Strong 2Q earnings for Berkshire Hathaway – An Added Value
Play for US Equity Exposure

The Thinking Man’s
Approach

Senior Bank Loans offer a very good alternative to diversify High Yield holdings
within an investment portfolio.
Led by the legendary investor Warren Buffett,
Berkshire Hathaway (BRK) Inc., is a holding company that owns subsidiaries
engaging in diverse business activities across various industries. In our Thinking
Man’s note in May, we recommended that clients looking for added value to their
US Large Cap core holding substitute part of this exposure with Berkshire
Hathaway stock- because of the company’s positioning to play the US economic
recovery and access to a portfolio of private companies selected by the world’s
leading investor. On Friday, August 2nd, the company reported strong second
quarter earnings, and we continue to believe that the company is well positioned
to add value to an investor’s US equity portfolio.
We live in a world with a sluggish US recovery, a potential hard landing in China,
and Europe bottoming-out from the worst recession in post WWII history. The
macro environment, while improving from recent years past, is still delicate.
The equity markets over the past few years have been strong-but it’s important
to note that during the last 3 years, companies were able to squeeze profit
margins quite dramatically, while sales growth has been on average quite
sluggish. During 2013, the S&P 500 index return of almost 20% has then been
mainly explained by an expansion in the market multiple (i.e. valuations in the
equity market). We think that the US equity market will continue experiencing
market multiple expansion. We may start to be concerned when we get to a
multiple of 18X (from 16X today), which we guess may occur during the first year
of monetary policy tightening (please do not confuse with monetary policy
“tapering”).
Thus, it becomes more and more important to find companies that still offer
growth at attractive valuations. During the 2Q13, S&P 500 companies posted
quite sluggish top and bottom-lines: year-over-year 2Q13 profits rose by an
average of 3.6% while sales grew by 1.2%.1 Let’s contrast that with Berkshire
Hathaway that just posted 2Q13 profits rising 49% while sales grew by 16% yearover-year (yoy). Excluding the impact of gains on investments and derivatives,
revenue increased 12% yoy.1
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Last week, Berkshire Hathaway announced its second
quarter earnings and reported very strong sales and
earnings growth- with 49% growth year-over-year in
profits and 16% growth in sales. For the same periodthe S&P 500 reported 3.6% growth in profits and
1.2% growth in sales. Berkshire Hathaway has
benefitted from its portfolio of high quality privately
held companies and exposure to sectors which are
benefitting from the stabilization of the US economy.
We recommend clients substitute 10% of their US
equity large cap exposure for Berkshire Hathaway.

In this sense, we re-iterate (as we published in The Thinking Man’s May note) our thesis that
Berkshire Hathaway constitutes a good opportunity to substitute up to 10% of a client’s US
Large Cap exposure for several reasons:
1. BRK is well positioned to take advantage of the US economic recovery, especially in
financials, housing and railroads.
These segments of the business reported strong earnings results for the second quarter
and have positive outlooks. The financial and financial product segments reported an
11% yoy earnings increase. The manufacturing, service, and retailing segment (which
includes many of the consumer products and housing businesses) reported sales
increases of 16% yoy. Burlington Northern Santa Fe- which has been a star performer
(especially in industrial products and petroleum shipments) increased revenues by 5%
yoy.
2. Further realization of profits from past investments and derivatives
Investment and derivates are having a strong impact on the profits of the business- as
demonstrated by their impact on earnings in 2Q13
3. Private equity portfolio of BRK is a catalyst of value for shareholders
Some analysts estimate that in 2013, 70% of BRK’s earnings will come from this private portfolio,
and only 30% from the publicly traded equity portfolio.1 Given that we are likely entering an
environment where US equities will be approaching full value levels- exposure to privately held
companies provides investors an attractive opportunity.

4. Further accretive acquisitions
In 2012, Berkshire Hathaway made 26 acquisitions, a record year. They are continuing to be
active in acquisitions in 2013- as BRK laid out $12.3B for its investment in Heinz, and $2.1B for
additional stakes in Iscar (a dynamic full line supplier of precision carbide metal working tools )
and Marmon (a global diversified industrial company). Warren Buffet said he believes his future
acquisitions - which have in the past included large multi billion dollar deals that have been
increasingly scarce- will include more transactions which are smaller in size. Rather than wait
for the “elephants” he can hunt down, he is more willing to look actively to use Berkshire’s

cash and invest in smaller transactions that he hopes will increase the company’s
earnings.
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Lastly, with BRK’s book value per Class A share at $122,900 (or $82 per class B share), Buffet would
now be willing to step in and buy back stock up to $147,500 per class A share (or $98 per class B
share), implying a floor on the company’s shares around 15% below current prices.
While the stock has significantly outperformed the S&P 500 index this year, we believe that it will
continue to provide value to an investor’s US equity portfolio. The strong results of second quarter
re-iterate our thesis that the business is well positioned. Mr. Buffet’s plans to widen BRK’s scope of
acquisitions to include smaller deals signals that the company’s private equity portfolio will continue
to grow- an attribute we like as it provides immense value to investors.
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Important Disclosures

