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BUFFETT’S RULES FOR SUCCESS
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	Ascertain the true quality of a company and its top managers
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	Stockholders are not managers. They should leave the running of a firm to competent managers with integrity.
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	Don’t invest in businesses you don’t understand.
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	Give help and advice if they want it, but let the managers make their own decisions.
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	Never, ever break the law.
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	Owners are owners and managers are managers — but they should work as partners.
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	Keep your distance from the market. You’ll understand the business better!
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GETIING STARTED
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CHAPTER 2

MEETING BENJAMIN GRAHAM


[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]



[image: image]






CHAPTER 3

DISCOVERING INTANGIBLE VALUE; THE AMEX AFFAIR
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CHAPTER 4

THE WARREN AND CHARLIE SHOW
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CHAPTER 5

BUFFETT DISSOLVES THE PARTNERSHIPS


[image: image]



[image: image]



[image: image]



[image: image]






CHAPTER 6

SEE'S CANDIES
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CHAPTER 7

A PLATONIC AFFAIR...
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CHAPTER 8

THE RETURN TO GEICO
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CHAPTER 9

BUFFETT SAVES SALOMON BROTHERS
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CHAPTER 10

BACK HOME
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The SEC ask under no
to see a legal
confidential obligation

report on the to give
fraud from them this.
Salomon's
lawyers.

Idon't

It will be Ldont

extremely hear all
dumugmﬁ if s
they get hold lawyer

of it.






OEBPS/images/f019-01.jpg
So the
market is
rational
sometimes.

alfernating between
extremes of optimism
and pessimism.
he investors advantage
s that they can choose
 when to sefl. To do that
| well, you need to master
these principles:
=

@ Do everything possible to determine that your
valuation is correct.

€) Determine whether the company has appeal

See if you
can guess
its name.

Your
assignment
this week

accounts
of areal
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A few days

I'm very sorry,
later...

Warren, buf
there urep'? any
openings for you
at Graham-
Newman.

|

¥ A Tong fime later Warren discovered fhe reason for he rejection Most Wall Street firms
discriminated aganst Jews: as a Jewish firm, Graham-Newman had a policy of positive.

discrimination. While Warren had a chance 16 work for any Wall Street firm,

‘many young Jews had few oppor tunities to work in finance.

e liked

As Graham's top student, Warren had been certain
he'd get the job.
The shock hit him hard.
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As graduation
> approaches, Warren
..  starts thinking about
his future.
Would yougive |
Pt meo el |
could I ask'you | [your Firm? Tl Warren
something? | |ork for free,
] ? just to ge
It's important. Experionce.

I nzed\

to talk
tomy |
partner.

You're my
best student
ever, Warren.
But there are
other things
to consider.
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o] This i great.

All over g Elni None of the
Wall Street, '_1 analysts
Buffett hears '--- see GEICO's
the same story. true value.

They're just lookin
af price frends. 0

Benjamin Graham's
a genius!
He's the first man
to take a scientific
approach
e 3 to s1ockplckmg

Warren took 2/3rds of his savings

— $10,000 —

and bought GEICO stock.

A year later, he sold for $15,000
— a profit of 50%.
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have been
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T'm going to keep
my promise to be open.
And we're going o $top

using all these
political advisors. R

Buffett
5oIn:Iers
alomon

He halts

Lo all gifts

i to political

Marc Rich, [l

the fugitive

oil trader.
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We want
Salomon
Yo plead

?ulhy toa

zluny and
afine
400

ml lion.

At the US.
Attorney's
office

associated
ith the
company,

Warren is sick and

tired of Salomon. prosecution
He's upset that ind OIrée flrée
so many people {5 T
have defected.

But soon there's
E good news.
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\ T

The press
is turning >
against
you.

EIm
oing
what
T think
is right.

Everything
is turning
sour.

The media say
Buffett is out
of his element
and has lost
his touch.
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He said \,—svi—
he'd

finished

what

he had
to do.

Well, T guess he can afford
not to be paid.

Did
ou know
e didn't
receive
any salary?

A rich quy
like that.
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Huh?

Why is
Mr. Buffett's
desk cleaned
out?

you know?
He has
resigned.

That was
prefty

sudden.
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Warren reads
through the night.
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Was Buffett's
adventure with
Salomon a mistake?
For many years, a lot
of peaple Thought 5o

he huge bonuses
were gradually
reinstated and many
of his reforms ebbed
away.

Warren had the last
laugh in 1997, when
Traveler's Insurance Co.
acquired Salomon
Brothers for $9 billion
with Warren's blessing
— his own shareholding
was now worth $1.7
billion.

In the following year,
Citigroup merged with */#§
Travelers. Warren %
slowly began to sell his
stock. He had reduced
his holding in Citigrou
to only $110 million, and,
tenyears later, he held
o stock af all.
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According to
Graham, all an
investor has to do is
to buy companies at
a lower price than
their “true’ value,
subject to certain =
stringent fests.
Soorer or later, the
price wil rise.

Graham was not
interested in what
companies actually

did. All he wanted to
know was what they
were really worth.

Through detailed |
analysis, an investor |
can discover the

true value.. |
Most
books
This is about the
i fersan
hasnt S b 7\pre;;1‘ :?Emg
'; ;’;‘ e i 7 [ \ trends.
thought B i =\

of this?
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That's weird.
But it's nice to know
that not all millionaires
are greedy slimeballs.
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To the 19 year-
old Buffett, The
Intelligent
Invesfor was an
inspiration.

