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PaineWebber

Berkshire Hathaway:

The Ultimate Conglomerate Discount

We have initiated research coverage on Berkshire Hathaway Inc. with an Attractive rating. Berkshire Hathaway is a
company that often appears to receive the ultimate conglomerate discount: Investors overlook the company’s successful
operating businesses, valuing the company as a closed-end fund. In this report, we present three alternative ways to value
Berkshire Hathaway that suggest that a premium to book value is appropriate, as for any operating enterprise with a long
history of consistent profitable growth. Since its early days, Berkshire’s first-choice use of capital has been to own 100%
of an operating business it finds attractive, rather than to own only part of such a company through a public equity
investment. Today, we view the company as primarily an operating company that also has a sizeable investment portfolio.

*  Berkshire Hathaway directly employs 45,000 people around the world, in businesses ranging from aircraft fractional
ownership sales to vacuum cleaner manufacturing.

*  Berkshire’s 1997 pro forma operating revenues of $17.4 billion would rank 75th in the Forzune 500. Its operating
earnings of $1.518 billion, excluding investment gains, would rank 54th.

*  Berkshire is primarily a property-casualty insurer. Seventy-nine percent of both its $18.6 billion total pro forma
revenues and its $1.5 billion operating earnings are derived from insurance.

*  Berkshire’s insurance operations are the fourth largest in the U.S. based on premiums, the largest based on surplus
and the second largest based on market capitalization. By themselves, the insurance operations would rank 100th in
the Fortune 500 based on 1997 pro forma revenues and 67th based on 1997 earnings.

*  Berkshire’s noninsurance operations, by themselves, and excluding all earnings from dividends and interest, would
rank 391st in the Fortune 500 based on 1997 pro forma revenues and 243rd based on 1997 earnings.

In this report, we review Berkshire’s business from four different perspectives—based on the sources of its market
capitalization; from an operating segment perspective; as a capital allocating machine; and as an acquirer, manager and
builder of well-run businesses with a “virtuous circle” of competitive advantages. As a stock, BRK’s performance has been
superb. It has underperformed the S&P 500 in only four of the past 33 years. The compounding effect of this
outperformance has been even more impressive: $10,000 invested in BRK in 1965 would have been worth $51 million on
December 31, 1998, compared to $132,990 for the S&P.

Our valuation work reviews Berkshire’s valuation extensively using three methods—a “float-based” valuation, a book
value-based valuation and an earnings-based valuation. We have provided sensitivity information so that readers can
adjust our assumptions if they so choose. We believe that the intrinsic value of BRK today, using conservative
assumptions, is $91,000-97,000 per share. Valuing the equity securities in Berkshire’s portfolio at a significant discount
to their market valuations would reduce this number to $67,000-92,000 (depending on the degree of discount).
Therefore, we view BRK’s price as including a significant margin of safety at its current valuation.

Finally, in this report, we discuss the operating businesses of Berkshire in some detail, particularly the insurance
businesses, which we believe are more difficult for investors to understand. We also review the aviation businesses,
including the recently acquired Executive Jet, which we expect will be the other key driver of Berkshire’s growth.
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Overview

We have initiated research coverage on Berkshire
Hathaway Inc. with an Attractive rating. Berkshire is a
company that often seems to receive the ultimate con-
glomerate discount: Investors overlook the company’s
successful operating businesses, valuing the company as a
closed-end fund. In this report, we present three alter-
native ways to value BRK that suggest that a premium

to book value is appropriate, as it would be for any
operating enterprise with a long history of consistent
profitable growth.

Our discussions with investors have convinced us that
many people are students of (or self-appointed experts
on) Berkshire Hathaway. Our goal is not to win a
contest of “BRK Trivial Pursuit”—on that, we concede
defeat. Rather, we bring the perspective of an insurance
analyst to Berkshire Hathaway for the first time. If we

Exhibit 1
1997 Pro Forma Revenues
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Source: Company financial information and PaineWebber estimates.

*  Berkshire is primarily a property-casualty insurer.
Seventy-nine percent of both its total $18.6 billion
pro forma revenues and its $1.5 billion pro forma
operating earnings are derived from insurance.

