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Bcrkshire's Corporate Performance vs. the S&P 500
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CompoundedAnnualGah-1965-2011 ... 19.87o 9.2Vo 10.6
Overall Gain - 1964-2011 . . 513,0557o 63977o

Notes: Data a¡e for calendar years with these exceptions: 1965 and 1966, year ended 9/30; 1967, 15 months ended
12131. Starting in 1979, àccounting rules required insurance companies to value the equity securities they hold at
market rather than at the lower of cost or market, which was previously the requirement. In this table, Berkshire's
results through 1978 have been restated to conform to the changed rules. In all other respects, the results are calculated
using the numbers originally reported. The S&P 500 numbers are pre-tax whereas the Berkshire numbers are after-
lax. If a corporation such as Berkshire were simply to have owned the S&P 500 and accrued the appropriate taxes, its
results would have lagged the S&P 500 in years when that index showed a positive return, but would have exceeded the
S&P 500 in years when the index showed a negative return. Over the years, the tax costs would have çaused the
aggreg le lag to be substantial,
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BERKSHIRE HATHAWAY INC.

To the Shareholders of Berkshire llathaway Inc.:

The per-share book value of both our Class A and Class B stock increased by 4.67o in 20 I I . Ovor the
last 47 years (that is, since present management took over), book value has grown from $19 to $99,860,.a rate of
I 9.8 % compounded annually.*

Charlie Munger, Berkshire's Vice Chairman and my partnert and I feel good about the company's
progress during 201 l. Here a¡e the highlights:

The primary job of a Board of Directors is to see that the right people are nrnning the business and to
be sure that the next generation of leaders is identified and ready to take over tomorrow. I have been on
19 corporate boa¡ds, and Berkshire's directors are at the top of the list in the time and diligence they
have devoted to succession planning. What's more, their efforts have paid off.

As 20ll started, Todd Combs joined us as an investment manager, and shortly after yearend Ted
Weschler came aboard. Both of these men have outstanding investment skills and a decp commitment
to Berkshire. Each will be handling a few billion dollars in 20l2,but they have the brains, judgment

and character to manage our cntire portfolio when Cha¡tie and I are no longer running Berkshi¡e.

Your Board is equally enthusiastic about my successor as CEO, an individual to whom they have had a
great deal of exposure and whose managerial and human qualities they admire. (We have two superb

back-up candidates as well.) When a transfer of responsibility is required it will be seamless, and
Berkshire's prospects will remain bright. More thangSEo of my net worth is in Berkshi¡o stock, all of
which will go to various philanthropies. Being so heavily concentrated in one stock defies conventional
wisdom. But I'm flrne with this arrangement, knowing both the quality and diversity of the businesses

we own and the caliber of the people who manage them. With these assets, my successor will or¡joy a

running start. Do not, however, infer from this discussion that Charlie and I ate going anywhere; we
continue to be in excellent health, and we love what we do,

On September 16û we acquired Lubrizol, a woildwide producer of additives and other specialty
chemicals. The company has had an outstanding record since James Hambrick became CEO in 2004,

with pre-tax profits increasing from $147 million to $1,085 million. Lubrizol will have many
opportunities for "bolt-on" acquisitions in the specialty chemical field. Indeed, we've already agreed to
tfuee, costing $493 million. James is a disciplined buyer and a superb operator. Charlie and I are eager
to expand his managerial domain.

Our major businesses did well last year. In fac\ each of our five largest non-insurancæ companies - BNSF,

Iscar, Lubrizol, Marmon Group and MidAmerican Energy - delivered record operating eamings. In
ag$e1atþ these businesses eamed more than $9 billion pre-tax in 2011. Contrast that to seven years ago,

when we owned only one of the ilve, MidAmerican, whose pre-tax earnings were $393 million. Unless the

economy weakens in ?n12, each of our fabulous hve should again set a recorrd, witlr aggregate eamings

comfortably topping $10 billion.

* All per-share figures used in this repof apply to Berkshire's A shares. Figures for the B shares are

l/1500'h of those shown for A.
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In total, our entire string of operating companies spent $8.2 billion for property, plant and equipment in
201 I , smashing our previous record by more than $2 billion. About 957o of these outlays were made in

the U.S., a fact that may surprise those who believe our country lacks investment opportunities. We

welcome projects abroad, but expect the overwhelming majority of Berkshire's future capital

commitments to be in Amcrica. In20l2, these expenditures will again set a record.

Our insurance operations continued their delivery of costless capital that funds a myriad of other

oppofunities. This business produces "float" - money that doesn't belong to us, but that we get to

invest for Berkshire's benefit. And if we pay out less in losses and expenses than we receive in
premiums, we additionally earn an underwriting profi! meaning the float costs us less than nothing.

Though we are sure to have underwriting losses from time !o time, we've now had níne consecutivo

years of underwriting profits, totaling about $17 billion. Over the same nine yeafs our fl<¡at increased

from $41 billion to its cu¡¡ent record of $70 billion. Insurance has been good to us.

Finally, we made two major invesünents in ma¡ketable secu¡ities: (l) a $5 billion 67o preferred stock of
Bank of America that came with warrants allowing us to buy 700 million common sha¡es at $7.14 per

share any time before September 2,202I; and (2) 63.9 million sha¡es of IBM that cost us $10.9 billion'
Counting IBM, we now have large ownership interests in fout exceptional companies: 13.0% o1

American Express, 8.89o of Coca-Cola, 5.5Vo of IBM and '1 .6Vo of Wells Fargo. (Vy'e also, of coulse,

have many smaller, but importanÇ positions.)

We view these holdings as partnership interests in wonderful businesses, not as marketable securities to

be bought or sold based on their nea¡-term prospects. Our share oî their ear¡i¡gs, however, are far ftom

fulty reflected in ¿ør earnings; only the dividends we receive from these businesses show up in our

financial reports. Over time, though, the undistributed eamings of these companies that are attributable

to our ownership are of huge importance to us. That's because they will be used in a variety of ways to

increase future earnings and dividends of the investee. They may also be devoted to stock repurchasos,

which will increase our share of the company's future eamings'

Had we owned our present positions throughout last year, our dividends from the "Big Fout'' would

have been $862 million. That's all that would have been reporûed in Berkshire's income state¡nent. Our

sha¡e of this quartet's earnings, however, would have been fa¡ groater: $3.3 billion' Charlie and I
believe that the $2.4 billion that goes ulueported on our books creates at least that amount of value for

Berkshire as it fuels earnings gains in future years. We expect the combined earnings of the four - and

their dividends as well - to increase in2Ol2 and, for that matter, almost every year for a long time to

come. A decade from now, our cuffent holdings of the four companies might well account for earnings

of $7 billion, of which $2 billion in dividends would come to us.

I've run out of good news. Here are some developments that hurt us during 2011:

A few years back, I spent about $2 billion buying several bond issues of Energy Future Holdings, an

electric utility operation serving portions of Texas. That was a mistake - a ärg mistake. In large measure'

the company's prospects were tied to the price of natural gas, which ta¡ked shortly after our purchase and

remains depressed. Though we have annually received interest payments of about $1t2 million since our

purchase, the company's ability to pay will soon be exhausted unless gas prices rise substantially. We

wrote down our investment by $1 billion in 2010 and by an additional $390 million last year.

At yearend, we carried the bonds at their market value of $878 million. [f gas prices remain at present

levels, we will likely face a further loss, perhaps in an amount that will virtually wipe out our current

carrying value. Conversely, a substantial increase in gas prices might allow us to recoup some, or even

all, of our write-down, However things turn out, I totally miscalculated the gain/loss probabilities when

I purchased the bonds. In tennis parlance, this was a major unforced enor by your chairman.
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Ttuee large and very attractive fixed-income investments were called away from us by their issuers in
201 L Swiss Rq Goldman Sachs and General Electric paid us an aggregate of $12.8 billion to redeem

securities that were producing about $1.2 billion of pre-tax earnings for Berlshire. That's a lol of
income to replace, though our Lubrizol purchase did offset most of it.

Last year, I told you that "a housing recovery will probably begin within a year or so." I was dead

wrong. 'We have five businesses whose results are significantly influenced by housing activity. The

connection is direct at Clayton Homes, which is the largest producer of hornes in the country,

accounting for about lclo of ûtose constructed during 201 l.

Additionally, Acrne Brick, Shaw (carpet), Johns Manville (insulation) and MiTek @uilding products,

primarily connector plates used in roofing) are all materially affected by constmction activity. In
aggte9ate, our five housing-related companies had pre{ax profits of $513 million in 2011. That's

similar to 2010 but down from $1.8 billion in 2006.

Housing will come back - you ca¡r be sure of that. Over time, the number of housing units necessarily

matches the number of households (after allowing for a normal level of vacancies). For a period of
years prior to 2008, however, America added more housing units than households. Inevitably, we

ended up with far too many units and the bubble popped with a violence that shook the entire economy.

That created still anotherproblem for housing: Early in a recession, household formations slow, and in
2009 the decrease was dramatic.