Foryears
he had been =~
searching —
fora
systematic
approach to—
stock
picking.

Graham's ideas made sense. He
cr?ued that a company has a
value in the real world as a
business. Sometimes the market
overvalues it, and the stock price
is high. At other times, the
market undervalues it, and the
stock price is low.
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I did not enjoy
that at all.

/Whm was
I thinking?

I must
have been
nuts.
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TRANSLATED FROM AYANO MORIO'S ORIGINAL JAPANESE EDITION
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There's a preface
Wereenbersess”

I read the first
edition of this book
in early 1950..

In his preface Buffett
recommends Chapters
8 and 20 as the most
important.

...We are convinced
that the averac
investor cannot deal

successtully with

price movements by [
endeavoring fo

forecast them....
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Warren has been cagey about his
reasons for bailing out, but there
is speculation that he felt that
the giant Citigroup, currently the
world's largest bank, was exposed
to too much international risk,
especially after the 9/11 terrorist
attacks.
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If he thinks that a company is worth
more as a business than it's selling
for in the stock market, then he says

it is cheap.
That migh
[ justbe

| because rhzz\

market is
down.

Have you e
studied
his

Okay, the first 1hmg
you should do is rea
The Intelligent
Investor by Benjamin
Graham. That's what
got Buffett started.
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Imake 5 cents |
perhalfa |
dozen bottles. |

That's Just N
over 16% |
gross profit.

/

Not that
strange.
but heloved
numbers. Everyone
knew he was smart. And
he's conservative,
too. He says he
only invests in
businesses he
=] can understand.

Not exactly.
He's big on
value.
doesn't like
1o invest
unless he
\ thinks that a
\ company is
T quess he \_ cheap.
understood =\
Coca Cola
pretty well by Does he
the time he fime the He likes
bought its market? a
sfock. bargain.
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"After two frustrating
ears at the Wharton
usiness School,

Buffett completes his

degree in Nebraska.

Then he enrolls at

Columbia, where.

Benjamin Graham
teaches stock
analysis

part time,

Say I find an

undervalued )
stock and What's the
invest, how can mechanism?
T be sure that Why should
the price will the'market
eventuglly | adjust at all?
rise?
Lock, the /T don't know
market may /" what the
mechanism is,
lTCchfNen:ly but I cantell
ong fime o you that in m
4 ‘experience i
rTﬂanu usually does
valuation. readjust

eventually,
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company should have "a minimum
increase of at least one-third in per-
share eamings in the past ten years
using Ihru-year averages at the
beginning end.”

* The current stock price should not
be more than 15 times the last three
years' average earnings.

* The current stock price should not
be more than 1.5 times the last
reported book vaiue.

Using these rules, a portfolio would consist of

urpopular. unpromising stocks with low capiaiization

To Graham, this didn't matter - these stocks are

“cigar butts” that someone has thrown away, but

y2u can stil get a few good pufs out of them by
olding them for a few years.
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investors: The
Investor.

Benjamin Graham's approach
is known as "value investing".
It is a simple idea: if you buy
a company's stock for less
than its per share net asset
value, you have bought a
bargain.

But a $1 book value bought
for 40c is still only worth 40c
in the markef. Graham
believed that over time the
stock price would tend to
adjust Towards the book value,
enabling you to make a profit.
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I can't wait to
apply these
methods.

T'll go to
business school

v/ Tlllearn

=9\ everything T

can about
security
| analysis.

even if it means
leaving Omaha,
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Buffett is moving away from Graham's ideas about buying
cheap companies. Maybe a good price for a great business
was better than a great price for a lousy business...
Nevertheless, Berkshire Hathaway is a classic Grahamite
play. It's cheap, but it doesn't have a rosy future.

It's clear that Well
Berkshire's business May T ask you possibly.
is in trouble... what your plans

are for the

company?
Do you ntend fo
buy more stock?

T hear you already have
4 "a Substantial holdin

fl through nominees. Is
[} this isa takeover piay?>

8 'Why don't you come.
H out fo Massachusetts,
I| " “rosee us

Mr. Buffett,
this is
Stanley Rubin.
I'ma

vice-president
at Berkshire
Hathaway.
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Buffett has been intellectually isolated for too long,
and_ hates fo discuss his sfock picks with anyone
until the action is all over. But with Charlie, things
are different. He needs someone fo talk over his
ideas with.

Soon, he and Charlie are talking on the phone every day.

Warren, -t
N

It'sa
this compan
Berksnire” value play,
Hathaway. | Charlie;
What were you . Lt has more
thinking? than $2 of
Tt makes suit- working
liners - are yol capital for
nuts?, every $1in
Where's its stock
the future
in that? A

\
You may Either that or
gﬁf}???ck T'llsell outat |

a ﬁrufif. But I
think I could
= turn it around.

Warren.
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The article
implicates
Gutfreund
personally

in the fraud.

_Hi, it's John.
T have to quit —
everyone's
gunhing
for me.

Idon't
know,IJohn.

need to
think
\ about it.
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This is a
management crisis

— the bosses
Salomon's i are bein
business - removed.
is fine;
it makes
real money.

Investment \
banking
is about

They
want me
to take
overasa [\

caretaker A\

CEO.

T'd look
good —
a clean
par of

ands.

Charlie Munger thinks the whole idea is insanely risky:
Buffett's reputation could be totally destroyed.

Even Buffett's son, Howard, warns him against it,
arguing that he is making himself a farget for anyone
who has a grudge against him.