*  Berkshire’s insurance operations are the fourth
largest in the U.S. based on premiums, the largest
based on surplus and the second largest based on
market capitalization. By themselves, the insurance
operations would rank 100th in the Fortune 500
based on pro forma revenues and 67th based on
earnings. Also, because all of its businesses have
been acquired, on an economic earnings basis,

excluding goodwill, Berkshire would rank higher.

can help investors understand this important American
corporation and contribute to the body of thought on
BRK valuation, our purpose is served. Consider the
following:

*  Berkshire Hathaway directly employs 45,000 people
around the world, in businesses ranging from
aircraft fractional ownership sales to vacuum cleaner
manufacturing.

*  Berkshire’s 1997 pro forma operating revenues of
$17.4 billion would rank 75th in the Fortune 500.
Its operating earnings of $1.518 billion, excluding
investment gains, would rank 54th. Estimated 1999
cash operating earnings are $1.945 billion excluding
investment gains—suggesting that Berkshire is one
of the largest companies in the world in terms of
economic earnings.

Exhibit 2
1997 Pro Forma Operating EPS
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*  GEICO is the seventh-largest auto insurer in the
U.S. and the 18th-largest insurer overall. We expect
it to grow policies in force by 20% this year, more
than quadruple the industry growth rate. GEICO
alone would rank 227th in the Fortune 500 based on
1997 earnings.

*  General Re is the largest direct-writing reinsurer in
the U.S. based on premiums and surplus and the
third-largest reinsurer in the world. General Re
directly and indirectly owns approximately 82% of
Cologne Re, a major European-based reinsurer, and
also has other important insurance operations, such
as General Star Indemnity, a large excess and surplus
lines insurer; Genesis Insurance, an alternative



markets subsidiary; D.P. Mann, a newly acquired
Lloyd’s managing agency; investment services
provider New England Asset Management; and U.S.
Aviation Underwriters, a prominent aviation
underwriting manager.

*  Berkshire’s insurance operations other than GEICO
and General Re are also significant. In particular,
National Indemnity, which wrote nearly $1 billion
of premium in 1997 under Ajit Jain’s stewardship, is
the most prominent underwriter of “super cat” or
high-layer excess catastrophe reinsurance products,
as well as structured settlements and other products
for which a high claims-paying rating, large amounts
of capital, and a willingness to accept significant
volatility are a competitive advantage.

*  Berkshire’s noninsurance operations, by themselves,
and excluding all earnings from dividends and
interest, would rank 391st in the Fortune 500 based
on 1997 revenues and 243rd based on 1997

earnings.

*  Berkshire Hathaway was named one of Fortune
magazine’s “10 Most Admired Companies in the

U.S. and the World” in 1998.

As a stock, Berkshire Hathaway’s performance has been
superb. Berkshire stock rose 52.2% in 1998, versus
28.6% for the S&P, outperforming the index by 2,360
basis points.
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The stock has underperformed the S&P in only four of
the past 33 years and has never had a down year. The
compounding effect of this outperformance has been
even more impressive: $10,000 invested in Berkshire in
1965 would have been worth $51 million on December
31, 1998, compared to $132,990 if the money had been
invested in the S&P.

Exhibit 3

BRK Outperformance vs. S&P 500
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Source: Company financial information and PaineWebber estimates.

The reason for this relative outperformance is
straightforward: Berkshire has earned it through
exceptionally strong, consistent growth.

Exhibit 4
Compound Annual Growth Rate in:
5 Years 10 Years 20 Years 30 Years
Book Value per Share 26.9% 26.3% 27.5% 25.1%
Net Earnings per Share 34.1% 22.4% 21.9% 27.2%
Operating Earnings per Share 28.1% 20.8% 22.5% 24.2%

Source: Company financial information and PaineWebber estimates.

Because Berkshire Hathaway is an unusual company and
possibly the most-talked-about and the least-understood
company in the world, this report takes a different
approach. We assume that our readers know something
of the background of the company and are familiar with
Warren Buffett and Charlie Munger, although
management’s background and the history of the
business are discussed briefly later in this report.