That devastating supply/demand equation is now reversed: Bvery day we are creating morc households

than housing units. People may postpone hitching up during uncertain times, but eventually hormones

take over. And while "doubling-up" may be the initial reaction of some during a recession, living with
in-laws can quickly lose its allure.

At our current annual pace of 600,000 housing sta¡ts - considerably less than the number of new

households being formed - buyers and renters are sopping up what's left of the old oversupply. (This

process will run its course at different rates around the country; the supply-demand situation varies

widety by locale.) While this healing takes place, however, our housing-related companies sputter,

employing only 43,315 people compared to 58,769 in 2006. This hugely important sector of the

economy, which includes not only construction but everything that feeds off of it, remains in a

depression of its own. I believe this is the major reason a recovery in employment has so severely

lagged the steady and substantial comeback we have seen ín almost all other sectoÍs of our economy.

Wise monetary and fiscal policies play an important role in tempering recessions, but these tools don't

create households nor eliminate excess housing units. Fortr,tnately, demographics and our market

system will restore the ne.eded balance - probably before long. When that day comes, we will again

build one million or more residential units annually. I believe pundits will be surprised at how far

unemployment drops once that happcns. They wilt then reawake to what has been true since 1776:

America's best days lie ahead.

Intrinsic Buslness Value

Charlie and I measure our performance by the rate of gain in Berkshire's per-share intrinsic business

value. If our gain over time outstrips the performance of the S&P 500, we have earned our paychecks. If it
doesn't, we are overpaid at any price.

We have no way to pinpoint intrinsic value. But we do have a useful, though considerably understated,

proxy for it: per-share book value. This yardstick is meaningless at most companies. At Berkshire, however,

book value very roughly tracks business values. That's because the amount by which Berkshire's intrinsic value

exceeds book value does not swing wildly from year to year, though it increases in most years. Over time, the

divergence will likely becomc ever more substantial in absolute terms, remaining reasonably steady, however, on

a percentage basis as both the numerator and denominator of the business-value/book-value equation increase.
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'We've regularly emphasized that our book-value performance is almost certain to outpace the S&P 500

in a bad year for tle stock market and just as certainly will fall short in a strong uP-year. The æst is how we do

over time. Last year's annual report included a table laying out results for tl¡e 42 five-year periods since we took

over at Berkshire in 1965 (i.e., 1965-69,1966-70, etc.). All showed our book value beating the S&P, and our

string held for 2007-ll. It will almost certainly snap, though, if the S&P 500 should put together a five-ycar

winning streak (which it may well be on its way to doing as I write this).

r arso incruded two tables ,^r rJ;; ; ti;rJ"y quun,itutive ingredients that will help you

estimate our per-share intrinsic value. I won't repeat the full discussion here; you can find it reproduced on

pages 99-100. To updaæ the tables shown there, our per-share investrnents in 201 I increased 4% to $98,366' and

ãur pre-tax earnings from businesses other than insurance and investmcnts increased I 87¿ to $6'990 per share.

Charlie and I like to see gains in both areas, but our primary focus is on building operating eamings. Over

timg' the businesses we currently own should increase their aggrogate eamings, and we hope also to purchase some

large operations that will give us a further boost. We now have eight subsidiaries that would each be includcd in the

fortunô 500 were they stand-alone companies. That leaves only 492 to go. My task is clear, and ['rn on the prowl.

Share Repurchases

Last September, we announced that Berkshi¡e would repurchase its sha¡es at a price ofup Ío tl0c/o ofbook

value. We were in the market for only a few days - buying $6? million of sûock - before the pricc advanced beyond

our limit. Nonetheless, the general importance of share rcpurchases suggests I should focus for a bit on the subject.

Charlie and I favor repurchases when two conditions are met: firsÇ a company has ample funds to take

care of the operational and liquidity needs of its business; second, its stock is selling at a material discount úo the

company's intrinsic business value, conservatively calculated'

We have witnessed many bouts of repurchasing that failed our second test. Sometimes, of coufse,

infractions - even serious ones - are innocent; many CEOs never stop believing thei¡ stock is cheap. In other

instances, a less benign conclusion seems warranted. It doesn't suffice !o say that repurchases are being Inade to

offset the dilution froni stock issuances or simply because a company has excess cash. Continuing shareholders

arc hurt unless sha¡es are purchased below intrinsic value. The first law of copital allocation - whether the

money is slated for acquisitíons or share repurchases - is that what is smart at one price is dumb at another. (One

CEO who always stresses the price/valuã factor in repurchase decisions is Jamie Dimon at f.P. Morgan; I
recommend that you read his annual letter.)

Charlie and I have mixed emotions when Berkshire shares sell well below intrinsíc value. Wc like

making money for continuing shareholders, and there is no surer way to do that than by buying an asset - our

own stock - tiat we know to be worth at least x for less than that - for .9x, .8x or even lower. (As one of our

directors says, it's like shooting fish in a basal, after the barrel has been drained and the fish have quit flopping.)

Nevertheless, we don't enjoy iashing out partners at a discount, even though our doing so may givc the selling

sharoholders a slightly higúer pricJ than they would receive if our bid was absent. When we are buying,

therefore, *r *unt thore exiting partners to be fully informed about the value of the assets they are selling.

At our limit príce of ll0lo of book value, repurchases clearly increase Berkshire's per-share intrinsic

value. And the more and the cheaper we buy, the greater the gain for continuing sha¡eholdors. Therefore, ifgiven

the opportunity, we will likely repurchase stock aggressively at our price limit or lower. You should know,

however, that we have no interãst in supporting the stock and that our bids will fade in particularly weak markets.

Nor will we buy shares if our cash-equivalent holdings are below $20 billion. At Berkshire, financial strength

that is unquestionable takes precedence over all else.

rhis discussion orrepurchar", ot 
".l 

*" ;";:" :::*"., the inational reaction of many investors

to changes in stock prices. When Berkshi¡e buys stock in a company that is repurchasing shares, we hope for two

events: Þirst, we have the normal hope that earnings of the business will increase at a good clip for a long time to

come; and second, wc also hope thaithe stock underperþrms in the market for a long time as well. A corollary to

this second point: '"Talking oìr book' about a stock we own - were that to be effectivc - would actually be

harmful to Berkshire, not helpfut as co¡nmentators customafily assume.
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Let's use IBM as an example. As all business observers know, CEOs Lou Gerstner and Sam Palmisano

did a superb job in moving IBM from near-bankruptcy twenty years ago to its prominence today. Their
operational accomplishments were truly exuaordinary.

But thei¡ financial management was equally brilliant, particularly in ¡ecent years as the company's

financial flexibility improved. Indeed, I can think of no major company that has had better financial management, a

skill that has materially increased thc gains enjoyed by IBM shareholders. The company has used debt wisely, rnade

value-adding acquisitions almost exclusively for cash and aggressively repurchased its own stock.

Today, IBM has l.16 billion shares outstanding, of which we own about 63.9 million or 5.59o.

Naturally, what happens to the company's earnings over the next fivo years is of enormous importance to us.

Beyond that, the company will likely spend $50 billion or so in those years to repurchase shares. Our quiz for the

day: What should a long-term shareholder, such as Berkshire, cheer for during that period?

I won't keep you in suspense. Wo should wish for IBM's stock price to langußhtluottghout the five yean.

L€t's do the math. If IBM's stock price averages, say, $200 during the period, the company will'acquire
250 million shares for its $50 billion. There would consequently be 910 million shares outstanding, and we

would own about 7lo of the company. If the stock conversely sells for an average of $300 during the five-year
period, IBM will acquire only 167 million shares. That would leave about 990 million sha¡es outstanding after
five years, of which we would own6,57o.

If IBM were to earn, say, $20 billion in the f,rfth year, our share of those eamings would be a full $l(Ð
million greater under the "disappointing" scenario of a lower stock prico than they would have been at the higher
price, At some later point our shares would be worth perhaps $1/¿ billion more than if the 'high-price"
repurchase scenario had taken place.

The logic is simple: If you are going to be a net buyer of stocks in tfre fuf,¡re either directly with your own

money or indirectly (tfuough your ownership of a company that is repurchasing shares), you are I¡øf when stocks

rise. You benefit when stocks swoon. Emotiotu, howcver, too ofton complicate the matter: Most people, including

those who will be net buyers in the future, take comfort in seeing sûock prices advance. These shareholders resemble

a gornmuter who rejoices after the price of gas increases, simply because his tank contains a day's supply.

Charlie and I don't expect to win many of you over to our way of thinking - we'vç observed enough

human behavior to know the futility of that - but we do want you to be aware of our personal calculus. And here

a confession is in order: In my early days I, too, rejoiced when the ma¡ket rose. Then I read ChaPter Eight of Ben

Graham's The Intelligent Investor, the chapter dealing with how investors should view fluctuations in stock

prices. lmmediately the scales fell from my eyes, and low prices became my friend. Picking up that book was one

of the luckiest momcnts in my life.

