Medical companies and agreed to purchase the 
remainder over time. Colson was the second act for Marmon founder Robert Pritzker. 
Pritzker founded Colson to acquire companies in the orthopedic surgery field after 
he left Marmon.125

Building Products (revenues of $20.3bn, up 8.8%): Pre-tax earnings in building 
products increased 13% to $2.6 billion. Clayton Homes again led the strong results. 
Its pre-tax earnings swelled 20% to $1.1 billion from higher sales of manufactured 
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Valuation and Share Repurchases 

At $24.7 billion, the scale of Berkshire’s buybacks in 2020 clearly communicated that 
Buffett and Munger thought them a bargain. But how much of a bargain? 

The implied valuation for the quarterly purchases ranged from a low of $425 
billion in the second quarter to a high of $518 billion in the first. If we assume that 
our intrinsic value calculation of $644 billion from 2019 remained unchanged, then 
Berkshire received a discount ranging from between 20% and 34%. Using quarter-
end values for shareholders’ equity, Berkshire paid between 1.08x (Q2) and 1.39x (Q1) 
book value. No matter how you figure it, Berkshire’s shares were a bargain in 2020.

Table 9.25: Quarterly share repurchases, 2020

Quarter # Shares1 Average 
Price

Total 
Spent2

Ending 
Shares1

Implied 
Valuation2

First  4,934 $319,196 $1,575  1,620,024 $517,892
Second  19,384 263,915 5,116  1,600,640 424,990
Third  30,003 308,609 9,259  1,570,637 489,342
Fourth  26,676 329,074 8,778  1,543,960 512,466
Total  80,998 $305,298 $24,728

Shares outstanding 12/31/19  1,624,958 
Shares outstanding 12/31/20  1,543,960 
Percent repurchased 4.98%

Notes: 1. Shares are total Class-A equivalent. 2. In millions. Implied valuation based on the average 
of the current and previous quarter’s outstanding shares times the average price.
Sources: Berkshire Hathaway 2020 Quarterly and Annual Reports and author’s calculations.

Berkshire Hathaway Energy 

Unsurprisingly, the energy division fared well during the tumultuous year. Volumes 
remained steady even in the face of an industrial slowdown due to the pandemic. 
Total energy revenues increased 1.2% to $15.6 billion. Real estate operating revenue 
increased by nearly 21% to $5.4 billion due to customers refinancing to take advantage 
of lower rates and a 13.1% increase in closed transaction volumes. 

Berkshire Hathaway Energy (BHE) pre-tax earnings fell 5.3% to $2.48 billion. 
Additional tax credits caused net earnings attributable to Berkshire Hathaway 
shareholders to increase by 8.8% to $2.09 billion.
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Table 9.26: Berkshire Hathaway Energy after-tax earnings

($ millions) 2020 2019 % change
PacifiCorp $741 $773 (4.1%)
MidAmerican Energy Company 818 781 4.7%
NV Energy 410 365 12.3%
Northern Powergrid 201 256 (21.5%)
Natural gas pipelines 528 422 25.1%
Other energy businesses 697 608 14.6%
Real estate brokerage 375 160 134.4%
Corporate interest and other (352) (239) 47.3%

$3,418 $3,126 9.3%

Note: These are earnings attributable to BHE, including non-controlling shareholders.
Source: Reproduced from the 2020 Berkshire Hathaway 10K.

Beginning in 2019, Berkshire began presenting a table in the footnotes to the 
Annual Report detailing after-tax earnings of the utility business, “reflecting how the 
energy businesses are managed and evaluated.”*

BHE’s electric utility units benefitted from higher retail prices and production tax 
credits tied to wind generation. Higher operating expenses at PacifiCorp included 
costs associated with wildfires. The full cost of these wildfires wouldn’t become 
apparent until several years later, and as of mid-2025, there remained great uncertainty 
as to the ultimate net cost to Berkshire.

The 12.3% increase in earnings at NV Energy was a result of higher utility margin 
(revenues less cost of sales) from higher prices and higher volumes driven primarily 
due to favorable weather. Illustrating the seasonality of NV Energy, 76% of its net 
income was recorded between June and September.

Write-offs of gas exploration costs and a higher United Kingdom corporate 
income tax rate were the main reasons for the 21.5% decrease in earnings at 
Northern Powergrid.

The increase in earnings at the natural gas pipelines was mainly from the acquisition 
of Dominion Energy’s Gas Transmission and Storage business on November 1, 2020, 
subsequently known as BHE GT&S. BHE paid $2.5 billion cash and assumed $5.6 
billion of debt for more than 5,400 miles of natural gas transmission, gathering, and 
storage pipelines; 420 billion cubic feet of natural gas storage capacity; and a 25% 
ownership interest in Cove Point, a liquified natural gas export, import, and storage 
facility in Maryland. BHE also agreed to acquire other pipeline assets for $1.3 billion 
cash in 2021.

* A full analysis of each operating unit isn’t practicable for this book. However, I will detail important items 
and large changes. 
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Earnings for other energy businesses increased primarily because of renewable 
wind tax equity investments. 

BNSF
Table 9.27: BNSF Group revenues, volumes, and pricing

($ millions, units in thousands) Change From Prior Year:
Revenues Cars/Units Unit 

Volume
Revenue Per 

Car/Unit
Revenues

Consumer products $7,262 5,266 (1.4%) (6.3%) (7.6%)
Industrial products 5,039 1,622 (16.0%) (1.1%) (17.0%)
Agricultural products 4,822 1,189 3.8% (0.8%) 2.9%
Coal 2,655 1,404 (22.1%) (8.3%) (28.5%)
Total freight $19,778 9,481 (7.2%) (4.5%) (11.4%)

Other operating revenue 403 
Total revenue $20,181 

Sources: 2020 BRK Annual Report, 2020 BNSF 10K, and author’s calculations.

Berkshire’s railroad, carrying a cross-section of goods amounting to 15% of all 
non-local ton-miles of goods (an incredible figure),* experienced an 11.3% decline in 
revenues to $20.2 billion. The effects of the pandemic could be felt throughout: A 
decline in the price of natural gas, an important substitute for electricity production, 
contributed to the decline in coal volumes. Lower industrial production and lower 
purchases of consumer products led to declines in those categories. Higher exports 
of agricultural products led that category to increase volume even in the face of lower 
domestic demand due to the pandemic.

Total operating expenses declined 15.3% from lower employee counts, higher 
productivity, and from 39.2% lower fuel costs. Though operating margins improved 
due to improved efficiency and productivity, total pre-tax earnings fell by 6.3% to 
$6.8 billion, and after-tax earnings fell by 5.8% to $5.2 billion.

* Local ton-miles refers to shipments within a defined area, usually less than 50 miles. 
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Table 9.28: Berkshire Hathaway—Insurance Underwriting

($ millions) 2020 2019
GEICO
Premiums earned $35,093 $35,572 
Underwriting gain/(loss) - pre-tax 3,428 1,506 
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $12,214 $9,911 
Retroactive reinsurance 38 684 
Life/health 5,861 4,869 
Periodic payment annuity 566 863 
Variable annuity 14 14 
Premiums earned 18,693 16,341 

Underwriting gain/(loss) - pre-tax
Property/casualty (799) 16 
Retroactive reinsurance (1,248) (1,265)
Life/health (18) 159 
Periodic payment annuity (617) (549)
Variable annuity (18) 167 
Underwriting gain/(loss) - pre-tax (2,700) (1,472)
Berkshire Hathaway Primary Group
Premiums earned $9,615 $9,165 
Underwriting gain/(loss) - pre-tax 110 383 
Total premiums earned $63,401 $61,078 
Total underwriting gain/(loss) - pre-tax 838 417 
Average float 133,963 126,078 
Cost of float (0.6%) (0.3%)

Sources: Berkshire Hathaway Annual Reports 2019 and 2020, and author’s calculations.

GEICO

The pandemic’s work stoppages and work-from-home policies led to less automobile 
travel. United States highway passenger miles fell 14%128 from 3.77 trillion in 2019 to 
3.23 trillion in 2020. Not surprisingly, auto insurers saw the benefit of reduced claims 
frequencies, although severities increased as those on the road drove faster and more 
recklessly. At GEICO, frequencies fell by 29% for property damage, bodily injury, and 
personal injury, and by 23.5% for collision coverage. By contrast, severities increased 
by 9% for property damage and collision coverages and by 12.5% for bodily injury.* 

* For conciseness, the stated frequency and severity percentages are averages of a typically one percentage point 
range given by Berkshire. 
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Table 9.29: Manufacturing, Service, and Retailing businesses—pre-tax earnings

($ millions) 2020 2019 % Change
Industrial products $3,755 $5,635 (33%)
Building products 2,858 2,636 8% 
Consumer products 1,397 1,251 12% 
Subtotal - manufacturing 8,010 9,522 (16%)

Service 1,600 1,681 (5%)
Retailing 1,028 874 18% 
McLane 251 288 (13%)
Subtotal - service and retailing 2,879 2,843 1% 

Total pre-tax earnings 10,889 12,365 (12%)
Income taxes and noncontrolling interests (2,589) (2,993) (13%)
Earnings after tax $8,300 $9,372 (11%)

Sources: Berkshire Hathaway Annual Reports 2019 and 2020, and author’s calculations.

Industrial Products (revenues of $25.7bn, down 16.1%): Pre-tax earnings fell 
33.4% to $3.76 billion. By far the hardest-hit segment, Precision Castparts (PCC) led 
the suffering with a 29% drop in revenues to $7.3 billion and a 65% decline in pre-
tax earnings to $650 million. A major component of PCC’s business was related to 
the aerospace industry. With air travel down due to the pandemic, airlines delayed 
or canceled orders for aircraft. On top of that, Boeing continued to have production 
issues with its new 737 MAX aircraft, which led to fewer and delayed orders. PCC 
responded with restructuring efforts, including a 40% reduction in its worldwide 
workforce. The poor results were enough for Berkshire to conclude that it overpaid 
for PCC. It took a $9.8 billion after-tax non-cash charge to right-size the carrying 
value of goodwill and intangible assets related to the business.

Lubrizol reported that its $1 billion pre-tax earnings were unchanged from the 
prior year on 8% lower revenues to $5.95 billion. Business continued to be negatively 
affected by the fire in a plant in France that occurred in the third quarter of 2019, 
and the pandemic also hurt its business, particularly in the first half of 2020. On 
the positive side, lower oil prices, lower operating expenses, and insurance recoveries 
helped Lubrizol’s bottom line.

Marmon reported an 8.2% decline in revenues to $7.6 billion and pre-tax 
earnings of $972 million, down 24.3%.* Berkshire reported that essentially all sectors 
experienced lower revenues, primarily due to the pandemic, with transportation 

* Marmon’s pre-tax earnings are implied by the statement that 2020 pre-tax earnings decreased $312 million 
or 24.3%.
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Table 9.30: Quarterly share repurchases, 2021

Quarter # Shares1 Average 
Price

Total 
Spent2

Ending 
Shares1

Implied 
Valuation2

First  18,304 $358,655 $6,565  1,525,656 $550,467
Second  14,426 417,837 6,028  1,511,229 634,461
Third  18,132 420,559 7,626  1,493,097 631,748
Fourth  15,668 429,131 6,724  1,477,429 637,373
Total  66,531 $404,956 $26,942

Shares outstanding 12/31/20  1,543,960 
Shares outstanding 12/31/21  1,477,429 
Percent repurchased 4.31%

Notes: 1. Shares are total Class-A equivalent. 2. In millions. Implied valuation based on the average 
of the current and previous quarter’s outstanding shares times the average price.
Sources: Berkshire Hathaway 2021 Quarterly and Annual Reports and author’s calculations.

Berkshire Hathaway Energy

Table 9.31: Berkshire Hathaway Energy after-tax earnings

($ millions) 2021 2020 % change
PacifiCorp $889 $741 20.0%
MidAmerican Energy Company 883 818 7.9%
NV Energy 439 410 7.1%
Northern Powergrid 247 201 22.9%
Natural gas pipelines 774 528 46.6%
Other energy businesses 680 697 (2.4%)
Real estate brokerage 387 375 3.2%
Corporate interest and other (337) (352) (4.3%)

$3,962 $3,418 15.9%

Note: These are earnings attributable to BHE, including non-controlling shareholders.
Source: Reproduced from the 2021 Berkshire Hathaway 10K.