Woarren can't resist trying to save the day..
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[ [ ,Idon'twant
to get entangled

in all this
banker
nonsense!

This firm has
$150 billion
in assets, but
only $4 billion
is equity.
Its liabilities
are staggering.

..but it does have
afranchise.
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Around

this time,
an investor Warren, T
invites want you to
Warren meet Charles
to lunch. Munger. T
‘think you
have a lot in

common.
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( \ T wish I were here in
[ Mr. Buffeft! 1 happier circumstances.
\ Please
come. |
o\ thisway.
\

The board's \/
all here, -
Ly
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The lawsuits \
drag on, but \

the Amex §
stock price | Mr. Buffett,

begins o rise. | congratulations.

Your Amex play

has really paid

off.

It was the
negative media
coverage that
hurt the stock
price.

Amex got so
cheap Thad to
buy it.

It's a really

| jood business -

How did you | 9% & growing

know things | well and enjoys
would

| anear-monopoly
\ in its market.

It was
\ never going
)\, fo collapse.

\\;*4

surerrs s ron. swcess (B )

ASCERTAIN THE TRUE QUALITY OF A COMPANY
AND (TS TOP MANAGERS.

improve?
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Salomon Brothers,
New York

They'Il
retrench
me first,
T know if.

Whois | Hhes

this |

He'll slash 7
the staff
by 75%:
what does

old guy? |

< He doesn't

look like an

| investment
barker,

e E
o re
Treasury.
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Hi,
Mr. Clark,

Asa
substantial
investor,
Buffett
getsa
meeting
with the
president
of Amex.

I fully
Support
what you
are doing.
You are
right to |
compen- |
sate

those

you could
wriagle
out of i
T'll help
youin any
way I can

We need

Me Bufferr, e TeRS

Buffett
agrees

1o testify
in court.

)

I believe that stockholders should
support Mr. Clark's principled stand,
not only for moral reasons but also
because it is good business.

Amex may ot be legally responsible
for its subsidiary s liabilities in this
matter, but by acting generously it
will restore ifs reputation

as a fine American compary.
Mr. Clark has of fered
$60 million in settlement.
It's really not

alarge sum.
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Obviously
there are
alot of
details
1o go over....

But first
I suggest
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Back to study
Amex's
numbers...

I'mglad Amex has
aproblem. Tt gives
the rest of usa
chance to gain

Sales at Amex
have grown

continuously for
market share. ten years. What a
They 've been top great business!
dog for too long.

Warren decides that Amex has a strong franchise and a
near-manopoly in its market. Benjamin Graham only used
“tangible" assets, like buildings and machinery, in his
valuations. Buffetf decides that an "intangible" franchise

has an intrinsic value too. He invests 25% of his assets
in Amex.

Not long after...

1“"(

What?(

Amex stockholders are
suing the president!
They want to stop
him from
compensating the
victims of the
y  fraud.
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{ fo give my input

on our little
probl

Youfolks
look beat — | completely

you have {zmmhzea,
been having

00 many
meetings.
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V

They don't seem to be
worried about the Amex
scandal.

Okie-

| realhelpfl.

That was
So long.

Buffett goes all over town,
watching how shoppers pay.
Then he visits Amex's
competitors.

Y \
You wanna |

know what |

| T think?
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Salomon only
has a future if
it can keep its

investment
banking licenses.
We have to send
a clear message
that there will

benomore  /
funny business,

8

Ny
%%i‘ i Jgg A

and see
the Fed.

Warren,

they're pissed. | Lllbe
You're going oppro-
to have to... priately

contrite on
our behalf.
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Amex is a

reat company.
be this is an

opportunity.

Same ol’,
#| same ol'.

il

I'm watchin
your cash desk.

Alot of
customers are
using credit
cards to pay.
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As you all know,\/f’
I have resigned. Th
We're extremely | Johi

Warren lucky that know |
summons Warren Buffett [wereal |
ameeting | has agreed
of all the ([~ K 1o step in as
managers. interim CEO.

Salomon Brothers \

has broken the \ From now on
rules. We are under we have to be
crlr\mul as well as whiter than
civil investigations. white. We will
The Fed, the SEC, adhere strictly
the Treasury and to every
many ot her agencies regulation.
are out

to get us.

Anything near
the line,
not only on
the line, |

will be
called out.
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Affer Graham-Newman closed, Buffett quickly organizes a limited
partnership for fanilyand friends._ they give him $105,000 fo invest.
e puts his own money info a separate patership. Shorfly afterwards,
a fan of Benjamin Graham gives him $120,000 fo manage. Buffett
is now runring three imited partnerships from s bedroom in Omaha.
Other invesfors follow. By 1961, he has millions under management,
and has massively outperformed the Dow Tones Tndustrial Average:

DJIA Buffett
5-year cumulative gains  74.3% 251%

= S
N
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Then, early in 1956,

T'm retiring
Money won't
make any
difference to
You and me,
Warren.

CLOSED

T ben,

Lou taught me so much.\
ut I've made money with
my own ideas.

I have $140,000 now.
I'm ready to start my
own firm using

my own

Back in Omaha...

T can build l

my business
right here
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have their
knives out.

