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He then proceeded to respond to 20 questions in the following order… 
 
(1)  When do you think the economy in China will slow down? 
 
 WB does not expect the economy in China to slow down in a major way in the 
foreseeable future.  The U.S. currently has a $150 billion trade deficit with China, 
compared to $3 billion in the late 1980’s.  As a result of the trade deficit, China has been 
buying U.S. Treasuries.  China currently has 1.1 billion people.  At the first U.S. Census 
in 1790, there were 4 million people.  At the same time, the population of China was 290 
million.  (Almost exactly the same as the U.S. population today).  The U.S. has 
succeeded because our system works.  Today the U.S. produces 30% of the world’s GDP.   
China has a population that is as smart as our population, a similar climate, and similar 
natural resources.  Our system is now being adopted by China.  Therefore, there is no 
reason to believe that China cannot be as successful as the U.S.    
 
 
(2) What is the outlook for GEICO? 
 
 A student mentioned that last week six members of our group met with Tony 
Nicely, the CEO of Berkshire Hathaway owned GEICO.  WB then reminisced about his 
own initial visit to GEICO which also served as his introduction to insurance.  WB was a 
student in the MBA program at Columbia University.  His hero was Professor Benjamin 
Graham.  Since WB had learned that Graham was the Chairman of the Board of GEICO, 
he decided to visit GEICO.  (WB was interested in anything that Graham was interested 
in.)  He took a train to Washington from New York (1950) arriving on a Saturday 
morning.  Since GEICO’s offices were locked, WB banged on the door.   When a janitor 
answered, WB asked if he could meet with “anyone except you” .   Fortunately, one 
employee was there – Lorimar Davidson, who spent four hours explaining both insurance 
and GEICO to WB.  WB immediately grasped that GEICO would have an enduring 
competitive advantage.  (Davidson subsequently became CEO of GEICO).   
WB was sufficiently impressed that he invested 75% of his net worth of $9,800 in 
GEICO.  When GEICO subsequently got into financial difficulty in the 1970’s as a result 
of bad management (and its stock dropped from 70 to 2 1/8), WB bought about 1/3 of the 
company for $40 million.  His holdings grew to about 50% of the company as a result of 
stock buybacks by GEICO.  In 1996, WB bought the remaining half of the company for 
$2 billion.  GEICO was started by Leo Goodwin and his wife in 1936 with a $200,000 
investment. 
 
 With respect to automobile insurance, in 1922 State Farm Insurance “had a better 
idea”  by starting a mutual insurance company for personal insurance.  They then became 
the largest insurer.  In 1936, GEICO “had a better idea” , selling insurance without agents.  
Today, GEICO has a 6% market share and a $10 billion business.  Both Progressive 
Corporation (with a similar model) and GEICO will be the automobile insurers of the 
future, and will grow market share over time.   
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(3)  What qualities does WB look for in owners/managers of businesses. 
 
 Passion is the most important attribute.  The owner or manager must love the 
business more than money.  WB looks for intelligence (“everyone here is smart 
enough”), business savvy (“some people have it, and some people don’ t” ), energy, and 
integrity.  If someone is lacking in integrity, then WB would prefer someone who is 
dumb and lazy (can do less damage).  The person who lacks integrity can ruin a good 
business.   
 
 
(4) How does WB respond to an ineffective manager? 
 
 If a manager is not doing his job, then he cannot motivate employees.  
Occasionally a change needs to be made.   Dismissing someone is the only part of his job 
that he does not like.  WB is good at spotting .400 hitters, but he is not good at turning  
.200 hitters into .400 hitters. 
 
 
(5) When would WB sell a business? 
 
 WB will sell only if the business will permanently lose money, or it has labor 
problems.   
 
 
(6) What does WB focus on when reading annual reports? 
 
 WB looks for a company with an enduring competitive advantage.  He wants to 
have a good idea of what the economics of the business will look like in 10 years.  He 
seeks a business he understands, one that is within his “circle of competence” .  If he were 
a basketball coach, he would look for 7 footers with an enduring advantage, not 5 footers 
who claim that they have good skills.  For WB  to make an investment in such a 
company, the price would also have to be reasonable. 
 
 
 
(7) What have been WB’s best investments? 
 