Results from the energy business proved that the segment was anything but boring. 
Electric utility retail volumes increased 3.8% as individuals and businesses returned 
to work after a shutdown during the height of the pandemic in 2020, driving higher 
utility margins (revenues minus cost of sales). As a group, the energy businesses also 
benefitted from higher production tax credits related to renewable energy assets 
placed in service.*

* A full analysis of each operating unit isn’t practicable for this book. However, I will detail important items 
and large changes. Additional detail not in the Berkshire Hathaway Annual Report came from the BHE 10K 
filed with the SEC.
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Table 9.30: Quarterly share repurchases, 2021

Quarter # Shares1 Average 
Price

Total 
Spent2

Ending 
Shares1

Implied 
Valuation2

First  18,304 $358,655 $6,565  1,525,656 $550,467
Second  14,426 417,837 6,028  1,511,229 634,461
Third  18,132 420,559 7,626  1,493,097 631,748
Fourth  15,668 429,131 6,724  1,477,429 637,373
Total  66,531 $404,956 $26,942

Shares outstanding 12/31/20  1,543,960 
Shares outstanding 12/31/21  1,477,429 
Percent repurchased 4.31%

Notes: 1. Shares are total Class-A equivalent. 2. In millions. Implied valuation based on the average 
of the current and previous quarter’s outstanding shares times the average price.
Sources: Berkshire Hathaway 2021 Quarterly and Annual Reports and author’s calculations.

Berkshire Hathaway Energy

Table 9.31: Berkshire Hathaway Energy after-tax earnings

($ millions) 2021 2020 % change
PacifiCorp $889 $741 20.0%
MidAmerican Energy Company 883 818 7.9%
NV Energy 439 410 7.1%
Northern Powergrid 247 201 22.9%
Natural gas pipelines 774 528 46.6%
Other energy businesses 680 697 (2.4%)
Real estate brokerage 387 375 3.2%
Corporate interest and other (337) (352) (4.3%)

$3,962 $3,418 15.9%

Note: These are earnings attributable to BHE, including non-controlling shareholders.
Source: Reproduced from the 2021 Berkshire Hathaway 10K.

Results from the energy business proved that the segment was anything but boring. 
Electric utility retail volumes increased 3.8% as individuals and businesses returned 
to work after a shutdown during the height of the pandemic in 2020, driving higher 
utility margins (revenues minus cost of sales). As a group, the energy businesses also 
benefitted from higher production tax credits related to renewable energy assets 
placed in service.*

* A full analysis of each operating unit isn’t practicable for this book. However, I will detail important items 
and large changes. Additional detail not in the Berkshire Hathaway Annual Report came from the BHE 10K 
filed with the SEC.
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PacifiCorp’s after-tax earnings increased 20%, a figure normally unattainable in a 
regulated utility business. About half of the increase in net earnings came from higher 
production tax credits related to new wind assets placed in service. The remainder 
was attributed to higher volumes and higher net earnings.

The 22.9% increase in earnings from Northern Powergrid reflected higher volumes, 
higher tariff rates (the price charged to customers), lower write-offs of gas exploration 
costs, and the impacts of a lower dollar, all offset by higher other expenses and a 
higher UK income tax rate.

The primary reason for the large increase in earnings from the natural gas pipeline 
businesses was the 2020 acquisition of BHE GT&S, which contributed $211 million 
of incremental earnings.* Higher volumes from a “polar vortex” weather event in 
February also helped the bottom line for the gas pipelines. The vortex extended from 
the Canadian border all the way to Texas and led to average temperatures more than 
30 degrees Fahrenheit below normal, record snowfall and widespread power outages.135

But the changing weather was not all good news for Berkshire. That same severe 
winter storm negatively affected earnings from the other energy businesses as the 
renewables business saw a decline in tax equity investments. The impact offset an 
increase in earnings from new renewable projects coming online during the year.

Earnings at HomeServices increased 3.2% from a combination of higher brokerage 
earnings due to 21% higher closed transaction volumes and lower mortgage services 
earnings as refinance activity tailed off.

BNSF

Table 9.32: BNSF Group revenues, volumes, and pricing

($ millions, units in thousands) Change From Prior Year:
Revenues Cars/Units Unit 

Volume
Revenue Per 

Car/Unit
Revenues

Consumer products $8,256 5,673 7.7% 5.5% 13.7%
Industrial products 5,291 1,709 5.4% (0.4%) 5.0%
Agricultural products 5,100 1,224 2.9% 2.7% 5.8%
Coal 3,227 1,529 8.9% 11.6% 21.5%
Total freight $21,874 10,135 6.9% 3.5% 10.6%

Other operating revenue 639 
Total revenue $22,513 

Sources: 2021 BRK Annual Report, 2021 BNSF 10K, and author’s calculations.

* In July, BHE and Dominion Energy agreed to terminate the second agreement from 2020 which called for 
BHE to acquire its other pipeline assets for $1.3 billion.
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Table 9.33: Berkshire Hathaway—Insurance Underwriting

($ millions) 2021 2020
GEICO
Premiums earned $37,706 $35,093 
Underwriting gain/(loss) - pre-tax 1,259 3,428 
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $13,740 $12,214 
Retroactive reinsurance 136 38 
Life/health 5,648 5,861 
Periodic payment annuity 658 566 
Variable annuity 15 14 
Premiums earned 20,197 18,693 

Underwriting gain/(loss) - pre-tax
Property/casualty 667 (799)
Retroactive reinsurance (782) (1,248)
Life/health (421) (18)
Periodic payment annuity (508) (617)
Variable annuity 114 (18)
Underwriting gain/(loss) - pre-tax (930) (2,700)
Berkshire Hathaway Primary Group
Premiums earned $11,575 $9,615 
Underwriting gain/(loss) - pre-tax 607 110 
Total premiums earned $69,478 $63,401 
Total underwriting gain/(loss) - pre-tax 936 838 
Average float 142,752 133,963 
Cost of float (0.7%) (0.6%)

Sources: Berkshire Hathaway Annual Reports 2020 and 2021, and author’s calculations.

GEICO

With the return to the office in 2021 came increased travel—and more accidents. US 
highway passenger miles rose 7%, from 3.23 trillion in 2020 to 3.47 trillion in 2021. 
GEICO’s earned premiums increased 7.4% to $37.7 billion, primarily from pricing 
and despite a $400 million headwind caused by the GEICO Giveback Program that 
refunded or reduced a portion of premiums during the pandemic.

At the same time, loss frequencies and severities climbed across all categories. 
Claims frequencies rose 13.5% for property damage, 16.5% for bodily injury, and 21.5% 
for collision. Collision severities increased 15.5%, while bodily injury severities rose 9%.*

* For conciseness, the stated frequency and severity percentages are averages of a typically one percentage point 
range given by Berkshire.
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Table 9.34: Manufacturing, Service, and Retailing businesses—pre-tax earnings

% Change
($ millions) 2021 2020 2019 2020 to 2021 2019 to 2021
Industrial products $4,469 $3,755 $5,635 19.0% (20.7%)
Building products 3,390 2,858 2,636 18.6% 28.6%
Consumer products 1,982 1,397 1,251 41.9% 58.4%
Subtotal - manufacturing 9,841 8,010 9,522 22.9% 3.4%

Service 2,672 1,600 1,681 67.0% 59.0%
Retailing 1,809 1,028 874 76.0% 107.0%
McLane 230 251 288 (8.4%) (20.1%)
Subtotal - service and 
retailing

4,711 2,879 2,843 63.6% 65.7%

Total pre-tax earnings 14,552 10,889 12,365 33.6% 17.7%
Income taxes and 
noncontrolling interests

(3,432) (2,589) (2,993) 32.6% 14.7%

Earnings after tax $11,120 $8,300 $9,372 34.0% 18.7%

Sources: Berkshire Hathaway Annual Reports 2019, 2020, and author’s calculations.

Industrial products (revenues of $28.2bn, up 9.8%): Pre-tax earnings grew 19% 
to $4.5 billion.

This hardest hit segment of 2020 bounced back in 2021, but pre-tax earnings 
remained 21% below 2019 levels. 

Precision Castparts continued to suffer from significant declines in commercial air 
travel levels and its related effects on aircraft production compared to pre-pandemic. 
PCC’s revenues declined 11.6% to $6.5 billion and while its pre-tax earnings increased 
79% to $1.2 billion, that level of earnings was far below its pre-pandemic earning 
power. The Annual Report cautioned that headwinds would continue in the near 
term and possibly longer. 

Lubrizol reported revenues up 8.6% to $6.5 billion on higher selling prices related 
to higher input costs and higher volumes. Volumes increased despite a temporary 
shutdown of several facilities related to severe winter storms in February. Lubrizol’s 
pre-tax earnings were cut in half due to a fire in June at one of its Chemtool facilities 
in Illinois and impairment charges related to an underperforming business in its 
Advanced Materials line, in addition to higher input costs overall.

Marmon reported a 40% increase in pre-tax earnings (unspecified amount) on 
revenues that increased 28% to $9.8 billion. Half of the increase in revenues came 
from higher volumes and prices in its Electrical, Metal Services, and Plumbing & 
Refrigeration groups, which increased their revenues 54% over 2020. Berkshire also 
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Table 9.35: Alleghany Corporation, select data

Net premiums earned ($ millions): 2021 2020 2019 2018 2017
Property $1,709 $1,380 $1,280 $1,177 $1,182
Casualty & specialty 3,762 3,265 3,047 2,762 2,627
Subtotal Reinsurance 5,471 4,645 4,327 3,939 3,809

RSUI 1,231 1,009 824 747 722
CapSpecialty 390 347 327 290 261
Pacific Compensation 164
Subtotal Insurance 1,621 1,356 1,151 1,037 1,146
Total $7,092 $6,000 $5,478 $4,976 $4,955

Pre-tax underwriting (loss) profit $195 ($129) $33 ($162) ($316)
Combined ratio 97.2% 102.1% 99.4% 103.2% 106.4%

Float (year-end) $12,521 $11,535 $10,527 $10,492 $10,316
Cost of average float (1.6%) 1.2% (0.3%) 1.6% 3.1%

Alleghany Capital pre-tax income $292 $146 $111 $60 $52

Sources: Alleghany 2018-21 10K and author’s calculations.

Valuation and Share Repurchases

The pace of Berkshire’s buyback program slowed from $26.9 billion in 2021 to $8 
billion in 2022. Paying between 1.36x and 1.40x book value reduced the voracious 
appetite for repurchases, which amounted to $51.7 billion the prior two years at 
lower valuation levels. Cash remained above $100 billion,* possibly due to the flurry 
of activity buying equities in the first quarter, the pending Alleghany acquisition, 
continued post-pandemic uncertainty, and Russia’s invasion of Ukraine. Tellingly, 
Berkshire ceased buying shares in April and May, a period when prices rose above 
$500,000 per Class-A share (implying a market cap of $735 billion), suggesting shares 
were not meaningfully undervalued. Buffett also stated at the Annual Meeting 
that Berkshire would not be buying its own shares when markets opened the 
following Monday.**

* Quarter-end cash in insurance and other was $102.7 billion (Q1), $101.3 billion (Q2), $105.2 billion (Q3), and 
$125 billion (Q4).

** Berkshire’s shares closed at $331 per B-share and $499,000 per A-share on April 28, 2022, the Friday before 
the 2022 Annual Meeting. Using shares outstanding at the end of the first quarter, this implied a market cap 
of $730 billion.
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Table 9.36: Quarterly share repurchases, 2022

Quarter # Shares1 Average 
Price

Total 
Spent2

Ending 
Shares1

Implied 
Valuation2

First  6,555 $474,613 $3,111  1,470,874 $699,652
Second  2,414 425,795 1,028  1,468,460 625,777
Third  2,416 429,759 1,038  1,466,044 630,564
Fourth  6,311 452,396 2,855  1,459,733 661,805
Total  17,696 $453,906 $8,032

Shares outstanding 12/31/21  1,477,429 
Shares outstanding 12/31/22  1,459,733 
Percent repurchased 1.20%

Notes: 1. Shares are total Class-A equivalent. 2. In millions. Implied valuation based on the average 
of the current and previous quarter’s outstanding shares times the average price.
Sources: Berkshire Hathaway 2022 Quarterly and Annual Reports, and author’s calculations.

Berkshire Hathaway Energy

Table 9.37: Berkshire Hathaway Energy after-tax earnings

($ millions) 2022 2021 % change
PacifiCorp $921 $889 3.6%
MidAmerican Energy Company 947 883 7.2%
NV Energy 427 439 (2.7%)
U.S. Utilities 2,295 2,211 3.8%

Northern Powergrid 385 247 55.9%
BHE Transmission 247 247 0.0%
BHE Renewables 625 451 38.6%
Other 81 34 138.2%
Other energy businesses 1,338 979 36.7%

Natural gas pipelines 1,040 807 28.9%
Real estate brokerage 100 387 (74.2%)
Corporate interest and other (421) (337) 24.9%
Total after tax earnings $4,352 $4,047 7.5%

Notes: 1. These are earnings attributable to BHE, including non-controlling shareholders. 
2. The total after tax earnings for 2021 was taken from the 2022 financials and differs from the 
original presentation in the 2021 BHE 10K.
Sources: 2022 Berkshire Hathaway Annual Report and Berkshire Hathaway Energy 10K.
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Berkshire Hathaway shares on the open market.* Such a move was squarely in line 
with Buffett’s desire that “future CEOs have a significant part of their net worth in 
Berkshire shares, bought with their own money.” 