These auys

At the

\
Iwant |
o see
sweepingli:>
reforms

at Salomon,
Mr. Buffett.
Its entire corporate Y\
culture is suspect. If |
you don't fix it, I'll
put it out of business
permanently. /[
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What'syour | |||
rackel, | ol A
Warren? l (; SHE
=T g
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]

We have a
artnership.
I'm interested
in investing for
value.

okay, I'm
in the wrong
| “business.
| Maybe T
should give
up law and

do what

Warren and Charlie hit it
off immediately. Charlie is
just as smart as Warren,
ut more talkative. It's a
true meeting of the minds.
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Warren joins
raham-
Newman

as an analyst.
The firm
operates
amutual fund
that only
invests in
very cheap
stocks.
Itain'tall

roses....

g

et el W

Sir, T know™,
this one doesn'h
meet all your |

usual tests,
but look!
It's trading
1t $45 and hes
20 per share
cash af the,
bank!

. /Okie-
Idon't | dokie,
- need \
o take \
the risk. N
Warren

starts investing
his own money

in the stocks
Graham rejects.
He makes money.
Life at
Graham-Newman
becomes
frustrating.
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A friend
arrives..,

Charlie,
real bad.

N
{ and more

Charlie!

\ importantly,
We're facing ~E our credit lines
potentially huge could easily
fines, loss of dry up

licenses, criminal any time.

Ny

ﬂ\h‘"‘

This

I'm goi is the
o need” toughest
your legal one ever,
expertise. Charlie.
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everything
I can.

I don't blame

the rz%ulaturs
for being
I'msure so mad’
it can be
one.
I'm
mad too.
L
One of you is going to have

The next morning,
Buffett calls
the top executives
to a meeting.

to be the nexf boss.
Come into the next room

one at a time, and
tell me who you think
it should be.
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Warren
Buffett.

>~ —
Mr. Brady, | We reve 10
Legyon reborrow
o d o $50 billion
for a grace

period.

Salomon is
surviving on
short-term

finance.

each day.

If we can't
refinance,
we'll go
under.
Please lift
this ban.
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\Over here,

for the |

The next day
Buffett
holds another
board meeting.

cameral
Please
let me

through.

| tointer-

\ N

The Treasury has N
jus': suspended our
Fight to participate

O Tnei bora
auctions! They want |

to speak to'you,

arren.
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Warren goes
to work at his
father's small

stockbroking

firm, selling
securities. He
isn't exactlya
born salesman.

Thanks

themout |

of my more
experienced
advisors.

withsome |

Tllcheck | for the |

tips, |
son.

o
\

Honey, it's
Benjamin
Graham

\, on the phone.
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Warren,

It's Charlie
Munger o
seeyousir.

If things
get worse,
\ you could get
\

person?lly banned

rom
" stock trading.

This mess
isn't your |

What are
friends

Thanks for?

alot,
Charlie.
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Warren's so smart.
And I feel sorry
for him.

All those pent-up

emotions and
complexes.

I can help him.

Spring, 1952.

Warren and Susie
get married.
Susie is only 19,

Py

Married life...

/
Gosh, this apartment ko whet
is such a dump. | “we'lldo
And Warren scrimps ‘ when the
and saves so hard... \ baby

\  comes






OEBPS/images/f123-01.jpg
He doesn't care if
Salomon goes under.
You'd befter draw up

the bankruptcy
papers just

; \i\\\ in case.

will open

saan./j’

I have
to get the
government to
give some sign of
approval as soon
as possible.
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Youknow, |
Warren is

areally fine

‘young man. i

( You shouldn't

{
\

be put of f by
his modesty.

\ —~

Qﬂlmme,

together

Some

Susie And Warren
was an had been
i working
girl. ok

his charm.
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John has
resigned,

and I've
instituted
araft of
controls.

litfle hasty \

earlier. ' |
B T'llallow |
7 Salomon to
participate
in the

but only on its
own account,
not for
customers.
That should
give the
\. markets
\ apositive
\_ " Signal.

S
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Hi,

Mr. Thomson.
That's
Susie's Dad

playing.

Would' 4
you like! \

o t . \
a duet?) That's great,)

Every evening
Warren goes

1o play the ukilele
with Susie's dad,
a prominent
Presbyterian
minister.

/Why don't you

stay in some
You guys are time and eat
improving. \ with us? And

Warren here.
W !

Are you
going out
again?
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Warren,
Twanted )

about to
appoint
a new man
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T'll bide
my time.

(% come
J-/ ‘) around.
J
LR

T think
T'll go
and say hi
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—\_parents.
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but
I'll do
my best
to explain
what's 4
going on.

Have
you read
Liar's
Poker?*

T hope
there
won't be
another
edition!

* Liar s Poker, by Michael Lewis, painted
anugly picture of Salomon's rading practices:
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| to show you

| some great Uh,
stock picks> | [ T'll
You'llmake | | take a
abuncha | \ rain-
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|Warren
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The board meeting
finally ends, and
apress conference
is called.

I have agreed to step
in as interim chairman.
Deryck Maughan here
will'manage Salomon.

Tl try
to answer
your questions
in the manner
of someone
who has never

met
alawyer.
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The more . Ya know,
I get fo Susie, what
know you, really makes
the Ime tick is the
stranger { fear of dying.
you seem... Idon't
\/ believe we o
|~ anywhere
)\ whenwe dre..
soIdon't
wanna,die.

Youknow I was so
sick when I was
little? I really
suffered. I've
been thinking
about death my
entire life.

(P
You're (e A
not
scared?,
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—am_

Warren
returns to
Omaha
after
graduation
le meets
agirl..

Sure,
Warrie.

How come. \ o g They're a great
you're so crazy | - way to make
about stocks? money. If you

know what
you're doing.






