Chapter 1

Shareholders as Partners

Although our form is corporate, our attitude is partnership.
Charlie Munger and I think of our shareholders as owners-
partners, and ourselves as managing partners. . . . We do not
view the company itself as the owner of our business assets but
instead view the company as a conduit through which our
shareholders own the assets."

CEOs must embrace stewardship as a way of life and treat
their owners as partners not patsies. It’s time for CEOs to walk

the walk.?
—WARREN BUFFETT

harlie and I hope that you do not think of yourself as merely own-
ing a piece of paper whose price wiggles around daily and that is a
candidate for sale when some economic or political event makes
you nervous. We hope you instead visualize yourself as a part owner of a
business that you expect to stay with indefinitely, much as you might if
you owned a farm or apartment house in partnership with members of
your family. For our part, we do not view Berkshire shareholders as face-
less members of an ever-shifting crowd, but rather as co-venturers who
have entrusted their funds to us for what may well turn out to be the
remainder of their lives.
The evidence suggests that most Berkshire shareholders have indeed
embraced this long-term partnership concept. The annual percentage
turnover in Berkshire’s shares is a small fraction of that occurring in
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the stocks of other major American corporations, even when the shares
I own are excluded from the calculation.

In effect, our shareholders behave in respect to their Berkshire
stock much as Berkshire itself behaves in respect to companies in
which it has an investment. As owners of, say, Coca-Cola or Gillette
shares, we think of Berkshire as being a non-managing partner in
two extraordinary businesses, in which we measure our success by the
long-term progress of the companies rather than by the month-to-month
movements of their stocks. In fact, we would not care in the least if
several years went by in which there was no trading, or quotation of
prices, in the stocks of those companies. If we have good long-term
expectations, short-term price changes are meaningless for us except
to the extent they offer us an opportunity to increase our ownership
at an attractive price.

Charlie and I cannot promise you results. But we can guarantee
that your financial fortunes will move in lockstep with ours for what-
ever period of time you elect to be our partner. We have no interest in
large salaries or options or other means of gaining an “edge” over you.
We want to make money only when our partners do and in exactly the
same proportion. Moreover, when I do something dumb, I want you to
be able to derive some solace from the fact that my financial suffering
is proportional to yours.’

At Berkshire, we believe that the company’s money is the owners’
money, just as it would be in a closely-held corporation, partnership, or
sole proprietorship.*

What we promise you—along with more modest gains—is that during
your ownership of Berkshire, you will fare just as Charlie and I do. If
you suffer, we will suffer; if we prosper, so will you. And we will not
break this bond by introducing compensation arrangements that give
us a greater participation in the upside than the downside.
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We further promise you that our personal fortunes will remain
overwhelmingly concentrated in Berkshire shares: We will not ask you
to invest with us and then put our own money elsewhere. In addition,
Berkshire dominates both the investment portfolios of most members of
our families and of a great many friends who belonged to partnerships
that Charlie and I ran in the 1960s. We could not be more motivated to
do our best.”

Though our primary goal is to maximize the amount that our share-
holders, in total, reap from their ownership of Berkshire, we wish also
to minimize the benefits going to some shareholders at the expense
of others. These are goals we would have were we managing a family
partnership, and we believe they make equal sense for the manager of
a public company. In a partnership, fairness requires that partnership
interests be valued equitably when partners enter or exit; in a public
company, fairness prevails when market price and intrinsic value are in
sync. Obviously, they won’t always meet that ideal, but a manager—by
his policies and communications—can do much to foster equity.®