Table 9.38: Berkshire Hathaway Energy—select data

Year BRK 
ownership

Shares 
repurchased

Price per share Implied value  
of BHE 

($ millions)
2022 92.0%  740,961 $1,174.15 $88,799 
2020 91.1% 180,358 698.61 53,478 
2019 90.9% 447,712 654.44 50,097 
2018 90.2% 177,381 603.22 46,553 
2017 90.0% 216,891 548.66 42,442 
2015 89.9% 75,000 480.00 37,148 

Footnote:
1. Series of two transactions: 35,000 shares for $19 million and 181,891 for 
$100 million (5% junior subordinated debenture).

Note: Valuation is at the Berkshire Hathaway Energy level and includes investments such as BYD, 
Inc. (worth $7.7 billion at 12/31/21 and $3.8 billion at 12/31/22).
Sources: Berkshire Hathaway Energy 10K filings 2015-2022 and author’s calculations.

BNSF

Table 9.39: BNSF Group revenues, volumes, and pricing

($ millions, units in thousands) Change From Prior Year:
Revenues Cars/Units Unit 

Volume
Revenue Per 

Car/Unit
Revenues

Consumer products $9,234 5,202 (8.3%) 22.0% 11.8%
Industrial products 5,587 1,618 (5.3%) 11.5% 5.6%
Agricultural products 5,743 1,200 (2.0%) 14.9% 12.6%
Coal 3,927 1,529 0.0% 21.6% 21.7%
Total freight $24,491 9,549 (5.8%) 18.9% 12.0%

Other operating revenue 712 
Total revenue $25,203 

Sources: 2022 BRK Annual Report, 2022 BNSF 10K, and author’s calculations.

political uncertainties would cause Buffett to conclude in 2024 that the value of BHE was far lower (see 2024).
* Abel owned 5 Class A shares and 2,363 Class B shares as of the March 2022 proxy. As of the March 2023 proxy 
he owned 173 Class A shares and 2,363 Class B shares. 
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Table 9.40: Berkshire Hathaway—Insurance Underwriting

($ millions) 2022 2021
GEICO
Premiums earned $38,984 $37,706 
Underwriting gain/(loss) - pre-tax (1,880) 1,259 
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $16,040 $13,740 
Retroactive reinsurance 0 136 
Life/health 5,279 5,648 
Periodic payment annuity 582 658 
Variable annuity 14 15 
Premiums earned 21,915 20,197 

Underwriting gain/(loss) - pre-tax
Property/casualty 2,180 667 
Retroactive reinsurance (668) (782)
Life/health 292 (421)
Periodic payment annuity (532) (508)
Variable annuity 117 114 
Underwriting gain/(loss) - pre-tax 1,389 (930)
Berkshire Hathaway Primary Group
Premiums earned $13,746 $11,575 
Underwriting gain/(loss) - pre-tax 393 607 
Total premiums earned $74,645 $69,478 
Total underwriting gain/(loss) - pre-tax (98) 936 
Average float 155,555 142,752 
Cost of float 0.1% (0.7%)

Sources: Berkshire Hathaway Annual Reports 2021 and 2022, and author’s calculations.

GEICO

The post-pandemic inflation in auto repair costs hit GEICO hard. Its loss expenses 
increased 17.1% as claims severities increased on average 21.5% for property damage, 
15% for collision, and 10% for bodily injury.* Accident frequencies were relatively tame 
across all categories and in the low-to-mid single digit range. GEICO also contended 
with another year of catastrophe losses with $400 million from Hurricane Ian.

At the same time, premium per policy increased just 11.3% on average due to 
the normal lag in passing costs to customers because of fixed policy periods and the 
necessity to seek approval for rate increases. GEICO pulled back significantly on 

* For conciseness, the stated frequency and severity percentages are averages of a typically one percentage point 
range given by Berkshire.
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volume in the Asia Pacific region. Underwriting results in the prior two years suffered 
from higher losses associated with the pandemic. 

Berkshire wrote no new retroactive reinsurance policies during 2022. Its $668 
million pre-tax loss came entirely from amortization of deferred charges,* a $168 
million gain from foreign currency movements, and $86 million of unfavorable loss 
development. 

Manufacturing, Service, and Retailing

Total MSR revenues increased 9.3% to $167.3 billion and pre-tax earnings increased 
11.5% to $16.2 billion, a margin of 9.7%. After-tax net earnings increased 12.5% to $12.5 
billion. The increases were mostly organic, as Alleghany’s non-insurance businesses 
were relatively small and contributed to results for just ten weeks.** 

Table 9.41: Manufacturing, Service, and Retailing businesses, pre-tax earnings

($ millions) 2022 2021 % Change
Industrial products $4,862 $4,469 8.8%
Building products 4,789 3,390 41.3%
Consumer products 1,526 1,982 (23.0%)
Subtotal - manufacturing 11,177 9,841 13.6%

Service 3,047 2,672 14.0%
Retailing 1,724 1,809 (4.7%)
McLane 271 230 17.8%
Subtotal - service and retailing 5,042 4,711 7.0%

Total pre-tax earnings 16,219 14,552 11.5%
Income taxes and noncontrolling interests (3,707) (3,432) 8.0%
Earnings after tax $12,512 $11,120 12.5%

Sources: Berkshire Hathaway Annual Reports 2019-2020 and author’s calculations.

Industrial products (revenues of $30.8bn, up 9.4%): Pre-tax earnings increased 
8.8% to $4.9 billion. Operating results in the industrial businesses continued to 

* Berkshire stated in its 2021 Annual Report (p. K-62) that it estimated 2022’s deferred charge amortization 
expense would be approximately $950 million. The 2022 Annual Report stated that the balance of unamortized 
deferred charges declined by $769 million. The difference between the two figures is some combination of the 
forex gains (as a stronger dollar would have lowered foreign-denominated liabilities), and the unfavorable loss 
development (a part of which would have been added to the deferred charge balance). Given there were no new 
policies in 2022, the $950 million figure is probably the best estimate for the actual figure.

**  Alleghany’s non-insurance businesses generated product and service revenues of $3.8 billion in 2021. Ten 
weeks would be about $730 million.
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McLane (revenues of $53.2bn, up 7.6%): Pre-tax earnings increased 17.8% to 
$271 million. McLane’s revenues increased 4.4% in grocery, 14.1% in foodservice, 
and 6% in beverage. Its pre-tax earnings grew from higher gross margins offset by 
higher costs. Its net margin, again rounded to 0.5% by Berkshire, increased from 
0.465% to 0.509%. 

Investments

A period of little activity in the first two months of the year was followed by three 
weeks in which Berkshire spent $41 billion—including $4.6 billion in a single day—
followed by relatively benign trading activity thereafter. Buffett detailed the first 
quarter’s moves on a slide presented at the 2022 Annual Meeting (shown as part of 
Table 9.42).

Table 9.42: Equity portfolio transactions, selected detail

Purchases Sales Net
January 1 to February 18 $2,280 $1,742 $538 
February 21 to March 15 41,025 3,875 37,150 
March 16 to March 31 8,551 4,691 3,860 
Unsettled transactions1 (737) (584) (153)
First quarter 51,119 9,724 41,395 
Second quarter 6,150 2,320 3,830 
Third quarter 8,977 5,299 3,678 
Fourth quarter 1,684 16,321 (14,637)
Year $67,930 $33,664 $34,266 

Footnote: 1. I’ve added the unsettled transaction line to balance the 
figures shown by Buffett with the 10Q.

Note: The totals listed in the 10Q for purchases and sales amounted to that shown in the first 
quarter total line. 
Sources: Berkshire Hathaway 2022 Quarterly and Annual Reports, 2022 Annual Meeting slide.

New fintech innovations such as smartphone trading apps made it easy for 
people flush with stimulus cash to go on a buying frenzy. Fee-driven Wall Street 
encouraged this frenzy. The result was casino-like conditions that favored rational 
value investors who ignored the fever and took advantage of significant mispricing of 
less popular companies.

Berkshire was first in line. Buffett expressed amazement at Berkshire’s ability to 
spend $7.7 billion to purchase 14% of Occidental Petroleum in less than a month. 
Index funds owned 40% of the company, which meant Berkshire’s purchases were 
a quarter of available float. Such volume of purchases wouldn’t be possible under 
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capital employed ranges from 12% to 14%. By paying an effective purchase price of 
1.27x the capital employed in the business, Berkshire’s going-in pre-tax return ranges 
from 9.6% to 11%.

Table 9.43: Pilot Travel Centers, LLC—acquisition analysis

($ millions) Percentage Price Implied 
Value

October 3, 2017 38.6% $2,758 $7,145
January 31, 2023 41.4% $8,200 $19,807
January 16, 2024 20.0% $2,600 $13,000

100.0% $13,558

Sources: Berkshire Hathaway Annual Reports 2023 and 2024, public record of Pilot vs. Abel et al lawsuits, 
and author’s calculations.

Table 9.44: Pilot Travel Centers, LLC—select financial information

($ millions) 2023 2022
Revenues $56,756 $72,739
Cost of sales 52,196 67,602
Gross profit 4,560 5,137
Operating expenses 3,067 2,583
EBIT 1,493 2,554
Interest expense 437 224
Pre-tax earnings $1,056 $2,330

Sources: Berkshire Hathaway 2023 Annual Report and author’s calculations.

Table 9.45: Pilot Travel Centers, LLC—year-end 2023 balance sheet

2023
Cash $596
Receivables 2,087
Inventories 1,697
Fixed assets 8,169
Goodwill 6,605
Other intangible assets 6,557
Other 2,298
Total assets $28,009

Accounts payable, accruals, and other liabilities $4,157
Notes payable and other borrowings 5,776
Equity 18,076
Total liabilities and equity $28,009

Sources: Berkshire Hathaway 2024 Annual Report and author’s calculations.
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Given Berkshire’s extensive history of acquiring businesses without incident, 
including several in stages like Pilot,* it seems highly unlikely that it would start 
seeking an unfair advantage now.

Valuation and Share Repurchases

Berkshire maintained its slower pace of buybacks in 2023, repurchasing 1.25% of 
its shares for $9 billion. It spent half of the total in the first quarter when prices 
averaged 1.34x book value and noticeably slowed in the third quarter at a richer 
1.50x book value.

In just five years, Berkshire had repurchased 199,624 Class-A equivalent shares for 
$73.7 billion, reducing the share count by 13.8%.

Table 9.46: Quarterly share repurchases, 2023

Quarter # Shares1 Average 
Price

Total 
Spent2

Ending 
Shares1

Implied 
Valuation2

First  9,581  $463,378 $4,440  1,450,152 $674,189
Second  2,612  $498,788 $1,303  1,447,540 $722,667
Third  1,995  $544,726 $1,087  1,445,546 $787,970
Fourth  4,063  $528,579 $2,148  1,441,483 $763,011
Total  18,251  $491,853 $8,977

Shares outstanding 12/31/22  1,459,733 
Shares outstanding 12/31/23  1,441,483 
Percent repurchased 1.25%

Notes: 1. Shares are total Class-A equivalent. 2. In millions. Implied valuation based on the average 
of the current and previous quarter’s outstanding shares times the average price.
Sources: Berkshire Hathaway 2023 Quarterly and Annual Reports, and author’s calculations

* The two that closely resemble Pilot were Iscar and Marmon. Nebraska Furniture Mart, Wesco, Shaw, and 
Berkshire Hathaway Energy also featured transactions with noncontrolling families and individuals.
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Berkshire Hathaway Energy

Table 9.47: Berkshire Hathaway Energy after-tax earnings

($ millions) 2023 2022 % change
PacifiCorp ($468) $921 (150.8%)
MidAmerican Energy Company 980 947 3.5%
NV Energy 394 427 (7.7%)
U.S. Utilities 906 2,295 (60.5%)

Northern Powergrid 165 385 (57.1%)
BHE Transmission 246 247 (0.4%)
BHE Renewables 518 643 (19.4%)
Other 95 81 17.3%
Other energy businesses 1,024 1,356 (24.5%)

Natural gas pipelines 1,079 1,040 3.8%
Real estate brokerage 13 100 (87.0%)
Corporate interest and other (412) (439) (6.2%)
Total after tax earnings $2,610 $4,352 (40.0%)

Notes: 1. These are earnings attributable to BHE, including non-controlling shareholders. 
2. The amounts listed for 2022 come from the 2023 filings. In the original 2022 presentation, 
BHE Renewables was $625 million and Corporate, interest, and other was ($421 million). Totals 
remained unchanged.
Source: 2022 and 2023 Berkshire Hathaway Annual Report and Berkshire Hathaway Energy 10K.