OEBPS/images/f038-01.jpg
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| in
New York
‘tomorrow,

Susie,
he hired me!
[ We're
\ o te

—\‘4 lew York!
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l\
Enjoying

your
retirement?

Common
Stock and
Uncommon
Profits.

I like
how he
researches
growth
companies.
He really
gets his
hands
dirty.

Does all
 the research
himself.

Talks
to everyone
in the industry,
hears all
the rumours.
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Ican't

becnbfhese

imblers

s .

short term. Tligive
my investors
their money
back.

Iam not attuned
to this market
environment

In 1969, and I don't want
Buffett o spoil
dissolves adecent record
the partnerships. by trying to play
His personal a gumz% don't
wealth is now understand...
$10 million.

He's only

39 years old.

"ls partnerships now have assets of
1$105 million. He sells most of the
stock and distributes the cash.

1Byt gives his investors the option
to keep stock in two companies,
Berkshire and Diversified Retailing.

He tells them to invest with Bill Ruane’s

Sequoia Fund if they want to stay in the

\ market. But he recommends that they
put their maney info municipal bonds

is timing is immaculate. By the end of

1969, the stock market is way down.
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On Wall Street,
people started
running
Buffett down.
His conservatism )
now looked like /
pigheadedness

Inthe brave |
new world of

Buffett
was
looking,..
kind of
square

The market is way
= to0 high...
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My brother just
made 10 times
his money
in under a year.

You are hiding
your head
in the sand,
Warren.

People
are getting
rich
out therel

T invest i
But T have © ‘% busneces
to tell you, I understand.
these Investments that

are popular are

technology y
businesses \ n;;o ﬂ:cifws:g'v_ly
don't make any od Ime
sense to me.

They look

way, way |

overpriced.
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By 1966 the stock
market was
overheating, driven
in part by fhe
production-boosting
war in Vietnam.
Electronics,
conglomerates and
"growth" stocks
were in fashion, and

new mutual funds
ere apening every

Fearful of a crash,
Buffett decides to
close his funds to
new investors.

A year passes, and
stocks just keep
going up.

.

Sure,
What's
onyour

mind?

e )

invested with
you for years,
as you know, and
you have done
agreat job.
But the market's
changed. You've
ot o get into
_ these efectronic
[ stocks.

They're
the future!
These new
fund managers
really get
technology —
and their

been amazing
recently.
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all the terms,
didn't you, son?

No job cuts,
no move from

The deal took
15 minutes,
and Berkshire
Hathaway
bought its
first insurance

company.

..and the
other
stockholders
get 50 bucks
<) “a share foo.
That's

The insurance business is unusual in
that it takes large sums of cash
upfront, in the form of premium
payments, but only has o pay out in
the event of a claim.

The fund of premiums is called the
“float”. Under Nebraska's loose
regulations, insurance companies could
invest their float more actively than
in other iurlsdictior\s. By buying
National Indemnity, Buffett had access
to astream of cash for investment.
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other [ | y
|
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Isn't that
enough?
No one
wants to
accept my
terms.

Jack,
I accept
all your
terms.
You have
aded
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: ( The only people
|
\

WT;\‘Y whobhuve tried
would it to buy me out
fake for RN | TRy es
you to crooks and

sell? deadbeats

I wouldn't
want any of my
staff fo lose

their jobs.

The other
stockholders
should get the

same price
that I get if

2\ they sell.

Anythin\g‘

ey T want

| the company

| tostayin

\\ Omakha.
\
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e

L Remember
Mr. Buffett, Years ago
I'm Jack | when
Ringwalt of offered to
the National invest
Indemnity $50,000 with
Insurance | 'You and you
Company furned me
of Omaha. | down because
You wanted you thought it
to see me? | wasn't
-

2, enough?

of | Jack Ringualt was a feisty
course, | i college dropout who
Jack. Whatidd speciulised in Insuring
Please youmant 1o || yRlsual risks.
take a !

seat.

about? %‘I

I guess

you want
o buy my
company.

-/
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BUFFETT'S RULE FOR SUCCESS @

STOUCHOLDERS ARE NOT MANAGERS.
THEY S“HOULD ILAVE THE RUNNING OF A ARM TO
COMPETENT MANAGERS WITH INTEGRITY.

r
Armed with 49% With Ken
of the stock, Chace in
Buffett pushes charge, the
his agenda company |
through... became more i WYy
efficient. It
even started
making
profits. The
stock price
climbs.

@(k il

Buffett  \Knock
plans his
next
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On one
condition - that

meeting?

Do we
have.a i
deal? same price for
his stock that
you're offering
me.
Agreed.
Can'T count ihe
onyour support the stomach |3 best.
at the next for areal /=
board

fugm.

1 s

understand
that T only
want what's
best for the
company.

TIt's about
time

someone
took

control.
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Buffett and
Stanley Rubin
discuss tactics
before the

Idon't
foresee
any
problems.

Here
he is
now.

1

Mr Stanton,\
if you sell me |
our stock,
will have a
controllin
interest in

company.

I propose to
make Ken Chace
president in
place of your
brother.
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Dazed

Well,
see you
at the next

The meeting
lasted just
ten minutes...

bt Nt
think | :
heltiean: Buffett
what he | approaches
says. ) the current
president’s
' brother, O%s,
) rother, Otis,
Buffett's - another major
a strange ‘ stockholder.
fellow. : :

A
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Ken, how would

you like to be

president of
Berkshire
Hathaway?

I now control
enough stock to
push your
appointment
through, if

you'll accept.