 WB can follow a company for many years before buying it (if the price declines 
or there are new factors).  He watched Coca-Cola for 30-40 years, before buying it in 
1988 ( “a few factors were being maximized, and the price was right” ).  Similarly, he 
followed Gillette for decades, until in 1989 it had the right management and price.  Since 
Berkshire Hathaway owns 8% of Coca-Cola, WB facetiously told the students he did not 
care whether or not they drank the Coca-Cola products in the conference room, just as 
long as they “opened the bottle” .  
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 WB’s best investment was Western Insurance that he discovered in Moody’s 
Manual in 1950.  (WB mentioned that he went through all 10,000 pages or so of the 
manual, which he still keeps in his office.)   Western Insurance was earning $20 per 
share, and the stock price the year before ranged from $3 - $13.  He bought at $16, or a 
price-earnings ratio of less than one, after performing research by interviewing insurance 
agents and placing newspaper ads to track down some of the 50,000 shares outstanding.  
Finding Western Insurance in the Moody’s Manual, was the equivalent of a “Playboy 
centerfold with a staple in it”  for WB.   
 
 
(8)  What are WB’s views on the U.S. trade deficit? 
 
 The U.S. is incurring a $2 billion per day current deficit vs. a $12 trillion 
economy.  At this rate, in 10 years we would have to send 3% of our output abroad to pay 
for this deficit.  Although, WB has been shorting the dollar, 80% of his investments are 
dollar denominated.  Recently, when speaking to his friend Bill Gates, WB learned that 
Gates was also shorting the dollar and making similar currency purchases.  WB and  
Gates looked at each other and said: “We own the money supply of New Zealand.”    
Subsequently, WB and Gates agreed to purchase different currencies. 
 
 
(9) How do you handle stress? 
 
 WB does not have any stress.  (He doesn’ t smoke, doesn’ t drink, but likes to eat – 
he “doesn’ t like to leave any calories behind.” ) 
 
 If we work for someone we admire, there will be no stress.  We should avoid 
stressful situations (the stress isn’ t worth it).  “Taking a job for money is like marrying for 
money, which is especially dumb if you are already rich.”   When WB graduated from 
Columbia, he offered to work for Ben Graham for nothing.  Graham said WB “was 
overpriced.”   In 1953, when Graham did offer WB a job, WB knew it was the right job.  
As a youth, WB enjoyed delivering papers for the Washington Post in part because there 
was no stress.  WB wants to do only what he would do for nothing. 
 
 
(10)  What are WB’s views on education, since many of his top managers did not have a 
college degree? 
 
 One can be successful in business if they have desire and energy.  Any IQ over 
125 is wasted in business or investments.  WB visited Wal-Mart last week in Bentonville, 
Arkansas (Wal-Mart headquarters).  At Wal-Mart ordinary people are doing 
extraordinary things.  Susan Jacques is the CEO of Borsheim’s Jewelry (a Berkshire 
Hathaway company).  She lacks a college degree, but her leadership has energized her 
employees.  Rose Blumkin (Mrs. B) (started Nebraska Furniture Mart – now a Berkshire 
Hathaway company) was a Russian émigré who did not speak any English.  She learned 
the language from her 5-year old daughter who would teach her mother the English 
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words she learned that day in school.  Business schools should study Mrs. B.  Her 
business today has revenues of $350 million.  Mrs. B could outperform the CEO of any 
Fortune 500 company.  She loved her work so much, that she kept price tags on her 
furniture at home to remind her of her business.  WB discourages his top managers from 
retiring by telling them that Mrs. B died one year after she retired (at age 103).  If you 
told Mrs. B the dimensions of a room in feet, she could immediately tell you how many 
square yards of carpet it needs.  She even successfully defended herself in court when a 
competitor sued her for charging prices that were too low.  She told the judge that she 
paid $2 per sq. yd. for a carpet, and sold it for $3.98 per sq. yd. (vs. $5.98 for a 
competitor).  She told the judge that if she raised prices she would be robbing her 
customers. “How much should I rob my customers?”   The judge dismissed the case. 
 
 
 
(11) How valuable is a business school education? 
 
 WB got a lot out of business school, but it is not a requirement for success in 
business.  He admires professors who inspire their students.  Business school students  
make friends for life among their classmates.  If you know who the heroes of young 
people are, you can predict who will be successful.  The earlier someone starts a business 
(e.g., a lemonade stand, newspaper route, or invests in the stock market), the more 
successful he/she is likely to be.  
 
 
 
(12)  What are WB’s views on 401(k) plans?  
 
 WB recommends 401(k) plans because of matching funds from employers and tax 
benefits.  He recommends buying a low cost index fund on a regular basis to weather the 
ups and downs (dollar cost averaging), which would also offer tax-free compounding.  
“Compounding is amazing – like rolling a snowball down hill, if there is wet snow and a 
long hill.”  
 