Lawsuits and political uncertainty surrounding wildfire liabilities shattered the 
image of the capital-intensive energy industry as the place to stay rich, as Buffett once 
said. PacifiCorp recorded pre-tax charges, net of insurance recoveries, of $1.6 billion, 
which followed $64 million of such charges in 2022, leading to an almost unheard-
of pre-tax loss of $468 million. The charges related to wildfires in 2020 in Oregon 
and Northern California, and 2022 wildfires in California that caused widespread 
damages and numerous fatalities. Threats of judgments in the tens of billions of 
dollars and what Buffett called a confiscatory resolution of the present problems led 
him to offer uncharacteristic pessimism. “It will be many years until we know the 
final tally from BHE’s forest-fire losses and can intelligently make decisions about 
the desirability of future investments in vulnerable western states … We will not 
knowingly throw good money after bad … I did not anticipate or even consider the 
adverse developments in regulatory returns and, along with Berkshire’s two partners 
at BHE, I made a costly mistake in not doing so.” [Emphasis in original]

Wildfires were also becoming more frequent. The National Interagency Fire 
Center has been keeping records of total wildfire acres per year since 1983. Between 
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BNSF

Note: On September 30, 2023, Berkshire transferred ownership of BNSF from 
National Indemnity to Berkshire Hathaway Inc. Although no reason was disclosed, 
the most plausible explanation is that National Indemnity no longer required support 
from BNSF’s assets or dividends, and the move insulated the railroad from potential 
policyholder claims.

Table 9.48: BNSF Group revenues, volumes, and pricing

($ millions, units in thousands) Change From Prior Year:
Revenues Cars/Units Unit 

Volume
Revenue Per 

Car/Unit
Revenues

Consumer products $7,879 4,765 (8.4%) (6.8%) (14.7%)
Industrial products 5,690 1,605 (0.8%) 2.7% 1.8%
Agricultural products 5,583 1,165 (2.9%) 0.1% (2.8%)
Coal 3,795 1,468 (4.0%) 0.7% (3.4%)
Total freight $22,947 9,003 (5.7%) (0.6%) (6.3%)

Other operating revenue 527 
Total revenue $23,474 

Sources: 2023 BRK Annual Report, 2023 BNSF 10K, and author’s calculations.

Carloadings fell for the second year in a row, to 9 million cars/units. The decline 
reflected a hangover from post-pandemic strength as evidenced by the nearly 15% 
decline in consumer products revenues. Lower West Coast imports, the loss of 
an intermodal customer, and competition from an oversupplied truck market all 
weighed on the consumer segment. Industrial, agricultural, and coal also suffered 
from pullbacks in volume. 

On the expense front, the second year of a generous union agreement reached in 
2022 kept personnel costs elevated. Overall, pre-tax earnings fell 14.2% to $6.6 billion, 
and after-tax net earnings fell 14.4% to $5.1 billion. Buffett pointed to the many 
problems that come with operating a railroad—from huge service territories with 
lots of physical equipment and capex requirements, to weather, to common carrier 
responsibilities—but acknowledged that BNSF’s operating performance lagged its 
competitors and suggested it should improve.

Insurance

A year of few catastrophe losses and much improved underwriting results at GEICO 
led to a surge in overall insurance underwriting profits to $6.9 billion. Berkshire’s 
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cost of float was negative 4.2%, and its year-end float increased 2.9% to $168.9 billion. 
Berkshire had now operated with an underwriting profit in eighteen of the last twenty 
years (the exceptions being 2017 and 2022), with a cumulative pre-tax gain of $29.2 
billion over that period. 

At the 2023 Annual Meeting, Buffett discussed a nuanced and somewhat 
counterintuitive point about Berkshire’s float. Classified as a liability, float finances 
the asset side of Berkshire’s balance sheet just like debt or equity. Unlike debt, the 
cost of float can be low or negative (provided proper underwriting standards are 
maintained) and doesn’t have a maturity date. Unlike equity, float does not dilute 
existing shareholders. “Nobody else thinks of it much that way, but we’ve always 
thought of it that way.”*

Table 9.49: Berkshire Hathaway—Insurance Underwriting

($ millions) 2023 2022
GEICO
Premiums earned $39,264 $38,984 
Underwriting gain/(loss) - pre-tax 3,635 (1,880)
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $21,938 $16,040 
Retroactive reinsurance 0 0 
Life/health 5,072 5,279 
Periodic payment annuity 0 582 
Variable annuity 0 14 
Premiums earned 27,010 21,915 

Underwriting gain/(loss) - pre-tax
Property/casualty 3,508 2,180 
Retroactive reinsurance (1,541) (668)
Life/health 354 292 
Periodic payment annuity (650) (532)
Variable annuity 233 117 
Underwriting gain/(loss) - pre-tax 1,904 1,389 
Berkshire Hathaway Primary Group
Premiums earned $17,129 $13,746 
Underwriting gain/(loss) - pre-tax 1,374 393 
Total premiums earned $83,403 $74,645 
Total underwriting gain/(loss) - pre-tax 6,913 (98)
Average float 166,502 155,555 
Cost of float (4.2%) 0.1%

Sources: Berkshire Hathaway Annual Report 2024 and author’s calculations.

* Buffett discussed this during the afternoon session of the 1996 Annual Meeting. See page 342, “Is Float Better 
Than Equity?”
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Manufacturing, Service, and Retailing

MSR revenues increased 0.4% to $168 billion and pre-tax earnings increased 2.5% to 
$16.6 billion. After-tax net earnings increased 2% to $12.8 billion. Piecing together 
known information on Alleghany’s non-insurance subsidiaries, a good approximation 
is it contributed about $3.6 billion of revenues.* It’s unclear what their contribution 
was to the improvement in overall pre-tax margin from 9.7% in 2022 to 9.9% in 2023. 

Table 9.50: Manufacturing, Service, and Retailing businesses—pre-tax earnings

($ millions) 2023 2022 % Change
Industrial products $5,686 $4,862 16.9%
Building products 4,187 4,789 (12.6%)
Consumer products 1,572 1,526 3.0%
Subtotal - manufacturing 11,445 11,177 2.4%

Service 2,995 3,047 (1.7%)
Retailing 1,726 1,724 0.1%
McLane 455 271 67.9%
Subtotal - service and retailing 5,176 5,042 2.7%

Total pre-tax earnings 16,621 16,219 2.5%
Income taxes and noncontrolling interests (3,862) (3,707) 4.2%
Earnings after tax $12,759 $12,512 2.0%

Sources: Berkshire Hathaway Annual Reports 2019-2020 and author’s calculations.

Industrial products (revenues of $34.9bn, up 13.2%): Pre-tax earnings up 
16.9% to $5.7 billion. A return to more normal patterns of air travel led to increased 
demand for aerospace products and power/energy, and other industrial products 
at Precision Castparts. Its revenues increased 22.7% to $9.3 billion and its pre-tax 
earnings increased 30% to $1.5 billion, even with undisclosed operating losses from 
its energy products businesses. 

Lubrizol’s revenues declined 4% to $6.4 billion. Higher selling prices couldn’t 
offset a 7.9% decline in volume or foreign currency effects. Berkshire disclosed that 
its pre-tax earnings were relatively unchanged, but it did not disclose a figure. Based 
on a known amount of pre-tax earnings in 2019 and subsequent percentage changes, 
Lubrizol’s pre-tax earnings in 2023 would have been about $743 million and its pre-
tax margin about 11.6%.

* An estimated $1 billion from Kentucky Trailer, Wilbert Funeral Services, and Wilbert Plastics Services (as part 
of Marmon), $1.3 billion from Jazwares, and $1.3 billion from IPS. 
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the positives and negatives of the business in the same way they would want if their 
positions were reversed. This included an honest assessment of mistakes. Insurance, 
Berkshire’s bread and butter, should avoid “corporate suicide” by focusing on 
profitability first, even if it meant shrinking. Berkshire should be an asset to America 
and owed much to the American tailwind. Taking pride in Berkshire’s contributions, 
Buffett noted that over his sixty-year tenure at Berkshire cash payments to the US 
Treasury amounted to $101 billion, including $26.8 billion in 2024 alone. And Buffett 
hoped that Uncle Sam would use some of its bounty to care for the less fortunate and 
maintain a sound currency. 

Valuation and Share Repurchases

The pace of Berkshire’s share repurchases slowed to a trickle and then stopped in May 
as its shares marched toward a 25.5% gain during the year. It paid an average of 1.53x 
book value in the first quarter and 1.49x in the second quarter.

Table 9.51: Quarterly share repurchases, 2024

Quarter # Shares1 Average 
Price

Total 
Spent2

Ending 
Shares1

Implied 
Valuation2

First  4,232  $607,918 $2,573  1,437,251 $875,018
Second  555  $621,868 $345  1,436,696 $893,609

Total  4,787  $609,536 $2,918

Shares outstanding 12/31/23  1,441,483 
Shares outstanding 6/30/24  1,436,696 
Percent repurchased 0.33%

Notes: 1. Shares are total Class-A equivalent. 2. In millions. Implied valuation based on the average 
of the current and previous quarter’s outstanding shares times the average price.
Berkshire issued 2,291,631 Class B shares (1,528 Class A equivalent) in connection with the BHE 
transaction. Berkshire had 1,438,223 Class A equivalent shares outstanding as of 12/31/24.
Sources: Berkshire Hathaway 2024 Quarterly and Annual Reports, and author’s calculations.

Berkshire’s share repurchases in the first quarter included $1.5 billion from two 
long-time shareholders converting their passive ownership into active philanthropy.* 
The largest was a $1 billion donation by Ruth Gottesman, wife of the late Sandy 
Gottesman, a longtime friend of Buffett’s who served many years as a Berkshire 
director. Ruth gave the shares to the Albert Einstein College of Medicine in New 
York. The gift allowed the college to offer free tuition for over 100 students at a 

* Technically, the shares were donated to nonprofits and the recipients sold them to Berkshire for cash. 
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time indefinitely. The identity of the seller of another $500 million purchase was not 
publicly disclosed. 

Berkshire Hathaway Energy Valuation Update

On September 30, 2024, Berkshire Hathaway purchased the remaining 8% ownership 
interest held by the family of the late Walter Scott, Jr., taking its ownership of BHE 
to 100%. The transaction raised eyebrows for the $49 billion implied valuation of 
BHE, an amount 45% below the $89 billion implied value for the business when 
Berkshire bought Greg Abel’s 1% interest in 2022. 

For such a stable company in a stable industry, why and how could such 
a precipitous drop occur in just two years? At the 2025 Annual Meeting, Buffett 
explained that the value of BHE was “considerably less than it was two years ago 
based on societal factors.” He referenced the trend toward unusually large judgments 
against utilities for wildfire liabilities and an increasingly uncertain (and in some 
cases hostile) regulatory and political environment in an industry that demands large 
capital investment. Additionally, one of BHE’s subsidiaries in a less stable industry, 
HomeServices, settled an antitrust case against it and other large real estate brokers 
that cost it $250 million over four years.

Table 9.52: Berkshire Hathaway Energy—select data

Year BRK 
ownership

Shares 
repurchased

Price per 
share

Implied value of BHE 
($ millions)

20241 100.0%  6,025,752 $649.27 $49,088 
2022 92.0%  740,961 1,174.15 88,799 
2020 91.1% 180,358 698.61 53,478 
2019 90.9% 447,712 654.44 50,097 
2018 90.2% 177,381 603.22 46,553 
20172 90.0% 216,891 548.66 42,442 
2015 89.9% 75,000 480.00 37,148 

Footnote:
1. Series of two transactions: $2.367 billion cash and $600 million promissory 
note for 4,424,494 shares and $100 million subordinated debt; and 2,291,631 
BRKB shares worth $1.045 billion for 1,601,258 shares.
2. Series of two transactions: 35,000 shares for $19 million and 181,891 shares 
for $100 million (5% junior subordinated debenture).

Note: Valuation is at the Berkshire Hathaway Energy level and includes investments such as BYD, 
Inc. (worth $7.7 billion at 12/31/21, $3.8 billion at 12/31/22, and $0.8 billion at 9/30/24).
Sources: Berkshire Hathaway Energy 8K, 10Q, and 10K filings 2015-2024, and author’s calculations.
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Berkshire Hathaway Energy

Table 9.53: Berkshire Hathaway Energy after-tax earnings

($ millions) 2024 2023 % change
PacifiCorp $526 ($468) na
MidAmerican Energy Company 991 980 1.1%
NV Energy 444 394 12.7%
U.S. Utilities 1,961 906 116.4%

Northern Powergrid 547 165 231.5%
BHE Transmission 263 246 6.9%
BHE Renewables 447 518 (13.7%)
Other 77 95 (18.9%)
Other energy businesses 1,334 1,024 30.3%

Natural gas pipelines 1,232 1,079 14.2%
Real estate brokerage (107) 13 (923.1%)
Corporate interest and other (394) (412) na
Total after-tax earnings $4,026 $2,610 54.3%

Note: These are earnings attributable to BHE, including non-controlling shareholders. 
Source: 2023 and 2024 Berkshire Hathaway Annual Report and Berkshire Hathaway Energy 10K.

