Key Takeaways from Berkshire Hathaway’s Annual Meeting

The Thinking Man’s Approach

Warren Buffett spent about 15 minutes talking about Berkshire Hathaway’s
financial performance for 2017 FY and 2018 Q1, and used a single slide to
illustrate each of his points. He then opened up the floor to questions, where we
were able to get better insight into Berkshire’s investment philosophy.
In our humble opinion, their investment philosophy is built upon two critical and
interconnected components: The Science of Investment and The Art of Investing.
In this Thinking Man (our third one about Berkshire), we re-introduce key tenets
of value investing, explore Berkshire’s Science and Art approach to investing,
and analyze the company’s most recent investment into Apple. Berkshire
Hathaway has been one of BigSur’s core holdings across client portfolios for
years, and Apple represents our single largest equity holding1.
Value Investing
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There’s no doubt that both Warren Buffet and Charlie Munger have been
influenced by Benjamin Graham, the king of Value Investing. As Graham
describes in The Intelligent Investor, “Mr. Market” is a temperate and reasonable
fellow most of the time, but some days is gripped by irrational fear or greed.
Investors should use their own independent and unemotional judgement of
value instead of relying on the often manic-depressive behavior of financial
markets. In practice, Buffet and Munger believe this can be done primarily by
investing in companies that provide a margin of safety, which is frankly more
about a mindset than it is about any specific algorithm, model, or set of precise
inputs. It is about the temperament to know how to avoid stocks at risk of a
permanent loss of capital. The potential for a total loss manifests in three ways:
financial statement manipulation, fraud, and financial distress or bankruptcy.
These are each different risks, but closely related and frequently found together.

 Margin of Safety: Apply conservative
underwriting and always pay less than the
intrinsic value of the business.

The Berkshire method can’t be learned in a University classroom or even on Wall
Street. Berkshire quickly eliminates the big universe of what not to do, and
follows up with a fluent, multi-disciplinary approach on what remains – based on
the margin of safety. They then act decivesly when, and only when, the right
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 Power of Compound: Deploy capital and
watch its cash flow grow at a compounded
rate – reason why Berkshire never invests
in non-productive assets.
 Patience: When you have over $100
billion of capital to be deployed, you wait
and wait, and if no attractive deals comes
in, you continue waiting
 Discipline: One of Mr. Buffett’s most
famous quotes is to stay within your circle
of competence.
 Long-Term View: For Berkshire, 10 years
is considered short term.
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circumstances appear. Munger says: “To us, investing is the equivalent of going out and betting
against the pari-mutuel system. We look for a horse with one chance in two of winning and which
pays you three to one. You’re looking for a mispriced gamble. And you have to know enough to
know whether the gamble is mispriced.” Price is an important component of a margin of safety, but
a multifaceted approach that incorporates the business model, capital structure, and management
integrity is preferable.
This approach will be focused on error elimination. Thus, Munger’s famous quote, “a great business
at a fair price is superior to a fair business at a great price.” This is what made Berkshire realize the
need to focus on investing in great businesses with unparalleled MOATs, versus just being deep
value investors buying mediocre companies at cheap prices. The last evaluation is more
philosophical than mathematical – ultimately a “feel” emerges, a function of both the analysis itself
and their accumulated experience and skill in recognizing patterns. That is why we call it not only a
Science, but also an Art. Both of these approached are touched upon below in greater detail, and
then we provide an example of their investment methodology applied to Apple.
The Science of Investment
Simple Framework: Believe in America and its People, Know the Industry, Trust and Support your Managers


“Almost 90% of our investments are made in the U.S. – America’s economic soil remains fertile

Margin of Safety: Apply conservative underwriting and always pay less than the intrinsic value of the
business.


“We seek durable competitive strengths, able and high-grade management, good returns on the net
tangible assets required to operate the business, opportunities for internal growth at attractive
returns, and finally, a sensible purchase price.”

Power of Compound: Once a deal matches the two criteria points above, deploy capital and watch its
cash flow grow at a compounded rate. That’s why Berkshire never invests in non-productive assets such
as gold or cryptocurrencies.


“At year-end, Berkshire held $116 billion in cash and U.S. Treasury Bills, up from $86.4 billion at yearend 2016. This extraordinary liquidity earns only a pittance, and is far beyond the level Charlie and I
wish Berkshire to have. Our smiles will broaden when we have redeployed Berkshire’s excess funds
into more productive assets.”