I'dbe
honoured,
Mr Buffett

But please
keep this
confidential.

Ken, T want And you had
you to start better start
planning exactly writing your
how you are first speech as
going to put the president.
Company back

on its feet.
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. / No lawyers,
Here's the) no due diligence, I trust you
agreement. no accounfants? more than
It's just Don't ya want any of them,

to check the
inventory?

Mrs. B.

We're gonna
put our
competitors
through the

grinder!
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_.you have
enough
money? /es, ma'am.

What's

your price?

o/

$e0. i \\

Alittle later.. =~
Mrs. B! :
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Hiya, Ken!
Ghod 1o
see you

Don't look so
surprised.
You wanna

popsicle?
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He
likes to
& = avoid the
Hathaway limelight.

has become
amassive
company but
not that
many people
on Wall
Street know
Buffett well.

Mr. Buffett,
you have a call
from John |
Gutfreund |

from Salomon
Brothers
—
~ZN Thanks
WY
|2
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Word gets

Thank youl around

for your quickly

frankness. inNew
Bedford..

Mr. Buffett,
I'dlike
to sell you
my stock.

Ken Chace Ken? It's
getsacall.. Stanley Rubin.
Buffett wants

to meet

withyou,
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“Mrs B." was born Rose Gorelick in 1893
in Minsk, Russia

She never went o school. Life was hard
By the time she was 16, she was running
a'store in Minsk with 5 employees.

At 21, she married Isadore Blumkin. Russia
was in chaos, and her husband decided to
emigrafe fo the US. Rose was supposed to
Follow later.

In 1917 the revolutionand the war
with Germany made it dlmost
impossible to get out

Rose took the frain to the Chinese
border, then crossed Manchuria
and made it to Japan - all without
apassport.

Finally, she got
to Seattle and
was reunited
with Isadore.
They settled in
Omaha in 1919.
In1937,

Mrs. Bsetupa
furniture store.
Her motto was
“Sell cheap and
tell the truth.”

Mrs B. could hardly speak English, let alone read
and write it. It was almost impossible for her to
borrow money.

She did the only thing she could do: increase
turnover by keeping margins ultra-low.

Her average gross profif was only 10%
Everyone in Omaha bought from Mrs. B.
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Buffett decides
to approach
some of the
other major
stockholders to
see if they will
sell out to him.
If he can acquire
enough stock,
he'll'control
the company...

Buffet ‘
arranges a
meeting
with the
company's
chairman.

[

By coincidence, the
Chairman has the
same surname as

‘the executive who

showed him around

‘the plant - Chace.

1

But some of

my associates
may be willing
o do so.

ry
Mr. Buffett,
T won't sell
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...Salomon Everyone on Wall

is still paying Street gets
its people these crazy
way too | pploses:
3 ey don't

=N "\ deserve it.

the way
financial
firms
ignore their
stock-
holders'
interests.

They're
way too
arrogant.

Ihave -
invested
$700 million
in Salomon
preferred
stock. I get:
9% a year
interest on !
that, and -
it's mostly7T can convert itm
tax-free.s commonstockany |/ -
i
of " i
=3 the price fops $38,)

=/ T wouldn't

lose much if
Salomon was
liquidated.
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My son is
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\
Firm! N
T'm not going \\

Street slicker

tolet any Wall |~

interfere.
A few
i days
atere | o they |
want o
buy back |~ Warrenhes
thestock. | 1:;”:\23
at a profit.

I guess
I sell
if the price
is right.
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Warren!
It's
John,
here.
Look, you'r
our blﬁges?
stockholder,
and T have to tell you we've
got a serious problem.
One of our bond traders
has been submitting phoney
bids fo the U.S. Treasury.

\ Hello?

\

Your ham
sandwich,

Mr.
Buffett.

| " sound too
serious
to me.
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Ken Chace
does his best

to answer all
the questions. I don't believe that the
Itisn't board is facing up to these

problems. Something

easy.
a4 radical is needed.

I have
to be frank,
Mr. Buffett.

[But Tdon't
[ seeany sign of
I~ it happening.

Do you think

they will
listen to
reason?

/

Meanwhile,
in the
president’s
office... \

There's a fund
manager snoopin
arourd the plant”

I don't like it.

Who does he
think he is?
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This is
Gerald
Corrigan.

Look, we have.
discovered
‘that one

lemployees has:
been making
fraudulent
bids for
Treasur
bonds, using
clients’ names
without their
knowledge.

Wnen
id you
find bur>

Well, we heard
about one of
them 3 months
ago. But it now
seems that
there have
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Massachusetts

New York
Connecticut

New Bedford was Hartford

originally awhaling port.

It had moved info New Haven

textile mills inthe mid-
19th century,

The industry slowly
began o contract in the
early 20th century.

By the early 1950s,
Berkshire Hathaway
was the dominant player
in @ shrinking game.

By the time Buffett came along
Berkshire's 12,000 workers had shrunk
t0 2,300 and its assets had fallen by half.

How do you justify this
continual investment in
machinery? What
makes your products

better than the
Berkshire competition?
has made
losses for 8
consecutive
years.






OEBPS/images/f105-01.jpg
A
P "2,41 Wall Street

P i 0 des|
pises
Ty s its stockholders
2 . It's obsessed by
the short term.

And alot of people
e are f a\mng
the law..

e,

BUFFETT'S RULE FOR SUCCESS
NEVER, EVER BREAK THE LAW.