 
 
(13) What are WB’s views on nuclear nonproliferation? 
 
 WB believes that this is the number one issue of our time.  There are millions of  
people who are intent on harming others.  WB personally and financially supports the 
Nuclear Threat Initiative (NTI) founded by Ted Turner and Sam Nunn.  He also referred 
to the Einstein-Russell Manifesto.  In order to use nuclear weapons, there must be access 
to knowledge, materials, and deliverability.   Knowledge is spreading on the Internet.  
Our biggest protection comes from the lack of access to materials (nuclear grade 
plutonium).  WB is also concerned about chemical and biological weapons. (e.g., 
Anthrax could kill as many people as a 10 kiloton bomb in downtown New York.)  He is 
more concerned about governments using these weapons than he is about terrorists.  
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Some people believe that no government would ever use these weapons, but the U.S. 
used nuclear weapons in 1945.  The world almost had a nuclear World War III in 1962 
(Cuban Missile Crisis).  We were fortunate that Kennedy and Khrushchev were not 
influenced by their advisors.  If Hitler’s anti-Semitism had not chased the best scientists 
out of his country, Germany may have been the first with nuclear weapons. 
 
 
(14) What is WB’s favorite company owned business? 
 
 GEICO is his best investment, it transformed his life.  It is his preferred Berkshire 
company because of its past performance, future potential, and it also is his “oldest 
child” .  (He has “40 kids in his family” .)  
 
 
(15) What advice do you have for a student who will soon earn an MBA? 
 
 “Get on the right train early” .  “Don’ t go into the buggy whip business.”   Last 
Friday, WB met with Jeff Immelt (CEO of General Electric) and Steve Ballmer (CEO of 
Microsoft).  When they were both 23 years old they shared a cubicle at Procter & 
Gamble.  Soon thereafter they went to their current corporations.  (Immelt’s father also 
worked for GE).  Take your first job as if it is the last one.  Taking jobs as stepping stones 
to something better, is “ like saving sex for old age” .  If  you are enthused and fired up 
about your job it will be found out. “You will jump out from the crowd.”   Show passion 
for your work. 
 
 
(16) What investment advice do you have for students? 
 
 Get started investing as soon as possible.  WB bought his first stock at age 11. (He 
wishes he had started sooner.)  He bought 3 shares of Cities Service Preferred at $38 ¼ . 
His sister followed him and did the same.  The price then declined to $27 and his sister 
complained every day on the way to school.  When the stock recovered to $40, he and his 
sister sold.  WB had a $5 profit.  The stock then rose to $200.  The lesson WB  learned 
was not to get involved with others on investments, or else their emotions will spill over. 
 
 Students should start by actually investing small sums, not just investing on paper.  
(“There are books on investments and sex.  But, the real thing is different” .)  Without 
actually investing, one will not experience the emotions resulting from price increases as 
well as price decreases.  They should invest in businesses they understand such as 
McDonald’s, Wrigley’s, and Coca-Cola.  Invest in companies that can be expected to do 
well in 10 years.   
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(17) What do you think of real estate? 
 
 If money is easy and cheap there will be a lot of speculation.  WB just sold a 
property in Laguna Beach, California.  It was sold the first day it was listed for $3 ½ 
million (“ I  made a mistake – I asked too low a price.” ).  His house could be reproduced 
for $500,000.   The land which, therefore, sold for $3 million, was 1/20 acre or 2000 sq. 
feet.  Thus, WB sold his land at the rate of $60 million per acre.   
 
 There is now a boom in high end real estate.  The rich have never been richer (“ in 
part as a result of our tax system” .)  The boom feeds on itself.  In 1980 WB bought a 
nearby farm for $600 per acre.  In the mid-1980’s, banks were lending at a 10% interest 
rate for the purchase of farms at a price of $2,000 per acre.  Banks then failed all over the 
state.  People were buying farms for “asset appreciation”  and paid no attention to income 
from the farm.  The farms could produce income of $80 per acre, but the financing cost 
was $200 per acre (10% interest on $2,000 per acre price.)  Therefore, those who 
purchased at $2000 per acre were losing $120 ($200 - $80) per acre.  (Note: At WB’s 
purchase price of $600 per acre, and assuming 10% financing, the financing cost would 
be $60 per acre – resulting in a profit of $20 ($80 - $60) per acre.) 
   
 One characteristic of bubbles, is that people buy assets only for price appreciation, 
and ignore income considerations.  Lots of money can be made in the aftermath of 
bubbles.  One example was the opportunity to have bought assets from the Resolution 
Trust Corporation in the early 1990’s.  Market bubbles will happen again. 
 