BHE’s after-tax earnings rebounded to $4 billion with lower wildfire accruals at 
PacifiCorp and higher earnings at other units. With average equity of $50.5 billion, 
net earnings in 2024 represented a more appropriate return on equity of 8%.

While the uncertainties surrounding wildfire liabilities remained, BHE accrued 
an additional $346 million related to PacifiCorp. That brought the total for the 
preceding three years to $2.75 billion pre-tax before expected insurance recoveries 
of $530 million. Through the end of 2024, PacifiCorp made loss payments totaling 
$1.2 billion. 

Earnings at NV Energy jumped 12.7%, in part due to 6.5% higher volumes from 
favorable weather, an increase in the number of customers and higher usage. 

The large jump in earnings at Northern Powergrid reflected an increase in 
distribution revenue from higher rates because of inflation, a 0.4% increase in volume, 
and a favorable comparison to the prior year in which it incurred a $92 million 
charge to write-off gas exploration costs, among other factors. 

Lower earnings from tax equity investments and debt extinguishment gains in 
2023 led to the decline in earnings at BHE Renewables. 

A full year of Berkshire’s additional 50% ownership interest in Cove Point LNG 
contributed to the increase in earnings in the pipelines business. 
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In April, HomeServices agreed to a $250 million settlement related to an antitrust 
lawsuit filed against it and other major real estate brokers. The suit claimed the industry 
conspired to keep sales commissions artificially high. HomeServices recorded a $140 
million charge in 2024 related to the litigation. Those costs overshadowed higher 
mortgage earnings of $31 million from a 4% increase in funded volume and a 7% 
increase in average loan size.

BNSF

Table 9.54: BNSF Group revenues, volumes, and pricing

($ millions, units in thousands) Change From Prior Year:
Revenues Cars/Units Unit 

Volume
Revenue Per 

Car/Unit
Revenues

Consumer products $8,435 5,537 16.2% (7.9%) 7.1%
Industrial products 5,619 1,596 (0.6%) (0.7%) (1.2%)
Agricultural products 5,836 1,251 7.4% (2.7%) 4.5%
Coal 2,943 1,205 (17.9%) (5.5%) (22.5%)
Total freight $22,833 9,589 6.5% (6.6%) (0.5%)

Other operating revenue 522 
Total revenue $23,355 

Sources: 2024 BRK Annual Report, 2024 BNSF 10K, and author’s calculations.

Results at Berkshire’s railroad improved modestly over the prior year, but continued 
to lag its peers. Greg Abel described the last two years of results as disappointing 
and said that the company needed to reset its cost structure to match the lower-
than-expected demand. While carloadings increased 6.5% in 2024, competition from 
competing sources of transport led to a 6.6% decline in revenue per unit and resulted 
in the top line falling 0.5%. 

Higher intermodal shipments from West Coast imports and a new intermodal 
customer lifted consumer products volume strongly, though pricing slipped. Higher 
grain, renewable fuels, and fertilizer shipments lifted volumes in the agricultural 
segment, but again pricing led to a muted result in terms of revenues. Lower natural 
gas prices led to the large decline in coal volumes and pricing. 

Two items of significance negatively impacted BNSF’s bottom line. First, a one-
time $290 million payment related to a labor union contract that allowed the rail 
more flexibility to meet short-term hiring demands. Second, a $395 million judgment 
against BNSF for breaching an easement over a Native American tribe’s reservation.* 

* It’s not clear from BNSF’s 2024 10K filing whether this entire amount is included in expenses.
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Table 9.55: Berkshire Hathaway—Insurance Underwriting

($ millions) 2024 2023
GEICO
Premiums earned $42,252 $39,264 
Underwriting gain/(loss) - pre-tax 7,813 3,635 
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $22,239 $21,938 
Retroactive reinsurance 0 0 
Life/health 4,998 5,072 
Periodic payment annuity 0 0 
Variable annuity 0 0 
Premiums earned 27,237 27,010 

Underwriting gain/(loss) - pre-tax
Property/casualty 3,800 3,508 
Retroactive reinsurance (846) (1,541)
Life/health 223 354 
Periodic payment annuity (597) (650)
Variable annuity 157 233 
Underwriting gain/(loss) - pre-tax 2,737 1,904 
Berkshire Hathaway Primary Group
Premiums earned $18,733 $17,129 
Underwriting gain/(loss) - pre-tax 855 1,374 
Total premiums earned $88,257 $83,403 
Total underwriting gain/(loss) - pre-tax 11,405 6,913 
Average float 169,948 168,895 
Cost of float (6.7%) (4.2%)

Note: Total premiums earned in 2024 of $88,257 million are $35 million greater than the sum of 
the components in the table. It’s unclear why the sum of the parts doesn’t match the consolidated 
figure. 
Sources: Berkshire Hathaway 2024 Annual Report, and Author’s calculations.

GEICO

The turnaround at GEICO showed stunning progress with a $7.8 billion pre-tax 
underwriting gain on $42.3 billion of earned premiums, a combined ratio of 81.5%. 
Average premiums per policy increased 7.8%. After seeing policies-in-force decline 
8.9% in 2022 and an additional decline of 9.8% in 2023, the rate of decline slowed 
to 0.5% in 2024. Growth resumed in the second half of the year as GEICO put its 
famous gecko back to work with increased advertising.

Claims frequencies declined 2.5% for property damage and 8.5% for collision. 
Berkshire said claims for bodily injury declined slightly. Severities increased 3.5% for 
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Table 9.56: Manufacturing, Service, and Retailing businesses—pre-tax earnings

($ millions) 2024 2023 % Change
Industrial products $6,017 $5,686 5.8%
Building products 4,134 4,187 (1.3%)
Consumer products 1,744 1,572 10.9%
Subtotal - manufacturing 11,895 11,445 3.9%

Service 2,305 2,995 (23.0%)
Retailing 1,395 1,726 (19.2%)
Pilot 614 968 (36.6%)
McLane 634 455 39.3%
Subtotal - service and retailing 4,948 6,144 (19.5%)

Total pre-tax earnings 16,843 17,589 (4.2%)
Income taxes and noncontrolling interests (3,771) (4,227) (10.8%)
Earnings after tax $13,072 $13,362 (2.2%)

Note: This table reflects Pilot’s earnings for the 11 months ended December 31, 2023, the period 
in which Berkshire owned 80%. Its proportional results for January 2023 were reported under the 
equity method. Pilot’s full year 2023 earnings were $1,046 million.
Sources: Berkshire Hathaway 2024 Annual Report and author’s calculations.

Industrial products (revenues of $35.8bn, up 2.7%): Pre-tax earnings grew 5.8% 
to $6 billion. Buoyed by an increase in demand for aerospace products, Precision 
Castparts increased its revenues 12% to $10.4 billion. With the greater volume came 
economies of scale and an increase in pre-tax profits of 24.4% to $1.87 billion.* 

Lubrizol saw flat sales of $6.4 billion as higher volumes were offset by lower 
selling prices and an unfavorable product mix. Its pre-tax earnings increased 30.7% 
to an estimated $971 million** as lower input and operating costs, and higher sales 
volumes, overcame the lower selling prices and higher overhead. 

Marmon’s revenues decreased by 1.7% to $12.2 billion. Its Transportation Products 
group reported an 18.2% decline in revenues as weakness in truck, trailer, and 
aftermarket auto markets weighed on results. Lower volume in its Metal Services and 
Retail Solutions groups led to declines of 13.9% and 9.4%, respectively. Its Electrical 
group increased revenues 6% due to higher copper prices and higher volumes, and 
its Rail & Leasing group increased revenues 10.5% due to higher lease renewal rates, 
higher prices, and greater volumes. Marmon’s pre-tax earnings declined 8.7% to an 
estimated $1.57 billion.***

* Calculated based on the known amount of pre-tax earnings in 2023 and the percentage change disclosed in 
2024.

** Calculated based on known pre-tax earnings in 2019 and subsequent disclosed percentage changes. 
*** Calculated based on known pre-tax earnings in 2019 and subsequent disclosed percentage changes.
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Figure 9.3 Berkshire Hathaway Consolidated Cash Position

Source: watchlistinvesting.com

Table 9.57: Reconciliation of shareholders’ equity, 1965–2024

($ millions) 1965-74 1975-84 1985-94 1995-04 2005-14 2015-24 1965-24
Beginning of period 
shareholders' equity

$22 $88 $1,272 $11,875 $85,900 $240,170 $22 

Net income - operations 57 366 2,869 19,344 107,301 249,087 379,024 
Net income - realized 
gains

7 199 1,354 14,096 15,897 195,057 226,611 

Unrealized appreciation 
of investments

0 486 5,877 15,000 25,720 15,926 63,009 

Mergers/divestitures 0 133 433 25,085 12,816 328 38,795 
Dividends/treasury stock (3) 0 69 0 (1,763) (77,957) (79,654)
Issuance of Class-B stock 0 0 0 565 0 0 565 
Tax Cuts and Jobs Act 
of 2017

0 0 0 0 0 29,106 29,106 

Other/misc. 4 0 0 (65) (5,701) (2,349) (8,110)
End of period 
shareholders' equity

$88 $1,272 $11,875 $85,900 $240,170 $649,368 $649,368 

Change in equity  
during period

$66 $1,184 $10,602 $74,026 $154,270 $409,198 $649,346 

Note: Figures may not add due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.
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Table 9.58: Contribution toward change in equity during period

1965-74 1975-84 1985-94 1995-04 2005-14 2015-24 1965-24
Net income - operations 86% 31% 27% 26% 70% 61% 58% 
Net income - realized gains 11% 17% 13% 19% 10% 48% 35% 
Unrealized appreciation of 
investments

0% 41% 55% 20% 17% 4% 10% 

Mergers/divestitures 0% 11% 4% 34% 8% 0% 6% 
Dividends/treasury stock (4%) 0% 1% 0% (1%) (19%) (12%)
Issuance of Class-B stock 0% 0% 0% 1% 0% 0% 0% 
Tax Cuts and Jobs Act of 2017 0% 0% 0% 0% 0% 7% 4% 
Other/misc. 7% 0% 0% (0%) (4%) (1%) (1%)
Total 100% 100% 100% 100% 100% 100% 100% 

Note: Figures may not add due to rounding.
Sources: Berkshire Hathaway Annual Reports and author’s calculations.

Figure 9.4: Sources of after-tax operating income 2015–2024 ($ millions)

Sources: Berkshire Hathaway Annual Reports, 2015–2024, and author’s calculations.

Figure 9.4 breaks down the source of Berkshire’s after-tax operating income for 
the decade. Taken together, BNSF and the utility businesses generated almost a third 
of after-tax operating earnings in the period. Berkshire’s fourteen-year record of 
underwriting profits came to an end in 2017 on the heels of six significant catastrophe 
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Table 9.59: Major capital allocation decisions, 2015–2024

Acquisitions $66,553 
Capital expenditures, net 62,298 
Net sale of equity securities 182,094 
Share repurchases 77,906 

$388,851 
Net increase in cash & U.S. Treasuries $258,163 

Sources: Berkshire Hathaway Annual Reports, 2015–2024, and author’s calculations.