In the end, the success of our IBM investment will be determined primadly by its future eamings. But
an important secondary factor will be how many shares the company purchases with the substantial sums it is
likely to devote to this activity. And if repurchases ever reduce thc IBM shares outstanding to 63.9 million, I will
abandon my famed frugality and give Berkshire employees a paid holiday.

********¡lr'*:f*

Now, let's examine the four major sectors of our operations. Each has vastly different balance sheet

and income cha¡acteristics from the others. Lumping them together therefore impedes analysis. So we'll present

them as four separate businesses, which is how Cha¡lie and I view them, Because we may be repurchasing

Berkshire shares from some of you, we will offer our thoughts in each section as to how int¡insic value compares

to carrying value.
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Insurance

Let's look first at insurance, Berkshire's core operation and the engine that has propelled our expansion

over the years.

Property-casualty ("P/C") insurers receive premiums upfront and pay claims later. In extreme cases'

such as thosá arising from certain workers' compensation accidents, Payments can stretch over decades. This

collect-now, payJater model leaves us holding large sums - money we call "float" - that will eventuully go to

others. Meanrvhile, we get to invest this float for Berlahi¡e's benefit. Though individual policies and claims

come and go, the amount of float we hold remains remarkably stable in relation to Premium volume.

Consequently, as our business grows, so does ouf floaL And how we have grown' as the following table slrows:

Year Float(in$ nillìons)

r970
1980
1990

2000
20to
20tl

$39
237

1,632
27,871
65,832
70,571

It's unlikely that our float will grow much - if at all - from its current level. That's mainly becausc we

already have an outsized amount relative to our premium volume. Were there to be a declíne in float, I will add'

it wouid almost cefainly bovery gradual and therefore impose no unusual de¡nand for funds on us.

If our premiums exceed the total of our expenses and eventual losses, we register an undenrriting profit

that adds to the invesgnent income ou¡ float produces. When such a profit occt¡rs' we enjoy the use of free

money - arrd, better yet, get paid. for holding ir Unfortunately, the wish of all insurers üo achievc this happy

result creates intense compet¡ton, so vigorous in rnost years that it causes the P/C industry as a whole to
and awell-managed
years. There are

As noted in tho hrst section of this report, we have now operated at an underwriting Profit for nine

consecutive years, our gain for the period having totaled $17 billion. I believe it likely that we will continue to

underwrite prof,rtaUly in most.- ttrough certainly not all - future years. If we accomplish that, our float will be

better than cost-free. We will profit just as we would if some party deposited $70.6 billion with us, paid us a fee

for holding its money and then let us invest its funds for our own benefit.

So how does this att¡active float affect intrinsic value calculations? Our float is deducted infull as a

liability in galculating Berkshire's book value, just as if we had to pay it out tomofTow and were unable to

replenísh it, Sut ttrutir an incorrect way to view float, which should instead be viewed as a revolving fund" If
float is both costless and long-enduring, the true value ofthis liability is/ar lower than the accounting liability.

partiauy offsetting this overstated liability is $15.5 billion of "goodwill" attributable to our insurance

companies that is included in book value as an asset. In effect, this goodwill represents the price we paid for the

floai-generating capabilities of our insurance operations. The cost of the goodwill, however, has ro bearing on its

true value, If an insurance business produces large and sustained underwriting losses, any goodwill asset

attributable to it should be deemed valueless, whatever its original cost.

Fortunately, that's not the case at Berkshire. Charlie and I believe the true economic value of our

insurance goodwill - what we would pay to purchase float of sìmilar quality - to be far in excess of its historic

carrying vãlue. The value of our float is one reason - a huge reason - why we believe Berkshire's intrinsic

business value substantially exceeds book value.

Let me emphasize once again that cost-free float is ,t¿t an outcome to be expected for the P/C industry

as a whole: We don'i think there is much "Berkshiro-quatity" float existing in the insurance world. [n most years,

including 2011, the industry's premiums have been inadequate to cover claims plus expenses. Conset¡uently' tlre
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industry's overall return on tangible equity has for many decades fallen far short of the average return realized by
American industry, a sorry performance almost certain to continue. Berkshire's oußtanding economics exist only
because we have some terrific managers running some extraordinary insurance operations. [¡t me tell you about
the major units.

rß¡ßrt¡lr****t

First by float size is the Berkshire Hathaway Reinsurance Group, run by Ajit Jain. Ajit insures risks
that no one else has the desire or the capital to take on. His operation combines capacity, speed, decisiveness and,

most irnportantly, brains in a manner that is unique in the insurance business. Yet he never exposes Berkshire to
risks that are inappropriate in relation to our Íesources. Indeed, we are for more conservative in that respect than
most large insurers. For example, if the insurance industry should experience a $250 billion loss from some

mega-catastrophe - a loss about triple anything it has ever faced - Berkshire as a whole would likely record a
moderate profit for the year because of its many streams of earnings. Concurrently, all other major insurers and

reinsu¡ers would be far in the red, and some would face insolvency,

From a standing sta¡t in 1985, Ajit has created an insurance business with float of $34 billion and

significant underwriting profits, a feat that no CEO of any other insurer has come close to matching. By thcse

accomplishments, he has added a great many billions of dollars to the value of Berkshire. Charlie would gladly
trade me for a second AjiL Alas, there is none.

Wo have another insurance powerhouse in General Re, managed by Tad Montross.

At bottom, a sound insurance operation needs to adhere to four disciplines. It must (l) understand alt
exposures that might cause a policy to incur losses; (2) conservatively evaluate the likelihood of any exposure

actually causing a loss and the probable cost if it does; (3) set a premium that will deliver a prcfit, on average,

after both prospective loss costs and opemting expcnses are covered; and (4) be willing to walk away if the

appropriate premium can't be obtained.

Many insurers pass the first three tests and ftunk the fourth. They simply can't tum their back on business

that thei¡ competitors are eagerly writing. That old tine, 'ofhe other guy is doing it so we must as well," spclls

trouble in any business, but in none more so than insurance. Indee.d, a good undorwriter needs an independent

mindset akin to that of the senior citizen who received a call from his wife while driving home. 'Albert, be careful,"

she wamed, "I just heard on the radio that there's a car going the wrong way down the Interstate." "Mabel, lhey

don't know the half of it " reptied Albert, "It's not just one car, there a¡e hundreds of them."

Tad has observed all four of the insurance commandments, and it shows in his results. General Re's

huge float has been better than cost-free under his leadership, and we expect that. on average, it will continue to

be. In the hrst few years after we acquired it, General Re was a major headache. Now it's a treasure.

Finally, there is GEICO, the insurer on which I cut my teeth 6l'years ago. GEICO is run by Tony

Nicely, who joined the company at l8 and completed 50 years of service in 2011.

GEICO's much-envied record comes from Tony's brilliant execution of a superb and almost-

impossible-to-replicate business model. During Tony's 18-year tenuÍe as CEO, our market share has grown from 2.07o

to 9.37o.If it had instead remained static - as it had for more tha¡r a decade before he took over - our premium volume

would now be $3.3 billion rather than the $15.4 billion we attained in 201l. Tlre exta value created by Tony and his

associates is a major element in Berkshi¡e's excess of intrinsic value over book value,

There is still more fhan 904o of the auto-insu¡ance ma¡ket left for GEICO to rake in. Don't bet against

Tony acquiring chunks of it year after year in the future. Our low costs permit low prices, aud every day more

Americans discover that the Gecko is doing them a favor when he urges them to visit GEICO.com for a quote.

(Our lizard has another endearing quality: Unlike human spokesmen ot spokeswomen who expensively represent

other insurance companies, our little fellow has no agent.)

In addition to our three major insurance operations, we own a group of smaller companies, most of
them plying their trade in odd corners of the insurance world. In aggregate, their results have consistently been

profitabte and the float they provide us is substantial. Charlie and I treasure these companies and their managers.
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At yearend, we acquired Princeton Insurance, a New Jersey writer of medical malpractice policies. This

bolt<n transaction expands the managerial domain of Tim Kenesey, the star CBO of Medical Proûective, our

Indiana-based med-mal insurer. Princeton brings with it more than $600 million of float" an amount that is

included in the following table.

Here is the record of all four segments of our property-casualt¡r and life insurance businesses:

Underwiitíng ProJit Yearend Float
(in milliors)

2010 20ItInsurance Operatiow

BHReinsurance ....
GeneralRe........
GEICO
OtherPrimary....

$(714

2011

t44
576
2/+Z

$ 176

452
l,ll7

268

$33,728
19,714
I I,169
5,960

20IO

$30,370
20,049
t0,272
5,141

$ z¿s $2,013 $70,571 $65,832

Among large insurance operations, Berkshirels impresses me as the best in the world.

Regulatcd, Capf tal-Inûensive Businesses

We have two very large businesses, BNSF and MidAmerican Energy, that have important corunon

characteristics distinguishing them from our many other businesses. Consequently, we assign them their own sector

in this letter and also split out their combined financial statistics in our GAAP balance sheet and income statement.