New York
Salomon's
problems [ Mc
ere | Gutfreund,
getting T have
worse.. ceached
\ the
Federal
Reserve

2 for you.
S
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Warren has

heard that Ken

Chace has been

straight| considered for
talker. [ the top job when

) the old president
finally retires.

is so full
of history!
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Cigar-chomping Gutfreund was
feared throughout Wall Street...

We have
enemies...
They're
going to
have a

field day.

\ A\ T
Gutfreund .\ \
issues g
apress

release...
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Berkshire's

Mr. Buffett,
[ I'mKenChace.
The president |-
asked me to
ot B
B ad around. It"
fl‘liefsf 210 probably take
New Bedford,\_fwo days.
Massachusetts,
10 see

Fine,
let's get
started.

OK, first \
T'd like to

prospects.
Tell me
| about the
| competi-
\ ftion.

get a handle |
on your market |

\
\rmpoms.

/ We're really
suffering

from foreign

Our costs
are too
high, and...
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That trader

was insane.
What a goof!
Damn!
We could lose
our license!

How the hell
did this

o

That guy is 4

delusional.

He has lied Now it
and lied makes me
and lied. look guilty

too!

Treasury.

L
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John

Gutfreund don't know
was famous what you're
for his *%"1 talking
tough-guy about.
act.

/" vouo
at these

numbers.
You help us

now, and
you'll make
a bundle.
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Ican't say
I like
them much.

there to
talk fo an
andlyst,

The number
two boss
“had agreed
to see him
afterwards.

Hello, Mr. Gutfreund.

)

I don't know
who you think
is going to buy
your %1
reinsurance
dedl.
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Byrne
persuaded
other
insurance
companies
to take the
rest of the
reinsurance...

But only if GEICO
raised new capital

WHAT?

“ I need you to
| underwrite a
‘Stock issuel

But Wall Street
firms didn't
want to know...

anywhere else
togo

We're
finished
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This man Byrne
is a war leader.
He likes a

battle.

He's the right
man for the
present

|\ situation.

I like the way
he takes the
company's
problems so
personally.

T

The next
morning

GEICO's
at21/82
I'll take
half a million
shares.

Okay, I've
gotta talk
| “to these
\ insurance

Berkshire

can take a
iece of
EICO's

reinsurance.
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They talk
long into
the night.

From what
you say, GEICO Sure,ifwecan | —
still has a big ever dig
cost advantage ourselves
over its out of
competitors. this hole...

GEICO only spends
around 157 of its
g_remiums on overheads.
he industry average is
24%. The basic business

is still sound...
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GEICO's lo

It was

like the Titanic.

Ican'tlet
it collapse.

my first big
stockpicking
success.

oking

And Lorimer
Davidson was
so good to
me when

I went

down there | |
as a dumb
studen

And Ben Graham
still owns a lot
of GEICO stock.

Warren
arranges
ameeting
with
John
Byrne.

So, how
doyou plan
tosave the

company?

| I'm cutting
| the workforce
\ i half..
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We have to tell

‘the 300,000
policyholders in Mr. Byrne,
New Jersey to get there's
their insurance o
elsewhere. from
Washington
D.C.

It's the
regulator.
He's saying Oh,
he'li shut us great!
down unless Just
el great!
some of

our risks.

Mr.
Buffett, I'm told
you have I have to
< agree to
powerful [ e You.

friends.
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GEICOgets ~ ™ -
anew boss,
John Byrne

./ Byrne knows

7 he has
“ to make
drastic
changes.

Are you
saying

there is no

way that Despite
New k everything
Jersey will T have
dlow dsto f; said?

raise rates

You
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Warren had Over the years,
fond memories ICO
of GEICO, had grown
the insurance to become one
con;runy he g of America’s
had visited 5 largest
in Washington p § aufo insurers.
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Benjamin
Graham's
student.

Michael
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So if the earnings

Post er
buys \, Share
back its {mproves/
stock

inthe "
market.. |

oon, Katharine is using Warren's financial terminoloﬁy at
Imeetings with other executives. A lot of people think he has
too much influence over her.
His influence grows:
* The pressroom at the Post is grossly overstaffed, thanks
1o a powerful union. Katharine takes them on, causing a
bitter strike. During the four-month battle, she relies on
Buffett fo yarn her if the struggle is becoming too
damaging in financial terms. With his support, the union
is finally defeated.
* Time Inc. owners of the Washington Star, offers a deal
o share the combined profits of both . Buffett
persuades Katharine fo nix the deal - and the Star goes
out of business, leaving the Washington Post with the
entire market.

« Over the next decade, earnings per share go up ten times,

thanks to the stock blsybacks.
Katharine has things to teach Warren, too:

« She takes him to VIP dinners, where he mixes with
Washington's rich and powerful.

« She teaches him how to eat gourmet food - although she
can't persuade him to stop drinking Coke.

« Slowly, she persuades him to improve his wardrobe and
deportment.

eople start to wonder if Warren and Katharine are havin
an'af fair — even his kids are confused. But the relationship
is platonic — they really are *just good friends.”
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As I mentioned
in my letter,
delivering the
Post was one of
my first
ventures into
business.

I'm investing in
your company for
the long term.

It's always been
a part of me,
and I'd like
to get closer.

~n 4

It takes a long time
for Katharine Graham
to trust Warren,
but eventually
she invites him
onto the board.