Two statistics from Berkshire’s investment portfolio are too irresistible to pass 
over. First, Berkshire’s share of 2024 earnings from American Express and Coca-
Cola amounted to an exceptionally large proportion of their cost basis. Its share of 
American Express’s 2024 earnings was $2.1 billion—more than 60% greater than its 
$1.29 billion cost basis. Its share of Coke’s earnings amounted to $984 million, or 
over three-quarters of the purchase price. These statistics reflected the long holding 
periods and Berkshire’s view of the investments as close to permanent. Both holdings 
were proof of the value of long holding periods. Deferred taxes on the significant 
unrealized gains allowed many more dividends than if the investments had been sold 
and reinvested elsewhere (or back into the same company).
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Table 9.60: Berkshire Hathaway—equity portfolio, top five holdings 2014–2024

2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014
($ millions)
American Express $44,997 $28,403 $22,400 $24,804 $18,331 $18,874 $14,452 $15,056 $11,231 $10,545 $14,106 
Apple, Inc. 75,126 174,347 116,305 157,529 117,714 71,990 39,370 27,979 
Bank of America 29,896 34,776 33,455 44,939 30,616 32,579 22,082 20,044 
The Coca-Cola Company 24,904 23,572 25,444 23,684 21,936 22,140 18,940 18,352 16,584 17,184 16,888 
Chevron 17,180 18,808 29,253 
Moody's 9,636 
Verizon 8,620 
Wells Fargo 17,389 19,666 27,801 26,437 26,077 25,407 
IBM 13,484 11,152 12,349 
Phillips 66 6,972 5,030 
Walmart 5,186 
All others 79,485 73,936 81,936 90,127 83,953 85,055 58,247 61,308 64,580 41,834 43,534 
Total equity securities $271,588 $353,842 $308,793 $350,719 $281,170 $248,027 $172,757 $170,540 $139,288 $111,822 $117,470 

Cost basis $75,506 $109,416 $131,610 $104,605 $108,620 $110,340 $102,867 $76,202 $74,097 $62,310 $58,370 
Net unrealized gains $196,082 $244,426 $177,183 $246,114 $172,550 $137,687 $69,890 $94,338 $65,191 $49,512 $59,100 

Top Holdings as % of total portfolio
Top 1 28% 49% 38% 45% 42% 29% 23% 16% 19% 23% 22%
Top 2 44% 59% 48% 58% 53% 42% 36% 33% 31% 39% 36%
Top 3 55% 67% 58% 65% 61% 51% 47% 44% 41% 49% 48%
Top 4 64% 74% 66% 72% 67% 59% 58% 55% 49% 58% 59%
Top 5 71% 79% 73% 74% 70% 66% 66% 64% 54% 63% 63%

Notes: 1. Only the top five are shown. 2. Excludes Kraft Heinz which is carried as an equity investment. KHC would have been ranked 5th in 2020–21, 3rd 
in 2017, 1st in 2016, and 2nd in 2015.
Sources: Berkshire Hathaway Annual Reports 2014–2024; 13F filings; and author’s calculations.



the complete financial history of berkshire hathaway

788

Berkshire’s stock price continued to track the underlying progress being made in 
the business. Shares advanced past the $500,000 mark for the first time on March 
14, 2022. They closed at $696,502.02 on August 24, 2024, making Berkshire the first 
non-technology company to have a $1 trillion market capitalization. While the price-
to-book value during this time was steady, evidence pointed to the conglomerate 
being undervalued at certain times. Berkshire did its best to communicate this to 
shareholders and bring about a more rational valuation. When this failed, Berkshire 
repurchased undervalued shares to the benefit of continuing shareholders. Figures 9.5 
and 9.6 present ten years of data for context.

Figure 9.5: Berkshire Hathaway stock price, 2015–2024

Sources: Of Permanent Value (Kilpatrick), Berkshire Hathaway Annual Reports 2015–2024, Yahoo! Finance, 
and author’s calculations.
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Figure 9.6: Berkshire Hathaway price to book ratio, 2015–2024

Sources: Of Permanent Value (Kilpatrick), Berkshire Hathaway Annual Reports 2015–2024, Yahoo! Finance, 
and author’s calculations.

Lessons: 2015–2024

1. Business results translate into wealth for owners over time, whether ownership is 
in whole or in part. Berkshire’s wholly owned subsidiaries generated substantial 
cash earnings to deploy advantageously, while Apple vividly demonstrated the 
power of capital gains.

2. It is okay to admit you were wrong about an investment. Acting to correct a 
wrong move is difficult but important. Buffett initially invested in IBM stock 
thinking the company had a stronger competitive advantage. A few years later, 
he realized he was wrong and sold Berkshire’s investment in the company. In 
doing so, Buffett also overcame the human tendency toward maintaining a 
commitment when you have publicly stated your opinion. Berkshire went on to 
purchase a large stake in Apple, which subsequently created over $100 billion in 
capital gains. A similar (and even quicker) change of mind occurred with Taiwan 
Semiconductor in 2022.

3. Don’t let cash burn a hole in your pocket. Berkshire’s cash continued to build 
despite billions spent on growth capex and acquisitions. Buffett resisted pressure 
to invest cash in markets unsuitable for major investment and waited patiently 
for opportunity.
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Table 9.61: Berkshire Hathaway—Insurance Underwriting

($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 2016 2015 2014
GEICO
Premiums earned $42,252 $39,264 $38,984 $37,706 $35,093 $35,572 $33,363 $29,441 $25,483 $25,483 $22,718 $20,496 
Underwriting gain/(loss) - pre-tax 7,813 3,635 (1,880) 1,259 3,428 1,506 2,449 (310) 462 462 460 1,159 
Berkshire Hathaway Reinsurance Group
Premiums earned:
Property/casualty $22,239 $21,938 $16,040 $13,740 $12,214 $9,911 $8,928 $7,552 $7,218 
Retroactive reinsurance 0 0 0 136 38 684 517 10,755 1,254 
Life/health 4,998 5,072 5,279 5,648 5,861 4,869 5,343 4,808 4,587 
Periodic payment annuity 0 0 582 658 566 863 1,156 898 1,082 
Variable annuity 0 0 14 15 14 14 
Premiums earned 27,237 27,010 21,915 20,197 18,693 16,341 15,944 24,013 14,141 $8,504 $7,207 $10,116 

Underwriting gain/(loss) - pre-tax
Property/casualty 3,800 3,508 2,180 667 (799) 16 (207) (1,595) 895 
Retroactive reinsurance (846) (1,541) (668) (782) (1,248) (1,265) (778) (1,330) (60)
Life/health 223 354 292 (421) (18) 159 216 (52) 305 
Periodic payment annuity (597) (650) (532) (508) (617) (549) (340) (671) (128)
Variable annuity 157 233 117 114 (18) 167 
Underwriting gain/(loss) - pre-tax 2,737 1,904 1,389 (930) (2,700) (1,472) (1,109) (3,648) 1,012 822 421 606 
Berkshire Hathaway Primary Group
Premiums earned $18,733 $17,129 $13,746 $11,575 $9,615 $9,165 $8,111 $7,143 $6,257 $6,257 $5,394 $4,377 
Underwriting gain/(loss) - pre-tax 855 1,374 393 607 110 383 670 719 657 657 824 626 
Total premiums earned $88,257 $83,403 $74,645 $69,478 $63,401 $61,078 $57,418 $60,597 $45,881 $45,881 $41,294 $41,253 
Total underwriting gain/(loss) - pre-tax 11,405 6,913 (98) 936 838 417 2,010 (3,239) 2,131 2,131 1,837 2,668 
Average float 169,948 166,502 155,555 142,752 133,963 126,078 118,616 103,039 89,650 89,650 85,822 80,581 
Cost of float (6.7%) (4.2%) 0.1% (0.7%) (0.6%) (0.3%) (1.7%) 3.1% (2.4%) (2.4%) (2.1%) (3.3%)

Note: The year 2016 is included twice to show the presentation before and after consolidating General Re into Berkshire Hathaway Reinsurance Group.
Sources: Berkshire Hathaway Annual Reports 2016, 2017, 2019, 2021, 2024; and author’s calculations.
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Table 9.62: Berkshire Hathaway Insurance Group float, select data and 
information

Year-end float ($ millions)

Year GEICO General 
Reins.

BH Reins. Other 
Primary

Total Avg. 
Float

Float  
Cost

1994  3,057 (4.2%)
1995  3,607 (0.6%)
1996  6,702 (3.3%)
1997  2,917  4,014  455  7,386  7,093 (6.5%)
1998  3,125  14,909  4,305  415  22,754  15,070 (1.8%)
1999  3,444  15,166  6,285  403  25,298  24,026 5.8% 
2000  3,943  15,525  7,805  598  27,871  26,585 6.1% 
2001  4,251  19,310  11,262  685  35,508  31,690 12.8% 
2002  4,678  22,207  13,396  943  41,224  38,366 1.1% 
2003  5,287  23,654  13,948  1,331  44,220  42,722 (4.0%)
2004  5,960  23,120  15,278  1,736  46,094  45,157 (3.4%)
2005  6,692  22,920  16,233  3,442  49,287  47,691 (0.1%)
2006  7,171  22,827  16,860  4,029  50,887  50,087 (7.7%)
2007  7,768  23,009  23,692  4,229  58,698  54,793 (6.2%)
2008  8,454  21,074  24,221  4,739  58,488  58,593 (4.8%)
2009  9,613  21,014  26,223  5,061  61,911  60,200 (2.6%)
2010  10,272  20,049  30,370  5,141  65,832  63,872 (3.2%)
2011  11,169  19,714  33,728  5,960  70,571  68,202 (0.4%)
2012  11,578  20,128  34,821  6,598  73,125  71,848 (2.3%)
2013  12,566  20,013  37,231  7,430  77,240  75,183 (4.1%)
2014  13,569  19,280  42,454  8,618  83,921  80,581 (3.3%)
2015  15,148  18,560  44,108  9,906  87,722  85,822 (2.1%)
2016  17,148  17,699  45,081  11,649  91,577  89,650 (2.4%)
2017

Detail no longer provided 
2022 includes $14 billion from Alleghany

 114,500  103,039 3.1% 
2018  122,732  118,616 (1.7%)
2019  129,423  126,078 (0.3%)
2020  138,503  133,963 (0.6%)
2021  147,000  142,752 (0.7%)
2022  164,109  155,555 0.1% 
2023  168,895  166,502 (4.2%)
2024  171,000  169,948 (6.7%)
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Year-end float (% Growth)

Year GEICO General 
Reins.

BH Reins. Other 
Primary

Total Avg. 
Float

1994 16.5% 
1995 18.0% 
1996 85.8% 
1997 5.8% 
1998 7.1% n/a 7.2% (8.8%) 208.1% 112.5% 
1999 10.2% 1.7% 46.0% (2.9%) 11.2% 59.4% 
2000 14.5% 2.4% 24.2% 48.4% 10.2% 10.6% 
2001 7.8% 24.4% 44.3% 14.5% 27.4% 19.2% 
2002 10.0% 15.0% 18.9% 37.7% 16.1% 21.1% 
2003 13.0% 6.5% 4.1% 41.1% 7.3% 11.4% 
2004 12.7% (2.3%) 9.5% 30.4% 4.2% 5.7% 
2005 12.3% (0.9%) 6.3% 98.3% 6.9% 5.6% 
2006 7.2% (0.4%) 3.9% 17.1% 3.2% 5.0% 
2007 8.3% 0.8% 40.5% 5.0% 15.3% 9.4% 
2008 8.8% (8.4%) 2.2% 12.1% (0.4%) 6.9% 
2009 13.7% (0.3%) 8.3% 6.8% 5.9% 2.7% 
2010 6.9% (4.6%) 15.8% 1.6% 6.3% 6.1% 
2011 8.7% (1.7%) 11.1% 15.9% 7.2% 6.8% 
2012 3.7% 2.1% 3.2% 10.7% 3.6% 5.3% 
2013 8.5% (0.6%) 6.9% 12.6% 5.6% 4.6% 
2014 8.0% (3.7%) 14.0% 16.0% 8.6% 7.2% 
2015 11.6% (3.7%) 3.9% 14.9% 4.5% 6.5% 
2016 13.2% (4.6%) 2.2% 17.6% 4.4% 4.5% 
2017

Detail no longer provided 
2022 includes $14 billion from Alleghany

25.0% 14.9% 
2018 7.2% 15.1% 
2019 5.5% 6.3% 
2020 7.0% 6.3% 
2021 6.1% 6.6% 
2022 11.6% 9.0% 
2023 2.9% 7.0% 
2024 1.2% 2.1% 

Sources: Berkshire Hathaway Annual Reports and author’s calculations.
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Table 9.63: Manufacturing, Service, and Retailing businesses –  
return on assets analysis 2015–2024

($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 
Pre-tax earnings

Industrial products $6,017 $5,686 $4,862 $4,469 $3,755 $5,635 $5,822 $5,065 $4,209 
Building products 4,134 4,187 4,789 3,390 2,858 2,636 2,336 2,147 1,178 
Consumer products 1,744 1,572 1,526 1,982 1,397 1,251 1,208 1,112 824 

Manufacturing 11,895 11,445 11,177 9,841 8,010 9,522 9,366 8,324 6,211 
Pilot 614 968 
McLane 634 455 271 230 251 288 246 299 431 

Service 2,305 2,995 3,047 2,672 1,600 1,681 1,836 1,519 1,161 
Retailing 1,395 1,726 1,724 1,809 1,028 874 860 785 659 

Service and retailing 3,700 4,721 4,771 4,481 2,628 2,555 2,696 2,304 1,820 
Total pre-tax earnings 16,843 17,589 16,219 14,552 10,889 12,365 12,308 10,927 8,462 
Income taxes and noncontrolling interests (3,771) (4,227) (3,707) (3,432) (2,589) (2,993) (2,944) (3,645) (2,831)
Earnings after tax $13,072 $13,362 $12,512 $11,120 $8,300 $9,372 $9,364 $7,282 $5,631 