A key characteristic of both companies is the huge invesünent they have in very long-lived, regulated

assets, with these partially funded by large amounts of long-term debt that is nof guaranteed by Berkshire. Our

credit is not needed: Both businesses have earning power that even undcr tenible business conditions amply

covers their intefest requirements. In a less tha¡r robust economy during 2011, for example, BNSF's interest

coverage was 9.5x. At MidAmerican, meanwhile, two key factors ensure its ability to service debt under all

circumstances: The stability of eamings that is inherent in our exclusively offering an essential service and a

diversity of earnings streams, which shield it from the actions of any single regulatory body.

Measured by ton-miles, rail moves 42% of America's inter-city fteigh¡, and BNSF moves more than

any other rail¡oad - about 377o of tho industry total. A little math will t€ll you that about 15% of all inter-city

ton-^iler of freight in the U.S. is transported by BNSF. It is no exaggeration to cha¡acterize railroads as the

circulatory system of our economy. Your rail¡oad is the largest artery.

All of this places a huge responsibility on us. \{e must, without fail, maintain and improve our 23,000

miles of track along with 13,000 bridges, 80 tunnels, 6,900 locomotives and 78,600 freight cars. This job requires

us to have ample financial resources under ø!J economic scenarios and to have the human talent that can instantly

and effectively deal with the vicissitudes of natute, such as the widespread flooding BNSF labored under last

summer,

To fulfill its societal obligation, BNSF regularly invests far more than its depreciation charge, with the

excess amounting to $1.8 billion in 2011. The three other major U.S. railroads are making similar outlays.

Though many people decry our country's inadequate infrastn¡cture spending, that criticism cannot be levied

againit the railroad industry. It is pouring money - funds from the private sector - into the investrnent projects

nèeded to provide better and more extensive service in the future. If railroads were not making these huge

expenditures, our country's publicly-financed highway system would face even greater congestion and

maintenance problems than exist today.

Massive investments of the sor¡ that BNSF is making would be foolish if it could not eam appropriate

retums on the incremental sums it commits. But I am confident it will do so because of the value it delivers,

Many years ago Ben Franklin counseled, "Keep thy shop, and thy shop will keep thee." Translating this to our

regulated businesses, he might today say, "Take ca¡e of your customer, and the regulator - your customer's

representative - will take care of you." Good behavior by each party begets good behavior in return.
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At MidAmerican we participate in a similar "social compact." We are expected to put up ever-increasing

sums to satisfy the future needs of our customers. If we meanwhile operate reliably and efficiently,

we know that we will obtain a fair retum on these investments.

MidAmerican, Sg,Slo owned by Berkshire, supplies 2.5 million customers in the U.S. with electricity,

operating as the largest supplier in Iowa, Uøh and lVyoming and As an important provider in six other states as

well. Our pipelines transport 87o of the country's natural gas. Obviously, many millions of Americans depend on

us every day. They haven't been disappointed.

When MidAmerican purchased Northem Natural Gas pipeline in2002, that company's performance as

a pipeline was rated dead last, 43 out of 43, by the leading authority in the field. In the most recent report,

Northem Natural was ranked second. The top spot was held by our other pipeline, Kem River.

In its electric business, MidAmerican has a comparable record. In the most recent survey of customer

satisfaction, MidAmerican's U.S. utilities ranked second among 60 utility groups surveyed. The story was far

different not many years back when MidAmerican acquired these properties.

MidAmerican will have 3,316 megawatts of wind gencration in operation by the end of.2Ol2, far more

than any other regulated electric utility in the country. The total amount that we have invested or committed to

wind is a staggering $6 billion. We can make this sort of investment because MidAmerican retains ¿/J of its
earnings, unlike other utilities that generally pay out most of what they earn. In addition, late last year we took on

two soiar projects - one l(X)9o-owned in California and thc othe:r 49%o-owned in Arizona - that will cost about $3

billion to constn¡ct. Many more wind and solar projects will almost certainly follow.

As you can tell by now, I am proud of what has been accomplished for our society by Matt Rose at

BNSF and by Greg Abel at MidAmerican. I am also both proud and grateful for what they have accomplished for
Berkshi¡e sha¡eholders. Below are the relevant figures:

MídAmerican Ea¡nings (in millìons)

2011 2010

U.K. utilities
Iowautility...
Westem utilities
Pipelines
HomeServices.,.,...
Other (neQ

Operating eamings before corporate interest and taxes . .

Interest, other than to Berkshire
Interest on Berkshire junior debt
Income tax

Neteamings ...

469
279
77t
388

39

36

$

1,982

Q23)
(13)

(315)

sTs
279
783
378
42

_47
1,862

Q23)
(30)

_QJL)
91¿99

$l,l3lEamings applicable to Berkshire*

*Includes interost earned by Berkshire (net of related income taxes) of $8 in 201 I and $19 in 2010.

BNSF

Revenues

Operating eamings
Interest (NeÐ . .
Pre-Tax earnings
Neteamings...

In the book value recorded on our balance sheet, BNSF and MidAmerican carry substantial goodwill

components totaling $20 billion, In each instance, however, Charlie and I believe cunent intrinsic value is far

greater than book value.

$1,331

$t,204

(inmìllions)

20il 20t0

$19,548 $16,850
5,310 4,495
560 507

4,741 3,988
2,972 2,459
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Manufacturing, Service and Retailing Operations

Our activities in this part of Berkshire cover the waterfront. Let's look, though, at a summary balance

sheet and earnings statement for the entire group.

Balance Sheet I 2/3 I / I I ftn millions)

,{ssefs Liabilit¡es and Eauíty

Cash and equivalents
Accounts and notes receivable

Inventory
Other cunent assets .

Total current assets .

Goodwill a¡rd other intangibles
Fixed assets

Other assets

Docket No. 12-035-67
UIEC Ex. _ (JRM-9)

$ l,6ll
15,lu
16,735

Notes payable

Other current liabilities

Total current liabilities

Deferred taxes

Term debt and other liabilities .

Non-controlling interests

Berkshire equity .

2011** 2010

$66,610$72,406

$ 4,U.1
6,584

8,975
63t

20,431

24,755
17,866
3,6t

$6641

4,661
6,2L4
2,41O

36,693

$66,7I3

Eaminqs Stalement ( in míllions )

Revenues .

Operating expenses (including depreciation of $1,431 in 201 t'
$1,362 in 2010 and $1,422 in 2009)

Pre-tax earnings
Income taxes and non-controlling interests

Net earnings

2009

$61,66s

67,239
130

62,225
ll1

5,037*
1,998

59,509
98

2,058*

_ 945

$ 1,113$ 3,039

*Does not include purchase-accounting adjustments.
**Includes earnings oflubrizol from September 16.

This group of companies sells products ranging ftom lollipops O jet aþlanes. Some of the businesses

enjoy terrific eõnomics, measured by eamings on unleveraged net tangíble assets that run from 25Ío afteçtaxto

,nót" ttt* 1007o. Others produce good reürrns in the are of l2-?-01o. A few, however, have very poor retums' a

result of some serious mistakes I made in my job of capital allocation. These enrrrs came about because I misjudged

either the competitive strength of the business being purchased or the future economics of th,e industry in which it

operated. I try to look out æn or twenty years when making an acquisition, but sometimes my eyesight hæ been

poor. Charlie;s has been better; he voted no more than "present" on several ofmy errantpurchases.

Berkshire's newer sha¡eholders may be pazzledover our decision to hold on to my mistakes. After all,

their eamings can riever be consequential to Berkshi¡e's valuation, and problem companies require more

managerial time than winners. Any management consultant or Wall gtreet advisor would look at our laggards and

say "dump them."

That won't happen. For 29 years, we have regularly laid out Berkshire's economic principles in these

reports þages 93-98) aná Number ll describes our generat reluctance to sell poor performers (which' in most

caìes, U! btuor" of industry factors rather than managerial shortcomings). Our approach is far from Darwinian,

and man! of you may disapprove of it. I can undcrstand your position. However, we have made - and continue to

make - a commitment to Ut" sellers of busincsses we buy that we will retain ¡hose businesses through thick and

thin. So fa¡, the dolla¡ cost of that commitment has not been substantial and may well be offset by the goodwill it

builds among prospective sellers looking for the right permanent home for their treasured business and loyal

associates. These owners know that what they get with us can't be delivered by others and that our commitments

will be good for many decades to come.
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Please understand, however, that Charlie and I are ngither masochists nor Pollyannas. If either of the

failings we set forth in Rule I I is present - if the business will likely be a cash drain over the longer term, or if labor

strife is endemic - we will take prompt and decisive action, Such a situation has happened only a couple of times in

our 47-year history, and none of the businesses we now own is in snaits requiring us to consider disposing of it

*¡t***{.*t¡ß*¡¡*

The steady and substantial comeback in the U.S. economy since mid-2009 is clear frorn the earnings

shown at the front of this section. This compilation includes 54 of ou¡ companies. But one of tlese, Ma¡mon, is

itself the owner of 140 operations in eleven distinct business sectors. In shof, when you look at Berkshire, you

are looking across corporate America" So let's dig a little deeper to garn a greater insight into what has happened

in the last few years.