) Some of her

L~ ~ colleagues are

Buffett loves the b 2 Supieie,

excitement of beil u e

oo mroriand | BA8 (Seryime W22 fikes his
newspaper. As he 4 fTN: Washington, W2

gains Katharine's
confidence, he
begins fogive her a
few hints on how fo
improve the
| business. )

1 Warren spends
10 "time talking
to Katharine
about finance
and the
stockmarket.
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He looks
quite
unassuming

Y

|
You have a
Somay Lask | yonderful
jhyyou're | newspaper,
investing s | s Grahar.
heavily in | M"S :
our stock? &

A

But if you're
concerned
T'Il undertake
not to accumulate
\ any more

N stock.

I have
no intention |
of takin
any hostile
action...

...towards the
existing
management.
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But

Ican't you know
»{ knew remember | \Ac/‘l:?‘#;n
the name anythin \
sounded abolt . Buffett?
familiar. :
N

Katharine asks Wall Street

acquaintances about Buffett.
They warn her to be careful.

about how
he delivered

school kid.

like a menace.

Warren writes to
her, telling her

the Post as a

This man doesn't seem'

really nice letter. T'd
better meet him.

This is a
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He's §
acquired |
10% of the

stock?

allow some
ambitious fund
manager from
Nebraska
to tell us
what to do!

But
our advisors
tells us that the
family owns all
the voting
shares.
He can only b
the B shuYre;Y
and they don't
have voting
rights.

Idon't
understand
stocks.
Maybe
he could do
some
damage.

eople

ihe s
away

from the
paper!

eep N\ AL
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“; is widow, Katharine
Graham, 1$a
Wiahly-educated
socialite with

L) b

In 1963
the president of
The Washington
Post, one of
Amerlcu s
major daily
newspapers,
committed
suicide.

ce. (< TW.
S Gecides

| She'shas ho \
| right to tell us
\ what to do...

Her colleagues
gave her
a hard time.

I ve found W’L
who's been

buying up our
stock.

It's an eccentric hayseed
from the Bible Belt.
I'mvery concerned that
he may want to
interfere editorially.
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Buffett tried to act
fairly, but a conflict of
interest arose; through

Blue Chip, he made a

small investment in

Wesco Financial, a
savings and loan
company. When Wesco
announced a merger,

Buffett and Munger

bought more stock in
anaftempt to prevent
it, and became Wesco's

biggest stockholders,
with 24.9%.
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MR Qlp
\\‘ i Rl
|Charlie,| (7~ !
I Warren
I've been thinking. realizes
- \ Isn't it great to control that he
really hedlthy businesses? enjoys
) I'msick of turnaround having a
situations. comroﬂmg
interest
A "intre
companies
N he invests in
Sure, (i —and he
Warren — =\ Thenwe doesn't
but = L i__\)focuson || want fo sell
wiokie = @SSy e || themfora
they can't ) % ciency! || quick profit.
expand? N \ | |
(i

BUFFETT'S REVISED RULES FOR SUCESS

gPick companies that are simple to understand.

Pick companies with stable long-term
performance.

gPick companies that have a promising future.

T'm thinking more and more like
a businessman and less and less
like a stockmarket trader.

I want established concerns with
very strong market position, so
that they can control their prices.

T'll try to avoid heavily
regulated industries...
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Hmmm...
See'sisa
very seasonal
business.
Most of their
sales are in
the two
months
before
Christmas.

The brand
name is clearly
valuable.

But what is it
really worth?
Can we add
value to the
brand?

The following year,

Just keep
making candy
‘the way you
always have.

Buffett burs ee's We want
for $25 million. everyone to
He makes know that
few changes... See's Candy is
the best in
\ America,”
Buffett starts

learning about
sugar futures.
Ifg See's can get
the best prices
on the sugar

it uses, it can
substantially
enhance its
profits.

/ A~

\

If we can

cut costs
\_ endrase |

7 ., prices, f

1 this will

| really

=/
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I O"IK want >\L

at the right |
price, thaugh. | $30
How much do million

they want?

That's alittle \

steep. Their book
value is $25
million. I'd buy it
for that mucl
Can you fix up
meeting?

See's Candy
was a long- {3

established
Family firm
m turi

remiom o It sold these exclusively
oxed candies, through its own chain
mainly fancy of 200 stores.

chocolates.
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Gee, Bob. L\

We wcl\jm
b I don't
s think we
. want to be
You have Ic"u:\gc
?feirxde business...
company,
I guess.

happened?
(K the
phone vent
fead. Get me
Warren
Buffet

again, please.

He's such a
strange guy
—youcan't
tellwhat he's

&ﬂ\mkmg.

After

afew

minutes, |Warren?|| Bob, I've just
Bob gets been looking
through at See's
again. numbers. I'm
interested.
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1971. Although Warren and Charlie call each other every
day - sometimes every hour - they keep their businesses
separate. Charlie operates his own fund out in Los Angeles.
Bl coincidence, they both start investing heavily in Blue
Chip, a trading stamp company that collects a fee from
supermarkets in retum for supplying trading stamps that
are given to shoppers. When shoppers have collected
enough stamps, they can redeem them for items such as
toasters and garden furniture.

Charlie and Warren like Blue Chip for the same reason:
it collects its fees up front, but only has to pay out for
its gifts much later. In the meantime, it has a big float
of money - and unlike insurance companies, there are no
rules on how this money must be invested.

Warren becomes the biggest stockholder in Blue Chip
and Charlie the second biggest.

discounted
cashflow
figures
| don't look
quite right.
o+ Whatif
T adjust...

Warren?
It's Bob

and we
have a
live one.