The Art of Investing
Patience: When you have over $100 billion of capital to be deployed, you wait and wait, and if no
attractive deals comes in, you continue waiting without taking pressure. This is a skillset that only a few
possesses.



“In this game there is no penalty for not taking a risk, and it is a better option than a forced “swing”
that will usually never develop into something good. “
“Both of us believe it is insane to risk what you don’t have in order to obtain what you don’t need.”
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Discipline: One of Mr. Buffett’s most famous quotes is to stay within your circle of competence. For
example: They acknowledged that they made a mistake not investing into Amazon and Google, but at
the end of the day, there is absolutely no regret from their end because everyone knows that they have
had more wins than losses, period.


“Despite our recent drought of acquisitions, Charlie and I believe that from time to time, Berkshire
will have opportunities to make very large purchases. In the meantime, we will stick with our simple
guideline: The less prudence with which others conduct their affairs, the greater the prudence with
which we must conduct our own.”

Long-Term View: For Berkshire Hathaway, 10 years is considered short term.


“In the next 53 years our shares (and others) will experience declines. No one can tell you when these
will happen. The light can at any time go from green to red without pausing at yellow. When major
declines occur, however, they offer extraordinary opportunities to those who are not handicapped
by debt. That’s the time to heed these lines from Kipling’s If:
o
o
o
o
o

If you can keep your head when all about you are losing theirs . . .
If you can wait and not be tired by waiting . . .
If you can think – and not make thoughts your aim . . .
If you can trust yourself when all men doubt you . . .
Yours is the Earth and everything that’s in it.

Apple Investment
Just a few weeks ago, Warren Buffet announced that Berkshire Hathaway had acquired 75 million
additional shares of Apple, taking its stake to roughly 240 million shares – now worth some $44 billion
(about 5% of Apple’s market capitalization). Below, we describe Berkshire’s investment philosophy for
selecting this particular investment.
Apple has the world's most valuable technology platform with 1.3 billion active devices, and is well
positioned to capture more of its users' time in the years to come. Berkshire’s investment reflects the famed
investor’s belief in Apple’s value as a consumer products company. After so many years of steering clear
of the technology industry, Buffett says he sees the company as a consumer products company now that
it has matured, and also given how the world we live in has evolved with technology playing an important
role across all industries.
Apple can be considered a consumer products company given its global brand recognition for providing
premium products and services, and the unparalleled ecosystem for supporting them. Apple’s products
have high switching costs and one of the highest levels of customer loyalty. Warren Buffet focuses on the
“stickiness” of Apple’s products and ecosystem. A recently published survey from Morgan Stanley
reiterates this point, stating that the iPhone’s retention rate is 92%, compared to 77% for Samsung phones,
and up from 86% the previous year.
Each of these factors plays a role in establishing a strong economic moat for Apple’s future success. In a
1999 interview, Buffet spoke in detail about economic moats, stating: “the key to investing is not assessing
how much an industry is going to affect society, or how much it will grow, but rather determining the
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competitive advantage of any given company and, above all, the durability of that advantage. The products
or services that have wide, sustainable moats around them are the ones that deliver rewards to investors.”
In the news, many analysts had been warning about Apple having reached its peak, speculating that there
would be a slowdown in phone sales, that Apple would cut or limit its share buyback program going
forward, and that the company had lost its mojo in terms of innovation capabilities. This was all prior to
their strong earnings announcement, which forced analysts to backtrack their faulty analysis and quickly
jump back onboard.
Sales for the iPhone were up 14% year-over-year, and the company announced that it would repurchase
an additional $100 billion of its own shares, and research & development growth (specifically investment
into artificial intelligence, virtual reality, health and auto industries) outpaced revenue growth, which
demonstrates a sustainability for long-term growth as well as a future pipeline of products and services.
These factors, combined with Berkshire’s stamp of approval, have driven Apple’s stock to new record highs.
They clearly align with the consumer brand that Apple has established, as well as the rationale behind
Berkshire’s investment. Once again, we see Berkshire Hathaway’s contrarian approach at play when it
comes to selling when others are greedy, and buying when others are fearful.
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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 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 forward-looking 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 marketcapitalization 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 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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