The fou¡ housing-related companies in this section (a group that excludes Clayton, whioh is carried

under Finance and Financial Products) had aggregate pre-tax earnings of $227 million in 2009, $362 million in
2010 a¡rd $359 million in 201l. If you subtract these earnings from those in the combined statement, you will see

that our multiple and diverse non-housíng operations earned $1,831 million in 2009, $3,912 million in 2010 and

$4,678 million in 201 1. About $291 million of the 2011 earnings came from the Lubrizol acquisition. The prohle

of the remaining 2011 earnings - $4,387 million - illustrates the comeback of much of America from the

devastation wrought by the 2008 financial panic. Though housing-relaæd businesses remain in the emergency

room, most other businesses have left the hospiøl with their health fully rcstored.

* rß {. X( ¡ß rl. * :l. rÍ rf {. *

Almost all of our managers delivered outstanding performances last year, among them those managers

who run housing-related businesses and were therefore fighting hurricane-force headwinds. Here are a fow examples:

Vic Mancinelli again set a record at CTB, our agricultural equipment operation. rrlVe purchased CTB in
20021or $139 million. It has subsequently distributed $180 million to Berkshire, last year eamed $124
million pre-tax and has $109 million in cash. Vic has made a number of bolt-on acquisitions over the

years, including a meaningful one he signed up after yearend.

T'II, our electric components distributor, increased its sales to a record $2.1 billion, up L2.4{o from
2010. Eamings also hit a record, up I27Vo from 2007, the year in which we purchæed the business. In
201l, TTI performed far better than the large publicly-traded companies in its field. That's no surprise:

Paul Andrews and his associates have been besting them for years. Charlie and I a¡e delighted that Paul

negotiated a large bolt-on acquisition early in 20l2.We hope more follow.

Iscar, our 8O7o-owned cutting-tools operation, continues to amaze us. Its sales growth and overall
performance are unique in its industry. Isca¡'s managers - Eitan 'Wertheimer, Jacob Harpaz and Danny

Goldman - are brilliant strategists and operators. When the economic world was cratering in November
2008, they stepped up to buy Tungaloy, a leading Japanese cutting-tool manufacturer. Tungaloy
suffered signiñcant damage when the tsunami hit north of Tokyo last spring. But you wouldn't know

that now: Tungaloy went on to set a sales record in 2011. I visited the Iwaki plant in November and

was inspired by the dedication a¡rd enthusiasm of Tungaloy's management, as well as its staff. They are

a wonderfril group and deserve your admiration and thanks.

Mclane, our huge distribution company that is run by Grady Rosier, added important new customers in
20t I and set a pre-tax earnings record of $370 million. Since its purchase in 2ü)3 for $1.5 billion, the

company has had pre-tax earnings of $2.4 billion and also increased its LIFO reserve by $230 million
because the prices of the retail products it distributes (candy, gum, cigarettes, etc.) have rison. Grady

runs a logistical machine second to none. You can look for bolt-ons at Mcl-ane, particularly in our new

wine-and-spirits distribution business.
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Jordan Hansell took over at Netlets in April and delivered 201I pre-tax eamings of $227 million. That

is a particularly impressive performance because the sale of new planes was slow during most of the

year. In December, however, there was an uptick that was more than seasonally normal. How

permanent it will be is uncertain.

A few years ago NetJets was my number one worry: Its costs were far out of line with revenues, and

cash was hemorrhaging. Without Berkshirc's support, NetJets would have gone broke. These problems

a¡e behind us, and Jordan is now delivering steady profits frorn a well-controlled and smoothly-running

operation. NetJets is proceeding on a plan to enter China with some first-class partners, a movc that

will widen our business "moat." No other fractional-ownership operator has ¡emotely the size and

breadth of the NetJets operation, and none ever will.. NetJets' unrelenting focus on safety and servicc

has paid off in the marketplace.

It's a joy to watch Marmon's progress under Frank Ptak's leadership. In addifon to achieving internal

growth, Frank regularly makes bolt-on acquisitions that, in a1gtegate, will mæerially increase Marmon's

eaming power. (He did three, costing about $270 million, in the last few months,) Joint ventures around

the world are another opportunity for Marmon. At midyear Marmon partner€d with the Kundalia family

in an Indian crane operation that is alrcady dolivering substantial profiæ. This is Marmon's second

vonture with ttre family, following a successful wire and cable partnership instituted a few years ago.

Of the eleven major sectors in which Marmon operates, ten delivered gains in earnings last year. You

can be confident of highel eamings ftom Marmon in the years ahead

"Buy commodities, sell brands" has long been a for¡nula for business success. It has produced

eno¡1nous and sustained prohts for Coca-Cola since 1886 and Wrigley since 1891. On a srnaller scale,

we have enjoyed good fortune with this approach at See's Candy since we purchased it 40 years ago.

Last year See's had record pre-tax earnings of $83 million, bringing its total sinçe we bought it to $1.65

billion. Contrast that figure with our purchase price of $25 million and our yearend carrying-value (net

of cash) of less than zæro. (Yes, you read that righq capital employed at See's fluctuates seasonally,

hitting a low after Christmas.) Credit Brad Kinstler for taking the company to new heights since he

became CEO in 2006.

Nebraska Fumiture l;llarr(80Vo owned) set an earnings record in 2011, netting more than ten times what

it did in 1983, when we acquired our stake.

But that's not the big news. More important was NFM's acquisition of a 433-acre tract north of Dallæ

on which we will build what is almost certain to be the highest-volume home-fumishings store in the

country. Currently, that title is sha¡ed by our two stores in Omaha and Kansas City, each of which had

record-setting sales of more than $400 million in 201l. It will be sevefal years before the Texas store is

completed, but I look forward to cutting the ribbon at the opening. (At Berkshire, the managers do the

work; I take the bows.)

Our new store, which will offer an unequalled variety of merchandise sold at pricei that can't be

matched, will bring huge crowds ftom near and far. This drawing power and our extensive holdings of
land at the site should enablo us to attract a number of othor major stores. (If any high-volume retailers

are reading this, contact me.)

Our experience with NFM and the Blumkin family that runs it has been a real joy. The business was

built by Rose Blumkin (lcrown to all as *Mrs. B"), who sta¡ted the company in 1937 with $500 and a

dream. She sold me our interest when she was 89 and worked until she was 103. (After ¡eti¡ing, she

died the next year, a sequence I point out to any other Berkshire manager who even thinks of retiring.)

Mrs. B's son, Louie, now 92, helped his mother build the business after he retumed from Wodd Wa¡ tr

an4 along with his wife, Fran, has been my ftiend for 55 years. In turn, I¡uie's sons, Ron and lrv, have

taken the company to new heights, hrst opening the Kansas City store and now gearing up for Texas.
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The "boys" and I have had many great times together, and I count them among my bæt friends. The
Blumkins are a rema¡kable family. Never inclined to let an extraordinary gene pool go to waste, I am
rejoicing these days because several members of the fourttr Blumkin generation have joined NFM.

Overall, the intrinsic value of the businesses in this Berkshire sector signif,rcantly exceeds their book
value. For many of the smaller companies, however, this is not true. I have made more than my share of mistakes
buying small companies. Chadie long ago told me, "If something's not worth doing at all, it's not worth
doing well," and I should have tistened harder. In any event, our large purchases have generally worked
well - extraordinarily well in a few cases - and overall this sector is a winner for us.

Certain shareholders have told me they hunger for more discussions of accounting arcana. So here's a
bit of GAAP-mandated nonsense I hope both of them enjoy

Common sense would tell you that our varied subsidiaries should be carried on our books at their cost
plus the earnings they have retained since our purchase (unless their economic value has materially decreased, in
which case an appropriate writc-down must be taken). And that's essentially the reality at Berkshire - except for
the weird situation at Mannon,

We purchased 64% of the company in 2008 and put this interest on our books at our cost, $4.8 billion.
So far, so good. Then, in early 2011, pursuant to our original contact with the Pritzker family, we purchased an
additional 167o, paying $1.5 billion as called for by a formula that reflecæd Marmon's increased value. In this
instance, however, we were required to immediately write off $614 million of the purchase price retroactive to
the end of 2010. (Don't ask!) Obviously, this write-off had no connection to economic reality. The excess of
Marmon's intrinsic value over its carrying value is widened by this meaningless wriæ-down.

Finance and tr'inancial Products

This sector, our smallest includes two rental companies, XTRA (trailers) and CORT (furniture), and

Clayton Homes, the counhy's leading producer and ñnancer of manufactu¡ed homes. Aside from these 100%-owned

subsidiaries, we also include in this caûegory a collection of financial assets and ow 5O7o interest in Berkadia

Commercial Mortgage.

It's instructive to look at what transpired at our three operating businesses after the economy fell off a

cliff in late 2008, because their experiences illuminate the fractured recovery that later came along.