This material is distributed for informational purposes only. The discussions and opinions in this article are for
general information only, and are not intended to provide investment advice. While taken from sources
deemed to be accurate, BigSur Wealth Management, LLC (“BigSur” or the “Adviser”) makes no
representations about the accuracy of the information in the article or its appropriateness for any given
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situation. Certain information included in this article was based on third-party sources and, although believed
to be reliable, it has not been independently verified and its accuracy or completeness cannot be guaranteed.
Any statements regarding future events constitute only subjective views or beliefs, are not guarantees or
projections of performance, should not be relied on, are subject to change due to a variety of factors, including
fluctuating market conditions, and involve inherent risks and uncertainties, both general and specific, many of
which cannot be predicted or quantified and are beyond our control. Future results could differ materially and
no assurance is given that these statements are now or will prove to be accurate or complete in any way. This
article may include forward-looking statements. All statements other than statements of historical fact are
forward-looking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,”
“should,” and “expect”). Although we believe that the expectations reflected in such forward-looking
statements are reasonable, we can give no assurance that such expectations will prove to be correct. Various
factors could cause actual results or performance to differ materially from those discussed in such forwardlooking statements. BigSur shall not be responsible for the consequences of reliance upon any opinion or
statements contained herein, and expressly disclaim any liability, including incidental or consequential
damages, arising from any errors or omissions.
The companies discussed herein, are for illustrative purposes only and do not represent past or current
recommendations by BigSur. This article is not intended to provide personal investment advice and it does
not take into account the specific investment objectives, financial situation and the particular needs of any
specific investor. Views regarding the economy, securities markets or other specialized areas, like all
predictors of future events, cannot be guaranteed to be accurate and may result in economic loss to the
investor. Any securities or products referenced BigSur believes may present opportunities for appreciation
over the subsequent time periods. BigSur closely monitors securities discussed and client portfolios and may
make changes when warranted as a result of evolving market conditions. There can be no assurance that the
securities and performance included or referenced in the article will remain the same and investment
strategies, philosophies and allocation are subject to change without prior notice. Specific securities or
companies identified and described may or may not be held in portfolios managed by the Adviser and do not
represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not
assume that investments in the securities identified and discussed were or will be profitable. BigSur may
change its views on these securities at any time. There is no guarantee that, should market conditions repeat,
these securities will perform in the same way in the future. Any referenced securities and their respective
returns reflect the reinvestment of income and dividends, but do not take into account trading costs,
management fees, and any other applicable fees, expenses, and various factors including account restrictions,
guidelines, the timing of investments, and cash flows that may affect the investor’s actual return and
performance. Please refer to Part 2A of BigSur’s Form ADV for a complete description of fees and expenses.
Hypothetical performance results may have inherent limitations.
The returns and references to the S&P 500 index are provided for informational purposes only. The S&P 500
Index is a market-capitalization weighted index containing the 500 most widely held companies chosen with
respect to market size, liquidity, and industry. The index is calculated on a total return basis with dividends
reinvested. In addition, the volatility and securities of the index may be materially different from an investor’s.
The S&P 500 Index was selected and is referenced to allow for comparison of the performance of any
referenced securities or overall market to that of a well-known and widely recognized index. Comparisons to
indexes in this material have limitations because indexes have volatility and other material characteristics that
may differ from the referenced strategy or security. Therefore, actual performance may differ substantially
from the performance of any referenced index). Investors should be aware that the referenced benchmark
funds may have a different composition, volatility, risk, investment philosophy, holding times, and/or other
investment-related factors that may affect the benchmark funds’ ultimate performance results. Due to these
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differences, indexes should not be relied upon as an accurate measure of comparison and are for informational
purposes only. Unless noted otherwise, all index returns are denominated in U.S. dollars.
Target exposures included in this article may differ between clients based upon their investment objectives,
financial situations and risk tolerances. Investments in general involve numerous risks, including, among
others, market risk, default risk and liquidity risk. No security or financial instrument is suitable for all investors.
Securities and other financial instruments discussed in this article, are not insured by the Federal Deposit
Insurance Corporation (“FDIC”). The income and market values of the securities stated on this article may
fluctuate and, in some cases, investors may lose their entire principal investment. Past performance is not
indicative of future results.
This information is highly confidential and intended for review by the recipient only. The information should
not be disseminated or be made available for public use or to any other source without the express written
authorization of BigSur. Such distribution is prohibited in any jurisdiction dissemination may be unlawful.
Please contact your investment adviser for advice appropriate to your specific situation.
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