We look at Berkshire Hathaway from four basic
perspectives: market capitalization; operating segments;
as a capital allocating machine; and as an acquirer,
manager and builder of well-run businesses with a
“virtuous circle” of sustainable competitive advantages.
But first, a couple of brief but necessary digressions.
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Our approach to following the stock

In keeping with our view that BRK is most suitable for
long-term, value-oriented investors, we are publishing
valuation information but not establishing a specific
price target on the stock. From a long-term perspective,
we believe that BRK merits an Attractive rating today
because it is trading at less than our view of intrinsic
value.

We will downgrade or upgrade the stock should it
become significantly over- or undervalued versus our
opinion of intrinsic value. However, we do not plan to
make rating changes frequently absent a significant
change in valuation. We stress that our estimate of
intrinsic value has not been endorsed by anyone at
Berkshire Hathaway. In fact, we hope that readers will
consider our valuation work more of a framework and
“toolkit” to stimulate their own thought processes,
rather than an attempt to dictate how the stock should
be valued.

Second, we will publish annual estimates of operating
earnings (excluding realized investment gains and losses)
because this is a convention followed by Wall Street.
However, an important part of Berkshire’s insurance
strategy is to accept significant short-term earnings
volatility in exchange for superior long-term returns.
Further, major changes in asset allocation may occur at
any time. These changes could have a significant impact
on investment income, as potential capital appreciation
is traded off against cash yield and/or operating earnings
from acquired businesses.

Therefore, we do not consider short-term estimates of
operating earnings to be significant (a three- to five-year
measurement period would be more meaningful). We
do not plan to focus on deviations from earnings esti-
mates in our research. By the same token, we are not
publishing quarterly estimates, as we believe that they
are simply not an appropriate measure of performance
for this company.

What will Berkshire Hathaway do next?
We don’t know. Please don’t ask. We do not plan

to question management on this subject, nor are we
trying to “read the tea leaves” from any other source.
Therefore, we have absolutely no insight into what
Warren Buffett and Charlie Munger might be planning
to buy or sell. When we want to know where the
market is going or what stocks are attractive, we defer
to PaineWebber’s own market strategist, Ed Kerschner,
or its individual industry analysts. In short, we are
covering Berkshire Hathaway for its own sake, not as a
way to invest in other stocks.

Berkshire Hathaway—from a market
capitalization perspective

A simple way to look at Berkshire is to allocate its
market capitalization to two major elements of the
business—operations and equity investments—as shown
in the following exhibit. Of Berkshire’s total market
capitalization of $105.8 billion at December 31, 1998,
approximately $29 billion is composed of Berkshire’s
major equity investments (net of our estimate of half the
deferred tax liability on unrealized gains!). This portion
is the darker shaded area in the following exhibit. The
remaining 72.5% of the market capitalization relates to
the operating activities of the company, primarily
insurance. Viewing Berkshire in this light, it is difficult
to characterize it as a de facto closed-end fund.

This exhibit also highlights a point on BRK stock
trading patterns. In early 1998, Coca-Cola’s and
Gillette’s stocks were hit hard due to concerns over
slowing growth in Asia. Berkshire declined 26% from
its weekly high in July to its weekly low in September.
To understand the source of the decline, we constructed
a weighted index of Berkshire’s major equities and
compared it to BRK’s trading pattern. The index
declined by almost 30% from its weekly high (in April)
to its weekly low (in September).

However, as the following exhibit indicates, these
equities are only about one-quarter of Berkshire’s market
value. Therefore, we don’t believe that the stock would
track the index so closely if it behaved rationally. In
fact, we believe that it should be valued based on the
company’s long-term operating fundamentals.

There are other reasons that we believe Berkshire stock
should not be considered equivalent to a closed-end
fund that trades in proportion to the equities it owns.

*  Berkshire has access to investment opportunities
that aren’t available to a fund manager. For
example, the company can buy 100% of another
business. And, as discussed later in this report,
Berkshire is the “investor of first resort’—many
good investment ideas go to Omabha first, before
anyone else gets a crack at them.