Results at our two leasing companies mirrored the "non-housing" economy. Their combined pre-tax

earnings were $13 miltion in 2009, $53 million in 2010 and $155 million in 201I, an improvement reflecting the
steady recovery we have scen in almost all of our non-housing businesses. In contrast, Clayton's world of
rnanufactured housing (ust like site-built housing) has endured a ve¡itable depression, experiencing no recovery
to date. Manufactured housing sales in the nation were 49,789 homes in 2009, 50,046 in 2010 and 51,606 in
201l. (When housing was booming in 2005, they were 146,744.)

Despite these difficult times, Clayton has continued to operate profrtably, largely because its mortgage
portfolio has performed well under trying circumstances. Because we are the largest lender in the manufactured
homes sector and are also normally lending to lower-and-middle-income families, you might expect us to suffer
heavy losses during a housing meltdown. But by sticking to old-fashioned loan policies - meaningful down
payments and monthly payments with a sensible relationship to regular income - Clayton has kept losses [o

acceptable levels. It has done so even though many of our borrowers have had negative equity for some time.

As is well-known, the U.S. went off the rails in its home-ownership and mortgage-lending policies,

and for these mistakes our economy is now paying a huge price. All of us participated in the destructive

behavior - government, lenders, borrowers, the media, rating agencies, you name it. At the core of the folly was

the almost universal betief that the value of houses was cerüain to incrpase over time and that any dips

would bc inconsequential. The acceptance of this premise justiñed almost any price and practice in housing

transactions, Homeowners everywhere felt richer and n¡shed to "monetize" the increased value of their homes by
refiruncings. These massive cash inft¡sions fueled a consumption binge throughout our economy. It all seemed

great fun while it lasted. (A largely ururoted fac[ Large numbers of people who have "losf' their house through

foreclosure have actually realiznd a profit because they carried out rehnancings eadier that gave them cash in
excess of thei¡ cost. In these cases, the evicted homeowner was the winner, and the victim was the lender.)
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In 2007, the bubble burst, just as all bubbles must. We ¿ue now in the fourth year of a cure that, though

long and painfrrl, is sure to succeed. Today, household formations a¡e consistently exceeding housing starts.

Çlayton's earnings should improve materially when the nation's excess housing inventory is worked

off. As I see things today, however, I believe the intrinsic value of the th¡ee businesses in this sector does not

differ materially from their book value.

Investments

Below we show our common stock investments that at yearend had a market value of more than $l billion.
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Market

(inmillíons)

Percenløge of
Company
0wned

13.0
8.8

2.3
5.5
t.2
4.5

I1.3
5.1

2.6
1.9

3.6
4.r
1.1

7.6

t2/3 I/I I

Cost*Shares Cotnpany

American Bxpress Company . .

The Coca-Cola Company
ConocoPhillips
Intemational Business Machines C-orp. . . . . .
Johnson & Johnson
Kraft Foods Inc.
MunichRe
POSCO
The Procter & Gamble ComPanY . .

Sanofi
Tesco plc
U.S. Bancorp
Wal-Mart Stores, Inc.
WellsFargo &Company ....
Others .

Total Common Süocks Carried at Ma¡ket . . . .

151,610,700
200,000,(Ð0

29,100,937
63,905,93r
3L,416,127
79,034,713
20,060,390

3,9+7,555
72,39r,036
25,848,838

291,577,428
78,060,769
39,037,142

400,015,828

$ 1,287

L,299
2,0n

10,856
1,880
2,599
2,990

768
464

2,055
1,719
2,401
1,893

9,086
6,895

$ 7,151

13,994
2,121

I1,751
2,060
2,953
2,464
1,301

4,829
1,900

1,827

2,112
2,333

11,024
9,171

$?6,991$48,209

+This is our actual purchase price and also our tax basis; GAAP "cost" differs in a fow cases because of
write-ups or write-downs that have been required.

We made few changes in our investment holdings during 201 1. But th¡ee moves were impoftant: our

purchases of IBM and Bank of America and the $1 billion addition we made to our Wells Fargo position'

The banking industry is back on its feet, and Wells Fargo is prospering. Its eamings are sEong, its

æsets solid and its capital at record levels, At Bank of America, some huge mistakes were. made by prior

management. Brian Moynihan has made excellent pfogress in.cleaning these up, though the completion of that

pro""i. witl take a number of years. Concurrentþ, he is nurturing a huge and attractive underlying business that

wi¡ endure long after today's problems are forgotten. Our warrants to buy 700 million Bank of Ame¡ica shares

will likely be of great value before they expire.

As was the case with Coca-Cola in 1988 and thc railroads in ã)06, I was late to the IBM party. I have

been reading the company's annual report for more than 50 years, but it wasn't until a Saturday in March last

year that *y ttrinting cryita[ized. As Thoreau said, "It's not what you look at that matters, it's what you see."

Todd Combs built a $1.75 billion portfolio (at cost) last year, and Ted Weschler will soon create one of

similar size. Each of them receives SOVo ot his performance compcnsation from his own results and 207o from his

partner's. When our quarterly filings report relatively small holdings, these are not likely to be buys I rnade

Ithough the media often overlook that point) but rather holdings denoting purchases by Todd or Ted.
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One additional point aboutthese two new arrivals. Both Ted and Todd will be helpful to the next CEO

of Berkshire in making acquisitions. They have excellent "business minds" that grasp the economic forces likely
to determine the future of a wide variety of businesses. They are aided in their thinking by an understanding of
what is predictable and what is unknowable.

rhere is tiule new to report on our;;J;J,ii:.l,ï,", we have described in detait in past reports.

(Annual reports since 1977 ue available at www.berkshirehathaway.com.) One important industry change,

however, must be noæd: Though our existing contracts have very minor collateral requirements, the rules have

changed for new positions. Consequently, we will not be initiating any major derivatives positions. We shun

contracts of any type that could require the instant posting of collateral. The possibility of some sudden and huge

posting requiroment - arising from an out-of-the-blue event such as a worldwide financial panic or massive terrorist

attack - is inconsistent with our primary objectives of redundant liquidity and unquestioned financial strenglh.

Our insurance-like derivatives contracts, whereby we pay ifvarious issues included in high-yield bond

indices default, are coming to a close. The contracts that most exposed us to losses have already expired, and the

remainder will terminate soon. In 201 l, we paid out $86 million on two losses, bringing our total payments to

$2.6 billion. We a¡e almost certain 3o rcalize a flrnal "underwriting profit" on this portfolio because the premiums

we received were $3,4 billion, and our ñ¡ture losses are apt to be minor. In addition, we will have averaged about

$2 billion of float over the five-year life of these contracts. This successful result during a time of great credit

stress underscores the importance of obtaining a premium that ís commensurate with the risk.

Charlio and I continue to believe that our equity-put positions will produce a signiñcant profit, considering

both the $4.2 billion of float we will have held for more than fifteen years and the $222 million profit we've already

rcalized on conEacts that we repurchased. At yearend, Berkshire's book value reflected a liabilþ of$8.5 billion for

the remaining contracts; if they had all come due at that time our payment would have been $6.2 billion.

The Basic Choices for fnvestors and the One IVe Strongly Prefcr

Investing is often described as tho process of laying out money now in the expectation of receiving

more money in the future. At Berkshire we take a more demanding approach, defining investing as tl¡e transfer to

others of purchasing power now with the reasoned expectation of receiving more purchasing powet - after tqlees

have beei paíd on nominal gains - in the future. More succinctly, investing is forgoing consumption now in
order to have the ability to consume more at a later date.

Fro¡r our definition there flows an important coröllary: The riskiness of an investmcnt is no, measured

by beta (a Wall St¡eet term encompassing volatility and often used in measuring risk) but rather by the

probability - the reasoned probability - of that investment causing its owner a loss of purchasing-power over his

contemplated holding period, Assets can fluctuate greatly in price and not be risky as long as they aro reasonably

certain to deliver increased purchasing power over their holding period. And as we will see, a non-fluctuating

asset can be laden with risk.

Investment possibilities a¡e both many and varied. There are th¡ee major categories, however, and it's
important to understand the cha¡acteristics of each. So let's survey the field.

. Investments that are denominated in a given currency include money-market funds, bonds, mortgages,

bank deposits, and other instruments, Most of these currency-based investments are thought of as "safe."

In truth they are among the most dangerous of assets. Thei¡ beta may be zero, but their risk is huge.

Over the past century these instruments have destroyed the purchasing powor of investors in many

countries, even as the holders continued to receive timely payments of interest and principal. This ugly
result, moreover, will forever recur. Governments determine the ultimate value of money' and systemic

forces will sometimes cause them to gravitate to policies that produce inflation. From time to time such

policies spin out of control.