Identifiable assets at year-end
Manufacturing  119,860  115,875  113,578  107,231  104,318  104,437  99,912  97,753  93,835 
Pilot  19,652  21,404 
McLane  7,165  6,861  7,049  6,841  6,771  6,872  6,243  6,090  5,896 
Service and retailing  37,198  34,600  31,291  28,221  26,173  26,494  24,724  20,014  19,208 
Total  183,875  178,740  151,918  142,293  137,262  137,803  130,879  123,857  118,939 

Goodwill
Manufacturing  27,716  27,831  28,460  25,463  25,512  34,800  34,019  33,967  32,915 
Pilot  6,477  6,605 
McLane  232  232  232  232  232  734  734  734  734 
Service and retailing  5,878  6,241  6,282  6,241  6,152  6,229  6,281  6,278  9,252 
Total  40,303  40,909  34,974  31,936  31,896  41,763  41,034  40,979  42,901 

Pre-tax return on average identifiable assets
Manufacturing 10.09% 9.98% 10.12% 9.30% 7.67% 9.32% 9.48% 8.69%
Pilot 2.99%
McLane 9.04% 6.54% 3.90% 3.38% 3.68% 4.39% 3.99% 4.99%
Service and retailing 10.31% 14.33% 16.03% 16.48% 9.98% 9.98% 12.05% 11.75%
Total 9.29% 10.64% 11.03% 10.41% 7.92% 9.20% 9.66% 9.00%

Pre-tax return on average total assets (identifiable + goodwill)
Manufacturing 8.17% 8.01% 8.14% 7.50% 5.95% 6.97% 7.05% 6.44%
Pilot 2.27%
McLane 8.75% 6.33% 3.78% 3.27% 3.44% 3.95% 3.56% 4.44%
Service and retailing 8.82% 12.04% 13.25% 13.42% 8.08% 8.02% 9.41% 8.42%
Total 7.59% 8.65% 8.98% 8.48% 6.25% 7.04% 7.31% 6.69%

Notes: 1. A major shortcoming of this analysis is the fact that many businesses have significant 
spontaneous current liabilities, such as accounts payable and accruals, which reduce capital 
investment and increase returns. This is most pronounced in the retailing businesses, Pilot, and 
McLane. Despite the shortcomings, the analysis is useful for analyzing trends. 2. Beginning in 
2018, the Finance and Financial Products businesses were consolidated into the MSR businesses. 
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Table 9.63: Manufacturing, Service, and Retailing businesses –  
return on assets analysis 2015–2024

($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 
Pre-tax earnings

Industrial products $6,017 $5,686 $4,862 $4,469 $3,755 $5,635 $5,822 $5,065 $4,209 
Building products 4,134 4,187 4,789 3,390 2,858 2,636 2,336 2,147 1,178 
Consumer products 1,744 1,572 1,526 1,982 1,397 1,251 1,208 1,112 824 

Manufacturing 11,895 11,445 11,177 9,841 8,010 9,522 9,366 8,324 6,211 
Pilot 614 968 
McLane 634 455 271 230 251 288 246 299 431 

Service 2,305 2,995 3,047 2,672 1,600 1,681 1,836 1,519 1,161 
Retailing 1,395 1,726 1,724 1,809 1,028 874 860 785 659 

Service and retailing 3,700 4,721 4,771 4,481 2,628 2,555 2,696 2,304 1,820 
Total pre-tax earnings 16,843 17,589 16,219 14,552 10,889 12,365 12,308 10,927 8,462 
Income taxes and noncontrolling interests (3,771) (4,227) (3,707) (3,432) (2,589) (2,993) (2,944) (3,645) (2,831)
Earnings after tax $13,072 $13,362 $12,512 $11,120 $8,300 $9,372 $9,364 $7,282 $5,631 

Identifiable assets at year-end
Manufacturing  119,860  115,875  113,578  107,231  104,318  104,437  99,912  97,753  93,835 
Pilot  19,652  21,404 
McLane  7,165  6,861  7,049  6,841  6,771  6,872  6,243  6,090  5,896 
Service and retailing  37,198  34,600  31,291  28,221  26,173  26,494  24,724  20,014  19,208 
Total  183,875  178,740  151,918  142,293  137,262  137,803  130,879  123,857  118,939 

Goodwill
Manufacturing  27,716  27,831  28,460  25,463  25,512  34,800  34,019  33,967  32,915 
Pilot  6,477  6,605 
McLane  232  232  232  232  232  734  734  734  734 
Service and retailing  5,878  6,241  6,282  6,241  6,152  6,229  6,281  6,278  9,252 
Total  40,303  40,909  34,974  31,936  31,896  41,763  41,034  40,979  42,901 

Pre-tax return on average identifiable assets
Manufacturing 10.09% 9.98% 10.12% 9.30% 7.67% 9.32% 9.48% 8.69%
Pilot 2.99%
McLane 9.04% 6.54% 3.90% 3.38% 3.68% 4.39% 3.99% 4.99%
Service and retailing 10.31% 14.33% 16.03% 16.48% 9.98% 9.98% 12.05% 11.75%
Total 9.29% 10.64% 11.03% 10.41% 7.92% 9.20% 9.66% 9.00%

Pre-tax return on average total assets (identifiable + goodwill)
Manufacturing 8.17% 8.01% 8.14% 7.50% 5.95% 6.97% 7.05% 6.44%
Pilot 2.27%
McLane 8.75% 6.33% 3.78% 3.27% 3.44% 3.95% 3.56% 4.44%
Service and retailing 8.82% 12.04% 13.25% 13.42% 8.08% 8.02% 9.41% 8.42%
Total 7.59% 8.65% 8.98% 8.48% 6.25% 7.04% 7.31% 6.69%

Clayton’s financing unit and UTLX were reclassified to manufacturing, and CORT and XTRA 
were reclassified into services and retailing. Investment income was reclassified into corporate and 
other. The table above reflects the revised presentation.
Sources: Berkshire Hathaway Annual Reports 2018–2024 and author’s calculations.
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Table 9.64: Manufacturing, Service, and Retailing businesses—pre-tax earnings

($ millions) 2024 2023 
Restated

2023 
Original

2022 2021 2020 2019 2018 2017 
Restated

2017 
Original

2016 2015 2014 

Industrial products $6,017 $5,686 $5,686 $4,862 $4,469 $3,755 $5,635 $5,822 $5,065 $4,367 $4,209 $2,994 $3,159 

Building products 4,134 4,187 4,187 4,789 3,390 2,858 2,636 2,336 2,147 1,382 1,178 1,167 896 

Consumer products 1,744 1,572 1,572 1,526 1,982 1,397 1,251 1,208 1,112 1,112 824 732 756 

Subtotal - manufacturing 11,895 11,445 11,445 11,177 9,841 8,010 9,522 9,366 8,324 6,861 6,211 4,893 4,811 

Service 2,305 2,995 2,995 3,047 2,672 1,600 1,681 1,836 1,519 1,298 1,161 1,156 1,202 

Retailing 1,395 1,726 1,726 1,724 1,809 1,028 874 860 785 785 659 564 344 

Pilot 614 968 

McLane 634 455 455 271 230 251 288 246 299 299 431 502 435 

Subtotal - service and retailing 4,948 6,144 5,176 5,042 4,711 2,879 2,843 2,942 2,603 2,382 2,251 2,222 1,981 

Total pre-tax earnings 16,843 17,589 16,621 16,219 14,552 10,889 12,365 12,308 10,927 9,243 8,462 7,115 6,792 

Income taxes and noncontrolling 
interests

(3,771) (4,227) (3,862) (3,707) (3,432) (2,589) (2,993) (2,944) (3,645) (3,035) (2,831) (2,432) (2,324)

Earnings after tax $13,072 $13,362 $12,759 $12,512 $11,120 $8,300 $9,372 $9,364 $7,282 $6,208 $5,631 $4,683 $4,468 

Notes: 1. Beginning in 2018, the Finance and Financial Products businesses were consolidated into the MSR businesses. Clayton’s financing unit and UTLX 
were reclassified to manufacturing, and CORT and XTRA were reclassified into services and retailing. Investment income was reclassified into corporate and 
other. 2. In 2024, Berkshire moved Pilot to the MSR businesses presentation.
Sources: Berkshire Hathaway Annual Reports 2018–2024 and author’s calculations.
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Table 9.65: Manufacturing, Service, and Retailing businesses—balance sheets, 2004–2016

($ millions) 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Assets
Cash and equivalents $8,073 $6,807 $5,765 $6,625 $5,338 $4,241 $2,673 $3,018 $2,497 $2,080 $1,543 $1,004 $899 
Accounts and notes receivable  11,183  8,886  8,264  7,749  7,382  6,584  5,396  5,066  5,047  4,488  3,793  3,287  3,074 
Inventory  15,727  11,916  10,236  9,945  9,675  8,975  7,101  6,147  7,500  5,793  5,257  4,143  3,842 
Other current assets  1,039  970  1,117  716  734  631  550  625  752  470  363  342  254 
Total current assets $36,022 $28,579 $25,382 $25,035 $23,129 $20,431 $15,720 $14,856 $15,796 $12,831 $10,956 $8,776 $8,069 

Goodwill and other intangibles  71,473  30,289  28,107  25,617  26,017  24,755  16,976  16,499  16,515  14,201  13,314  9,260  8,362 
Fixed assets  18,915  15,161  13,806  19,389  18,871  17,866  15,421  15,374  16,338  9,605  8,934  7,148  6,161 
Other assets  3,183  4,445  3,793  4,274  3,416  3,661  3,029  2,070  1,248  1,685  1,168  1,021  1,044 

$129,593 $78,474 $71,088 $74,315 $71,433 $66,713 $51,146 $48,799 $49,897 $38,322 $34,372 $26,205 $23,636 

Liabilities and Equity
Notes payable $2,054 $2,135 $965 $1,615 $1,454 $1,611 $1,805 $1,842 $2,212 $1,278 $1,468 $1,469 $1,143 
Other current liabilities  12,464  10,565  9,734  8,965  8,527  15,124  8,169  7,414  8,087  7,652  6,635  5,371  4,685 
Total current liabilities  14,518  12,700  10,699  10,580  9,981  16,735  9,974  9,256  10,299  8,930  8,103  6,840  5,828 

Deferred taxes  12,044  3,649  3,801  5,184  4,907  4,661  3,001  2,834  2,786  828  540  338  248 
Term debt and other liabilities  10,943  4,767  4,269  4,405  5,826  6,214  6,621  6,240  6,033  3,079  3,014  2,188  1,965 
Non-controlling interests  579  521  492  456  2,062  2,410 
Equity  91,509  56,837  51,827  53,690  48,657  36,693  31,550  30,469  30,779  25,485  22,715  16,839  15,595 

$129,593 $78,474 $71,088 $74,315 $71,433 $66,713 $51,146 $48,799 $49,897 $38,322 $34,372 $26,205 $23,636 

Notes: Berkshire stopped reporting this data after 2016. In 2014, Marmon’s leasing operations began to be included in the Finance and Financial Products sector. 
The 2014 Annual Report provided a restatement of 2012 and 2013 for comparative purposes. This presentation contains the original presentations.
Sources: Berkshire Hathaway Annual Reports 2004–2016.
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Table 9.66: Manufacturing, Service, and Retailing businesses—income statements, 2004–2016

($ millions) 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Revenues $120,059 $107,825 $97,689 $95,291 $83,255 $72,406 $66,610 $61,665 $66,099 $59,100 $52,660 $46,896 $44,142 
Operating expenses  111,383  100,607  90,788  88,414  76,978  67,239  62,225  59,509  61,937  55,026  49,002  44,190  41,604 
(Including depreciation)  1,431  1,362  1,422  1,280  955  823  699  676 
Interest expense (net)  214  103  109  135  146  130  111  98  139  127  132  83  57 
Pre-tax income1  8,462  7,115  6,792  6,742  6,131  5,037  4,274  2,058  4,023  3,947  3,526  2,623  2,481 
Income taxes and non-
controlling interests

 2,831  2,432  2,324  2,512  2,432  1,998  1,812  945  1,740  1,594  1,395  977  941 

Net income $5,631 $4,683 $4,468 $4,230 $3,699 $3,039 $2,462 $1,113 $2,283 $2,353 $2,131 $1,646 $1,540 

Footnote: Excludes purchase-accounting adjustments.

Sources: Berkshire Hathaway Annual Reports 2004-2016 and author’s calculations.