*  Berkshire has free cash flow from its operating
businesses to invest, as well as the leverage of the
insurance businesses. This is an important dis-
tinction between Berkshire and any other invest-
ment fund, which is dependent on the public
markets and new capital from outside investors
for investable funds.

1To adjust for the impact on present value of the very low turnover of
Berkshire’s equity portfolio.



e Berkshire is one of the few investors that would still
have access to capital during a market decline.
Others, including mutual funds, might like to take
advantage of the same situation, but most likely
would not have access to investable capital under
these circumstances. In fact, some asset managers
would be liquidating investments to cover
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withdrawals. No matter what happens to the equity
markets, Berkshire is not subject to the liquidity
issues that many fund managers face. And with its
triple-A credit rating, it can actually leverage up to
maximize its ability to invest at a very low cost of
capital. This makes the stock a hedge on a bear
market.

Exhibit 5
Berkshire Market Cap Vs Berkshire Equity Index Value
($, millions)
$120,000
O BRK.A ($ Mill)
- ; Equmes/\/\/\/\/
$80,000
$60,000 -
$40,000 -
$20,000
$0
[eo} oo [o0] oo} [o0] oo} [o0] [o0] oo} [e0] [o0] [o0] [o0] [e0] o] [o0] o] [o0] o] Q 0 o] [e0] o] [e0] o] o]
o (<2} [*2] o [*2] o [*2] [*2] o [*2] (2] [*2] (o2} [*2] [*2] (o2} [*2] (o2} [*2] (o2} (o2} [*2] (o2} (o2} (%2} [*2] [«2]
§ 9828328838883 8g858g3828388¢8 28337
:::NNEB?EBBBBRRRBEBEéQaaﬁﬁﬁ

Source: Company financial information and PaineWebber estimates.

Berkshire Hathaway—from an operating
segment perspective

Investors often seemingly default to thinking of
Berkshire as a couple of really smart guys investing a
bunch of money in equities. The company is frequently
referred to as a proxy for a closed-end fund.

When we analyze Berkshire, we see a conglomerate—a
collection of wholly owned operating businesses, along
with minority positions in other well-managed
companies.

Unlike most conglomerates, however, there is no
attempt to create “synergies” between different pieces of
the business. And each company that Berkshire invests
in must meet stringent criteria (discussed later). The

following schematic of Berkshire is our interpretation
based on year-end 1997 numbers, pro forma for General
Re (dollars are in billions):

When asked which part he would keep if Berkshire
were split into two parts—marketable securities and
insurance and other private businesses: “That's an
easy question for me. I'd choose the operating
businesses any time—because they’re more fun.

| have a good time with the investments, too. But

| like being involved with real people in the busi-
nesses where they’re a cohesive unit that can grow
over time.”

—Warren Buffett, 1998 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.
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Exhibit 6
Corporate
Assets $4,298.3
Capital $4,530.2
Net income ($673.5)
Mfg-Publishing-Retail Fi Busi I ine/AAA Capital

Capital $25,623.5
Op. Earnings $1,662.1
Assets $53,897.5

Capital $1,417.4
Operating Earnings $318.9
Assets $2,375.1

Return on assets 14.1%

Capital $121.7

Op. Earnings $18.0
Assets $1271.0
Return on assets 1.6%

Equities a- tax $26,307.2
Realized gains $718.5
Unreal. gains $18,470.3
Dividends $393.5

BRK Insurance General Re
Capital $4,462.5
Operating Earnings $697.5 ||
Assets $12,438.5

Op. ROE at cost 17.6%
Total return ROE 24.5%**

Capital $21,161.0
Operating Earnings $964.6
Assets $41,459.0

Op. ROE at cost 17.0%*
Total return ROE 23.4%*

*  Historical excluding goodwill from Berkshire acquisition.

** Five-year average.

Note: Operating earnings do not sum to total because corporate net income includes corporate operating expenses.

Source: Company financial information and PaineWebber estimates.