Even in the U.S., where the wish for a stable currency is strong, the dollar has fallen a staggering 867o

in value since 1965, when I took over management of Berkshire. It takes no less than $7 today to buy

what gl did at that time. Consequently, a tax-free institution would have needed 4.37o interes¡ annually

from bond investments over that period to simply maintain its purchasing power. Its managers would
have been kidding.themselves if they thought of any portion of that interest as 'Tncome."
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For tax-paying investors like you and me, the picture has been far worse. During the same 47-yeat

period, continuous rolling of U.S. Treasury bills produced 5.7% annually. That sounds satisfactory. tsut

if an individual investor paid personal income taxes at a rate averaging25To, thís 5J% return would

have yielded nothing in the way of real income. This investor's visible income t¿x would have stripped

him of 1.4 points of the stated yield, and the invisible inflation t¿x would have devoured the remaining

4.3 points. [t's noteworthy that the impticit inflation'tax" was more than triple the explicit income tax

that our investor probably thought of as his main burden. 'In God We Tn¡st" may be imprinted on our

cu[ency, but tho hand that activetes our government's printing press has been all too human.

High interest rates, of course, ca¡l compensate purchasers for the inflation risk they faco with currency-based

investments - and indee{ rates in the eady 1980s did that job nicely. Current rates, however, do not come

close to offsetting the purchasing-power risk that invesúors assume. Right now bonds should come wifh a

waming label.

Under today's conditions, therefore, I do not like currency-based investments. Even so, Bertshirc holds

signihcant amounts of them, primarily of the short-term variety. At Berkshire the need for ample

liquidity occupies center stage and will never be slighæd, however inadequate rates may be.

Accornmodating this need, we primarily hold U.S. Treasury bills, the only investment that can be

counted on for liquidity under the most chaotic of economic conditions. Our working level for liquidity

is $20 billion; $10 billion is ou¡ absolute minimum.

Beyond the requirements that liquidity and regulators impose on us, we will purchase currency-related

securities only if they offer the possibility of unusual gain - either because a particular credit is

mispriced, as can occl¡r in periodic junk-bond debacles, or because rates rise to a lovel that offers the

porriUitity of realizing substantial capital gains on high-grade bonds when rates fall. Though we've

exploiteóboth opportunities in the past- and may do so again - we are now 180 degrees removed from

such prospects. Today, a wry co¡nment that Walt Streeter Shelby Cullom Davis ¡nade long'ago seems

apc "Bonãs promoted as offering risk-ftec returns are now priced to deliver tetum-ftee risk"'

The second major category of investments involves assets that will never produce anything, but that are

purchased in the buyei's hope that someone else - who also knows that the asscts will be forever

irnproductive - wilt pay -ot" for them in the future. Tulips, of all things, briefly became a favoriûe of

such buyers in the 17ü century.

This type of investment requires an expanding pool of buyers, who, in turn, afe enticed because they

be[evã the buying pool will expand still further. Owners aÍe not inspired by what the asset itsclf can

produce - it wilt remain lifeless forever - but rather by the belief that others will desire it even more

avidly in the future.

The major asset in this category is gold, currently a huge favorite of investors who fear almost all other

assets, especially paper money (of whose value, as noted, they are right to be fearful); Gold, however,

has two significant shortcomings. being neither of much use nor procreative. Trug gold has some

industrial and decorative utility, but the demand for these purPoses is both limited and incapable of

soaking up new production. Meanwhile, if you own one ounce of gold for an etemity, you will still

own one ounce at its end.

What motivates most gold purchasers is thei¡ belief that the ranks of the fearfi¡l will grow. During the

past decade that belief has proved correct. Beyond that, the rising price has on its own generated

ã¿¿itional buying enthusiasm, attracting purchasers who see the rise as validatiog an investment thesis.

As ,,bandwagon" investors join any party, they create their own truth -/o r a whìle.

Over the past 15 years, both Internet stocks and houses have demonstrated the extraordinary excesses

that can be created by combining an ¡nitially sensible thesis with well-publicized rising prices. In these

bubbles, an army of originally skeptical investors succumbed to the "proofl' delivered by the market,

and the pool of buyers - for a time - expanded sufficiently to keep the bandwagon rolling. But bubbles

blown úrge enough ineviably pop. And then the old proverb is confirmed once again: "What the wise

man does in the beginning, the fool does in the end"'
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Today the world's gold stock is about 170,000 metric tons. If all of this gold were melded together, it
would form a cube of about 68 feet per side. (Picture it fitting comfortably within a baseball infield.) At
$1,750 per ounce - gold's price as I write this - its value would be $9.6 trillion. Call this cube pile A.

Let's now create a pile B costing an equal amount. For that we çould buy all U.S. croptand (4$g

million acres with output of about $200 billion annually), plus 16 Exxon Mobils (the world's most
profitable company, one earning more than $40 billion annually). After these purchæes, we would
have about $l trillion Ieft over for walking-around money (no sense feeling strapped after this buying
binge). Can you imagine an investor with $9.6 rillion selecting pile A over pile B?

Beyond the staggering valuation given the existing stock of gold, cunent prices make today's annual
production of gold command about $160 billion. Buyers - whether jewelry and indust¡ial users,

frightened individuals, or speculators - must continually absorb this additional supply to merely
maintain an equilibrium at present prices.

A century from now the 400 million acres of farmland will have produced staggering amounts of com,
wheat, cotton, and other crops - and will continue to produce that valuable bounty, whatever the
cunency may be. Exxon Mobil will probably have delivered trillions of dollars in dividends to its
owners and will also hold assets worth many more trillions (and, remember, you get Ió Exxons). The
170,000 tons of gold will be unchanged in size and still incapable of producing anything. You can
fondle the cube, but it will not respond.

Admittedly, when people a century from now a¡o foarfi¡l, it's likely rnany will still rush to gold. I'm
confident, however, that the $9.6 fillion current valuation of pile A will compound over the cenhrry at

a rate far inferior to that achieved by pile B.

Our Frrst two categories enjoy maximum popularity at peaks of fear: Terror over economic collapse

drives individuals to currency-based assçts, most particularly U.S. oblígations, and fea¡ of culrency

collapse fosters movement to sterile assets such as gold. We hea¡d 'tash is king" in late 2008, just

when cash should have been deployed rather than held. Similarl¡ we heard "cash is trash" in the early
1980s just when fixed-dollar invqstments were at their most attractive level in rnemory. On those

occasions, investors who required a supportive crowd paid dearly for that comfort.

My own preference - and you knew this was coming - is our third category: investment in productive

assets, whether businesses, farms, or real estate. Ideally, these assets should have the ability in
inflationary times to deliver output that will retain its purchasing-power value while requiring a

minimum of new capital investment. Fa¡ms, real estate, and many businesses such as Coca-Cola, IBM
and our own See's Candy meet that double-barreled test. Certain other companies - think of our
regulated utilities, for example - fail it because inflation places heavy capital requirements on them, To
earn more, their owners must invest more. Even so, tlese investments will remain superior to
nonproductive or currency-based assets.

Whether the currency a century from now is based on gold, seashells, shark teeth, or a piece of paper

(as today), people will be willing to oxchange a couple of minutes of their daily labor for a Coca-Cola

or some See's peanut brittle. In the future the U.S. population will move more goods, consume more

food, and require more living space than it does now. People will forever exchange what they produce

for what others produce.

Our country's businesses will continue to eflrciently deliver goods and services wanted by our citizens.

Metaphorically, these commercial "cows" will live for centuries and give ever greater quantities of "milk"
to boot. Their value will be determined not by the medium of exchange but rather by their capacity to
deliver milk, Proceeds from the sale of the milk will compound for the owners of the cows, just as tlrey

did during the 20ü century when the Dow increased from 66 to L1,497 (and paid loads of dividends as

well), Berkshire's goal will be to increase its ownership of first-class businesses. Our first choice will be

to own them in their entirety - but we will also be owners by way of holding sizable arnounts of
marketable stocks. I believe that over any extended period of time this category of investing will prove to

be the runaway winner among the three we've examined. More important, it will be áylr the safest.
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The Annual Mecting

The annual meeting will be held on Saturday, May 5ú at the CenturyLink Center (renamed from
"Qwest"). [¿st year, Canie Kizer debuted as t]re ringmaster and earned a lifetime assignment. Everyone loved
the job she did - especially me.

Soon after the 7 a.rn opening of the doors, we will have a new activity: The Newspaper Tossing Challenge.

L,ate last year, Berkshire purchæed the Omaha World-Herald and, in my nieeting with its shareholder-employees,

I told of the folding and throwing skills I developed while delivering 500,000 papers as ateenager.

I immediately saw skepticism in the eyes of the audience. That was no surprise to me. After all, the
reporters' mantra is: "If your mother says she loves you, check it out." So now I have to back up rny claim. At
the meeting, I will take on all comers in making 35-foot tosses of the World-Herald to a Cþton porch. Any
challenger whose paper lands closer to the doorstep than mine will receive a dilly bar. I've asked Dairy Queen to

supply several for the contest, though I doubt that any will be needed. We will have a large stack of papers. Grab

one. Fold it (no rubber bands). Take your best shot. Make my day.

At 8:30, a new Berkshi¡e movie will be shown. An hour l?¡ter, we will sta¡t the question-and-uuwor
period, which (with a break for lunch at the Centurylink's stands) will læt until 3:30. After a short recess,

Cha¡lie and I will convene the annual meeting at3:45,If you decide to leave during the day's question periods,

please do so while Charlie is talking.