 Prices may be declining now in high priced real estate.  When “ the lenders are 
gone”  and the “sellers sell” , prices decline. 
 
 
(18) Do hedge funds pose a risk to the overall economy? 
 
 Unless the hedge funds are highly leveraged and are all on one side, they do not 
necessarily have to have a system wide impact.  Institutions today are looking for the 
holy grail.  Hedge funds have grown rapidly with $1 trillion invested in them.  WB is 
willing to place a large bet that the 10 largest hedge funds today will not outperform the 
S&P 500 over the next ten years.  (This was not the case 30 years ago when there were 
few hedge funds with few dollars invested in them.)  In the fall of 1998, Long Term 
Capital Management (LTCM) failed when they were buying the 29 ½ year U.S. Treasury 
bond with a 10 basis point difference in yield versus the 30 year bond.  LTCM bet the 
difference would narrow over time.  (But, it subsequently widened to 30 basis points.)  
LTCM simultaneously sold short the very liquid 10 year Treasury note.  However, when 
there was a financial panic, there was a stampede into the 10 year Treasury note.  LTCM 
was then forced to unwind its positions. 
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(19) Is outsourcing a problem? 
 
 Outsourcing is not the problem.  Trade is good.  The trade deficit is the problem. 
 
 
(20) What is more important, the right people or the right business? 
 
 If you put the right people in the wrong business, the bad economics of the 
business will prevail.  On the other hand, the wrong people will ruin a good business.  
What you need are the right people in the right business. (“Then you can let the snowball 
roll.” ) 
 
 
 
 
 

 
 

“ A Picture is Worth a Thousand Words”  
Shai Dardashti ’06 Shaking Hands with Warren Buffett 
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________________________________________________________________________ 
 

Lunch at Gorat’s  
(12:00 – 1:30 p.m.) 

 
 
--WB joined the group for lunch at his favorite restaurant, Gorat’s.  He drove four 
students to the restaurant.  His license plate: “THRIFTY.”  
 
--WB’s favorite book is Katharine Graham’s autobiography, Personal History. 
 
--WB hates meetings and has never had one at Berkshire Hathaway.   
 
--WB has never sold a share of Berkshire Hathaway stock, although he has given away 
some of his shares. 
 
--A student asked whether a company like Google has an enduring competitive 
advantage.  WB said that GEICO recently sued Google over keyword advertising 
programs and trademark infringement.  So far, Google has been winning the legal battle.  
Brin and Page are very smart individuals.  However, WB said that his friend Bill Gates 
(Microsoft) wants to “kill”  them.  In 10 years, very few tech/internet firms will be in the 
top 25 by sales, even though they will have had a big impact on our lives.   
 
-- WB mentioned that 10 years from now Wal-Mart will be the largest retailer in the 
world, and one of the top five companies in the world in terms of sales.  Exxon Mobil 
might possibly be in the top five as well. 
--What to look for in a wife/spouse? 
 
 It’s a tremendously important decision.  Look for someone who will love you 
unconditionally and will subtly encourage you to be better than you thought you can be. 
 
 WB told the story of a man who spent 20 years looking for the perfect woman.  
When he finally found her, she unfortunately was looking for the perfect man. 
 
--What good is money?  It buys time and flexibility to do what you want (work how you 
want).  But, it doesn’ t really make a huge difference in other things.  WB does not want 
more money to enhance his obituary.  WB sleeps for 7 hours a day on a mattress like 
everyone else.  He enjoys playing bridge online as much as doing much more expensive 
things (e.g., spending time with friends on a yacht). 
 
--You can buy sex, but you can’ t buy love.  The only way to get love is to be lovable. 
 
--A person is rich if they have many friendships.  WB knows a woman who survived a 
concentration camp but was slow to make friends because she wondered if they would 
hide her.  WB says that a person is rich if they know many people who would hide them. 
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--WB mentioned that all the students are invited back to Omaha for Berkshire 
Hathaway’s next annual meeting (May 2006). They do not have to be shareholders to 
attend.  If the students just mention his name, “ they may let you in.”  
 
--WB treated the students to lunch. 
 
--WB then posed for several group pictures. 
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Before the Meeting: 
Lobby of Berkshire Hathaway Offices 
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Dur ing the Meeting: 
Pr ivate Question and Answer  Session in “ The Cloud Room”  
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After  the Meeting:  
Walking to Mr. Buffett’s Car  for  a Ride to Gorat’s Steakhouse
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At Borsheim’s 
Pr ivate Question and Answer  Session with Er in L imas, CFO 