Table 9.67: Manufacturing, Service, and Retailing businesses—ratios and key figures, 2004–2016

Ratios and key figures 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004 
Tangible capital $33,033 $33,450 $28,954 $34,093 $29,920 $19,763 $23,000 $22,052 $22,509 $15,641 $13,883 $11,236 $10,341 
Revenues/average tangible 
capital

$3.61 $3.46 $3.10 $2.98 $3.35 $3.39 $2.96 $2.77 $3.47 $4.00 $4.19 $4.35 $4.27 

Pre-tax margin 7.0% 6.6% 7.0% 7.1% 7.4% 7.0% 6.4% 3.3% 6.1% 6.7% 6.7% 5.6% 5.6%
Pre-tax return on tangible 
capital

25.5% 22.8% 21.5% 21.1% 24.7% 23.6% 19.0% 9.2% 21.1% 26.7% 28.1% 24.3% 24.0%

Return on average equity - 
after-tax

7.6% 8.6% 8.5% 8.3% 8.7% 8.9% 7.9% 3.6% 8.1% 9.8% 10.8% 10.1% 9.9%

Return on average tangible 
equity after-tax

24.2% 18.6% 17.3% 16.7% 21.4% 22.9% 17.3% 7.9% 17.9% 22.8% 25.1% 22.2% 21.6%

Net debt (cash) $4,924 $95 ($531) ($605) $1,942 $3,584 $5,753 $5,064 $5,748 $2,277 $2,939 $2,653 $2,209 
Notes payable/equity 14.2% 12.1% 10.1% 11.2% 15.0% 21.3% 26.7% 26.5% 26.8% 17.1% 19.7% 21.7% 19.9%
Total assets/total equity  1.42  1.38  1.37  1.38  1.47  1.82  1.62  1.60  1.62  1.50  1.51  1.56  1.52 

Sources: Berkshire Hathaway Annual Reports 2004-2016 and author’s calculations.
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Table 9.68: Regulated, Capital-Intensive Businesses
($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 
Berkshire Hathaway Energy 
(formerly known as MidAmerican Energy)
UK utilities

Berkshire stopped detailing this information in 2019.  
See the table with after-tax earnings 2014-2024.

$304 $311 $367 $460 $527 
Iowa utility1 407 372 392 292 270 
Nevada utility 417 567 559 586 549 
PacifiCorp 745 1,131 1,105 1,026 1,010 
Gas Pipelines (Northern Natural and Kern River) 507 446 413 401 379 
Canadian transmission utility2 147 170 16 
Renewable projects2 157 175 194 
HomeServices 204 220 225 191 139 
Other (net)2 296 296 73 49 54 
Earnings before corporate interest and taxes 2,880 3,343 3,438 3,350 3,138 
Interest 408 844 465 499 427 
Pre-tax earnings 2,618 2,472 2,499 2,973 2,851 2,711 
Income taxes (526) (452) 148 431 481 616 
Net earnings $3,144 $2,924 $2,351 $2,542 $2,370 $2,095 

Net earnings applicable to Berkshire3 $2,840 $2,621 $2,033 $2,287 $2,132 $1,882 
Burlington Northern Santa Fe (BNSF) 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014 
Revenues $23,355 $23,474 $25,203 $22,513 $20,181 $23,515 $23,855 $21,387 $19,829 $21,967 $23,239 
Operating expenses (including depreciation) 15,886 16,059 16,600 13,702 12,429 15,195 15,951 14,043 13,144 14,264 16,237 
Operating earnings before interest and taxes 7,469 7,415 8,603 8,811 7,752 8,320 7,904 7,344 6,685 7,703 7,002 
Interest (net), and other 821 801 895 950 960 1,070 1,041 1,016 992 928 833 
Income taxes 1,617 1,527 1,762 1,871 1,631 1,769 1,644 2,369 2,124 2,527 2,300 
Net earnings $5,031 $5,087 $5,946 $5,990 $5,161 $5,481 $5,219 $3,959 $3,569 $4,248 $3,869 

Footnotes: 1. For the 2016 presentation, Berkshire reclassified $22 million from Iowa utility to Other for results in 2015 and $28 million for results in 2014. The more recent 
presentation is included here. 2. Canadian transmission utility and renewable projects reported in other beginning in 2017. 3. Earnings applicable to Berkshire consist of its 
share of net earnings plus after-tax interest income from debt owed to Berkshire.

Notes: 1. Berkshire stopped reporting this data in the Chairman’s letter after 2016. Data for 2017-2019 taken from the Annual Reports. 2. In 2019, Berkshire 
changed the presentation of Berkshire Hathaway Energy to present consolidated income accounts and only detailed the after-tax results for each unit. Previous 
presentations included the pre-tax results.
Sources: Berkshire Hathaway Annual Reports 2016-2024.
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Table 9.69: Berkshire Hathaway Energy after-tax earnings

($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014

PacifiCorp $526 ($468) $921 $889 $741 $773 $739 $769 $764 $697 $700 

MidAmerican Energy Company 991 980 947 883 818 781 669 574 532 442 409 

NV Energy 444 394 427 439 410 365 317 346 359 379 354 

U.S. Utilities 1,961 906 2,295 2,211 1,969 1,919 1,725 1,689 1,655 1,518 1,463 

Northern Powergrid 547 165 385 247 201 256 239 251 342 422 412 

BHE Transmission 263 246 247 247 

BHE Renewables 447 518 625 451 

Other 77 95 81 34 697 608 489 404  

Other energy businesses 1,334 1,024 1,338 979 898 864 728 655 

Natural gas pipelines 1,232 1,079 1,040 807 528 422 387 277 249 243 230 

Real estate brokerage (107) 13 100 387 375 160 145 149 127 104 83 

Corporate interest and other (394) (412) (421) (337) (352) (239) (84) (457)

$4,026 $2,610 $4,352 $4,047 $3,418 $3,126 $2,901 $2,313 $2,542 $2,370 $2,095 

Notes: 1. These are earnings attributable to BHE, including non-controlling shareholders. 2. Data omitted where inconsistent or unavailable.
Sources: Berkshire Hathaway Annual Reports, Berkshire Hathaway Energy 10K Reports, and author’s calculations.
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Table 9.70: Berkshire Hathaway deferred tax analysis

($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 Total 
2015-24

Earnings before income taxes $110,376 $120,166 ($30,500) $111,686 $55,693 $102,696 $4,001 $23,838 $33,667 $34,946 $566,569 

Current taxes 30,464 7,642 4,815 5,326 5,052 5,818 5,176 3,299 6,565 5,426 79,583 

Deferred taxes1 (9,649) 15,377 (13,317) 15,553 7,388 15,086 (5,497) 3,386 2,675 5,106 36,108 

Total taxes as reported 20,815 23,019 (8,502) 20,879 12,440 20,904 (321) 6,685 9,240 10,532 115,691 

Cash paid for tax during period 28,544 7,765 4,236 5,412 5,001 5,415 4,354 3,286 4,719 4,535 73,267 

Current rate 27.6% 6.4% (15.8%) 4.8% 9.1% 5.7% 129.4% 13.8% 19.5% 15.5% 14.0% 

Deferred rate (8.7%) 12.8% 43.7% 13.9% 13.3% 14.7% (137.4%) 14.2% 7.9% 14.6% 6.4% 

Headline tax rate 18.9% 19.2% 27.9% 18.7% 22.3% 20.4% (8.0%) 28.0% 27.4% 30.1% 20.4% 

Current as % total 146.4% 33.2% (56.6%) 25.5% 40.6% 27.8% (1612.5%) 49.3% 71.0% 51.5% 68.8% 

Deferred as % total (46.4%) 66.8% 156.6% 74.5% 59.4% 72.2% 1712.5% 50.7% 29.0% 48.5% 31.2% 

Total tax 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

Cash tax as % EBIT 25.9% 6.5% (13.9%) 4.8% 9.0% 5.3% 108.8% 13.8% 14.0% 13.0% 12.9% 

Footnote:
1. 2017: Excludes (adds back) the $28,200 one-time gain associated with the Tax Cuts and Jobs Act of 2017.

Sources: Berkshire Hathaway Annual Reports 2011, 2014, 2016, 2019, 2021, 2024; and author’s calculations.



the complete financial history of berkshire hathaway

802

Table 9.71: Reconciliation of shareholders’ equity

($ millions) 2024 2023 2022 2021 2020 2019 2018 2017 2016 2015 2014

Prior year equity $561,273 $472,360 $506,199 $443,164 $424,791 $348,703 $348,296 $283,001 $255,550 $240,170 $221,890 

Current year net 
income/(loss)1

88,995 96,223 (22,819) 89,795 42,521 81,417 4,021 44,940 24,074 24,083 19,872 

Issuance of shares2 See Note 0 0 0 0 21 59 76 119 53 118 

Treasury stock3 (2,918) (8,976) (8,031) (26,942) (24,728) (5,016) (1,346) 0 0 0 (400)

Transactions with 
noncontrolling 
interests4

1,966 (687) (425) (34) (32) (106) (46) (63) (58) (6) (17)

Adoption of 
new accounting 
pronouncements5

(127) 1,064 0 0 (388) 0 (70) (931) 0 0 0 

Change in unrealized 
appreciation of 
securities, net of tax

(73) 377 (555) (167) 55 111 (354) 18,975 4,579 (7,022) 1,585 

Change in 
comprehensive  
income - other6

252 912 (2,009) 383 945 (339) (1,857) 2,298 (1,263) (1,728) (2,878)

Ending equity $649,368 $561,273 $472,360 $506,199 $443,164 $424,791 $348,703 $348,296 $283,001 $255,550 $240,170 

Shares outstanding at 
end of period

Class A  547,562  567,775  591,564  617,113  643,931  701,970  729,316  751,075  776,378  808,422  826,339 

Class B 1,335,992,139 1,310,561,508 1,302,254,076 1,290,474,503 1,350,043,471  1,384,481,533  1,367,420,074  1,340,656,987  1,301,914,165  1,252,456,836  1,224,855,488 

Total Class 
A-equivalent shares

 1,438,223  1,441,483  1,459,733  1,477,429  1,543,960  1,624,958  1,640,929  1,644,846  1,644,321  1,643,393  1,642,909 

Footnotes:
1. 2017: Includes a one-time gain from a reduction in the US Corporate income tax rate from 35% to 21%. 
2018: Beginning in 2018, unrealized gains and losses on equity securities are included in net income.
2. The issuance of shares primarily relates to prior acquisitions. The 2024 issuance of shares relating to the 
purchase of the remaining BHE shares is included in transactions with noncontrolling interests.
3. The 2014 transaction was connected to the Graham Holdings tax-free exchange, which included 2,107 
Class A shares and 1,278 Class B shares.
4. Reductions in Berkshire Hathaway shareholders’ equity related to the acquisition of noncontrolling 
interests; the excess of consideration paid over the previously recorded balance sheet carrying amount.

5. 2017: Related to Berkshire discontinuing the practice of discounting workers’ compensation claim 
liabilities assumed under reinsurance contracts. Equity for the prior years was restated for 2014-2016 in 
the financial statements. 2018: Related to adoption of ASC 606 related to revenue recognition (affected 
fractional ownership interests).2023: Berkshire retrospectively adopted ASU 2018-12 related to accounting 
for long-duration contracts.
6. Includes foreign currency translation, transactions relating to pension plans, OCI related to non-
controlling interests, other, and amounts applicable to income taxes.

Sources: Berkshire Hathaway Annual Reports 2014–2024 and author’s calculations.
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Change in unrealized 
appreciation of 
securities, net of tax

(73) 377 (555) (167) 55 111 (354) 18,975 4,579 (7,022) 1,585 
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1. 2017: Includes a one-time gain from a reduction in the US Corporate income tax rate from 35% to 21%. 
2018: Beginning in 2018, unrealized gains and losses on equity securities are included in net income.
2. The issuance of shares primarily relates to prior acquisitions. The 2024 issuance of shares relating to the 
purchase of the remaining BHE shares is included in transactions with noncontrolling interests.
3. The 2014 transaction was connected to the Graham Holdings tax-free exchange, which included 2,107 
Class A shares and 1,278 Class B shares.
4. Reductions in Berkshire Hathaway shareholders’ equity related to the acquisition of noncontrolling 
interests; the excess of consideration paid over the previously recorded balance sheet carrying amount.

5. 2017: Related to Berkshire discontinuing the practice of discounting workers’ compensation claim 
liabilities assumed under reinsurance contracts. Equity for the prior years was restated for 2014-2016 in 
the financial statements. 2018: Related to adoption of ASC 606 related to revenue recognition (affected 
fractional ownership interests).2023: Berkshire retrospectively adopted ASU 2018-12 related to accounting 
for long-duration contracts.
6. Includes foreign currency translation, transactions relating to pension plans, OCI related to non-
controlling interests, other, and amounts applicable to income taxes.

Sources: Berkshire Hathaway Annual Reports 2014–2024 and author’s calculations.