The best reason to exit, of course, is to slrop. We will help you do so by filling the 194,300-squarc-foot

hall that adjoins the meeting a¡ea with products from dozens of Berkshire subsidia¡ies. Last year, you did your
part, and most locations racked up record sales. In a nine-hour period, we sold 1,249 pairs of Justin boots, I 1,254

pounds of See's candy, 8,000 Quikut knives (that's 15 knives per minute) and 6,126 pairs of Wells l¿mont
gloves, a Marmon product whose very existence was news to me, (The product I focus on is money.) But you can

do better. Rememben Anyone who says money can't buy happiness simply hasn't shopped at our mecting.

Among the new exhibitors this year will be Brooks, our mnning-shoe company. Brooks has been

gobbling up market share and in 2011 had a sales gain of 347o, its ænth consecutive year of record volume. Drop

by and congratulate Jim Weber, the company's CEO. And be sure to buy a couple of pairs of limiæd edition

"Borkshire Hathaway Running Shoes."

GEICO will have a booth staffed by a number of its top counselors from around the country, all of
them ready to supply you with auto insurance quotes. In most cases, GBICO will be able to give you a
shareholder discount (usualty 87o). This special offer is permitted by 44 of the 5l jurisdictions in which we

operate. (One supplemental point: The discount is not additive if you quatify for another, such as that given

cerlain groups.) Bring the details of your existing insurance and check out whether we can save you money. For

at least half of you, I believe we can.

Be sure to visit the Bookworm. It will carq/ more than 35 books and DVDs, including a couple of new

ones. I recommend MiTek, an infor¡native history of one of ot¡r very successful subsidiaries. You'll leam how my

interest in the company was originally piqued by my receiving in the mail a hunk of ugly metal whose purposc I
couldn't fathom. Since we bought MiTek in 2001, it has made 33 "tuck-in" acquisitions, almost all succossful. I
think you'll also like a short book that Peter Bevelin has put together explaining Berkshire's investment and

operating principles. [t sums up what Charlie and I have been saying over the years in annual r€ports and at

annual meetings. Should you need to ship your book purchases, a shipping service will be available nearby.

If you are a big spender - or aspire to become one - visit Elliott Aviation on the east side of the Omaha

airport between noon and 5:00 p.m. on Saturday. There we will have a fleet of NetJets aircraft that will get your
pulse racing. Come by bus; leave by private jet. I'll OK your credit.

An attachment to the proxy material that is enclosed with this report explains how you can obtain the

credential you will need for admission to the meeting and other events. Airlines have sometimes jacked up prices

for the Bcrkshire weekend. If you are coming from far away, compare the cost of flying to Kansas City versus

Omaha. The drive between the two cities is about2Vz hours, and it may be that you can save significant money,

particularly if you had planned to rent a car in Omaha. Spend the savings with us.
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At Nebraska Furniture Ma¡t, located on a77-acrc site on 72nd Sheet between Dodge and Pacific, we
will again be having "Berkshire 'Weekend" discount pricing. Last year the store did $32.7 million of business
during its annual meeting sale, a volume that exceeds the yeady sales of most furnituie stores. To obtain the
Berkshire discount, you must make your purchases between Tuesday, May lr and Monday, May 7ø inclusive,
and also present your rneeting credential. The period's special pricing will even apply to theproducts ofseveral
prestigious manufacturers that normally have ironclad rules against discounting but which, in the spirit of
our shareholder weekend, havo made an exception for you. We appreciate their cooperation. NFM is open
from l0a.m. to9p.m.MondaythroughSaturday, and l0a"m.to 6p.m.onSunday. OnSaturdaythisyear,from5:30p.m.
to 8 p.m., NFM is having a picnic to which you are all invited.

At Borsheims, we will again have two shareholder-only events. The first will be a cocktail reception
from 6 p.m. to 9 p.m. on Friday, May 4t. The second, the main gala, will be held on Sunday, May 6ú, from
9 a.m. to 4 p.m. On Saturday, we will be open until 6 p.m. On Sunday, around 2 p.m., tr will be clerking at
Borsheims, desperate to beat my sales hgure from last year. So come take advantage of me. Ask me for my
"Crazy Warren" price.

We will have huge crowds at Borsheims throughout the weekend. For your convenience, therefore,
shareholder prices will be available from Monday, April 30h through Saturday, May 12ù. During that period,
please identify yourself as a sha¡eholder by presenting your meeting credentials or a brokerage statement that
shows you are a Berkshire holder.

' On Sunday, in the mall outside of Borsheims, a blindfolded Patrick Wolff, twice U.S. chess champion,
will take on all comers - who will have their eyes wide open - in groups of six. Nea¡by, Norman Beck, a
remarkable magician from Dallas, will bewilder onlookers. Additionally, we will have Bob Hamman and Sha¡on
Osbcrg, two of thc world's top bridge experts, available to play bridge with our shareholders on Sunday
aftemoon. Two non-experts - Cha¡lie and I - will also be at the tables.

Gorat's and Piccolo's will again be open exclusively for Berkshire shareholders on Sunday, May 6û.
Both will be serving until l0 p.m., with Gorat's opening at I p.ru and Piccolo's opening at 4 p.rn- These

restaurants are my favorites, and I will eat at both of them on Sunday evening. (Actuarial tables tell me that I can

consume another 12 million calories before my death. I'm terrified at the thought of leavíng any of these behind,

so will be frontloading on Sunday.) Rememben To make a reservation at Gorat's, call 402-551-3733 on April lc
(but not beþre) and at Piccolo's, call 402-342-9038. At Piccolo's, show so¡ne class and order a giant root beer
float for dessert Only sissies get the small one.

We will again have the same three hnancial journalists lead the question-and-answer period at the
meeting, asking Charlie and me questions that shareholders have submitted to them by e-mail. The joumalists
and their e-mail addresses are: Carol Loomis, of Fortune, who may be e-mailed at cloomis@fortunemail.com;
Becky Quick, of CNBC, at BerkshireQuestions@cnbc,con\ and Andrew Ross Sorkin, of The New York Times,
at arsorkin@nytimes.com.

From the questions submitted, each joumalist will choose the dozen or so he or she decides are the
most interesting and important. The joumalists have told me your question has the best chance of being selected
if you keep it concise, avoid sending it in at the last moment, make it Berkshire-related and include no more than
two questions in any e-mail you send them. (In your e-mail, let the journalist know if you would like your name
mentioned if your question is selected.)

This year we are adding a second panel of tfuee financial analysts who follow Berkshire. They are Cliff
Gallant of KBW, Jay Gclb of Barclays Capital and Gary Ransom of Dowling and Partners. These analysts will
bring their own Berkshire-specific questions and altemate with the joumalists and the audience,

Charlie and I believe ttrat all sha¡eholders should have access to new Berkshire information simultaneously
and should also have adequate time to analyze it, which is why we try to issue hnancial information after the market
close on a Friday. We do not talk one-on-one to large institutional investors or analysts. Our new panel will lot
analysts ask questions - perhaps even a few technical ones - in a ma¡urer that may be helpful to many shareholders.
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Neither Cha¡lie nor I will get so much as a clue about the questions to be asked. We know the
joumalìsts and analysts will come up with some tough ones, and that's the way we like it. All told, we expect at

least 54 questions, which will allow for six from each analyst and joumalist and l8 from the audienc¿. If there is

some extra time, we will take more from the audience. Audience questioners will be determined by drawings that

will take place at 8:15 a.m. at each of the 13 microphones located in the arena and main overflow room.

*!*!*'ß**,ß¡È***¡t(

For good reason, I regularly extol the accomplishments of our operating manageni. They are tnrly
All-Sta¡s, who run thei¡ businesses as if they were the only asset owned by their families. I believe their mindset

to be as shareholder-oriented as can be found in the universe of large publicly-owned companies. Most have no

financial need to work; the joy of hitting business "home runs" moans as much to them as their paycheck.

Equally important, however, are the 23 men and women who work with me at our corporate offtce (all

on one floor, which is the way we intend to keep it!).

This group efficientþ deals with a multitude of SEC and other regulatory re,quirements and files a
17,839-page Federal income tax retuÍi - hello, Guinness! - as well as state and foreign rÞtums. Additionally,

they respond to countless shareholder and media inquiries, get out the annual rePort, prepare for the country's

largest annual rneeting, coordinate the Board's activities - and the list goes on and on.

They handle all of these business tasks cheerfully and with unbelievable effrciency, making my life easy

and pleasant. Their efforts go beyond activities strictly related tci Berkshire: They deal with 48 universities (selecæd

from 200 applicants) who will send students to Omaha this school year for a day with me and also handle all kinds

of requests that I receive, aftmge my tavel, and even get me hamburgers for lunch. No CEO has it better.

This home office crew, along with our operating managers, has my deepest thanks and deserves yours

as well. Come to Omaha - the cradle of capitalism - on May 5tt and tell them so.

February 25,2012 Warren E. Buffett
Chai¡man of the Boa¡d
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