Insurance predominates

Even before adding General Re to the mix, earnings from
insurance dominated Berkshire Hathaway. Now, 79% of
earnings (1997 pro forma) are derived from insurance,
excluding realized and unrealized investment gains. The
insurance segment also provides the investing “float,”
which is a form of low-cost leverage for Berkshire. We
discuss Berkshire’s insurance businesses in more detail
later in this report. Note that our presentation above
pushes down insurance-related goodwill to that segment.

The “investing” segment

The schematic above allocates Berkshire’s assets,
liabilities and earnings into four segments (rather than
the three segments the company presents). We add an
investing segment because the insurance operation is
overcapitalized versus peers and its returns are difficult to
ascertain on a “stand-alone” basis. In keeping with our
concept of “virtual capital,” discussed later in this report,
we have presented the assets and earnings that

we consider to be available for underwriting but not
currently in use as part of an investing segment. The

capital we have allocated to insurance is approximately
equal to the fixed-income investments (which is

coincidental) and is what we believe the company would
need to carry if it operated as a stand-alone company (not
the maximum or optimum leverage, but what we think a

rating agency might be comfortable with for a company
at the A level).

Exhibit 7

Berkshire Invested Assets per Share
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Source: Company financial information and PaineWebber estimates.



Ratings impact—DBy creating an investing segment we in
effect allocate the triple-A rating, along with the related
capital that supports the rating, to that segment. This
suggests an interesting way to look at Berkshire—no
other triple-A insurer is able to invest its “face” capital to
earn the returns that Berkshire does. Any other company
with a triple-A rating would have to invest primarily in
high-grade bonds that would not earn an equity hurdle
rate. This was part of the stated motivation behind
General Re’s merger with Berkshire. The ability to invest
the capital required to support the triple-A rating in a
manner that produces an equity return is, from our
perspective, a very important part of the underpinnings

of Berkshire.

Exhibit 8

Mfg, Publishing, Retailing A-Tax Earnings 1992
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Source: Company financial information and PaineWebber estimates.

Manufacturing, Publishing and Retailing

This segment has changed significantly in the past five
years. In 1992, after-tax earnings from six businesses—
See’s Candies, The Buffalo News, Scott Fetzer, home
furnishings, the finance business and the Shoe Group—
in total were only about 35% greater than all of the other
wholly owned businesses combined (for which Berkshire
did not provide any specific financial information).

By 1997, Berkshire had acquired FlightSafety and the
“other” segment had shrunk, as World Book and Kirby
were reclassified with Scott Fetzer. (As a result, the
businesses listed separately below earn about ten times
the amount contributed by the other wholly owned
businesses not listed separately.)

Total operating earnings of this segment have com-
pounded by more than 62% annually in dollar terms
(excluding goodwill amortization and shares issued in
acquisitions). Not shown in the following exhibit,
because they will not be reported until 1998 full-year
numbers are presented in the annual report, are
International Dairy Queen (acquired in January 1998),

PaineWebber

which earned $56.8 million pretax in fiscal 1996, and
Executive Jet (acquired in July 1998).

Exhibit 9

Mfg, Publishing, Retailing A-Tax Earnings 1997
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Source: Company financial information and PaineWebber estimates.

FlightSafety, the world’s largest aviation training
company, is Berkshire’s biggest noninsurance business; in
1998, Berkshire purchased Executive Jet, the company
that originated and dominates the fractional aircraft
leasing business. Together, we believe that these aviation
services businesses will lead Berkshire’s noninsurance
operations. Both Flight Safety and Executive Jet possess
attributes that Berkshire finds most attractive in its
wholly owned businesses: enormous economies of scale,
strong cash flow and a market dominance so
overwhelming that competitors are deterred from
entering the business.

The aviation businesses—flying into
the future

When asked how best to assess intrinsic value
relative to book value today: “You should focus on
our aviation businesses.”

—Warren Buffett, September 16, 1998, Special
Shareholders’ Meeting

FlightSafety. Purchased in 1997 for $1.5 billion in stock
and cash, FlightSafety was Berkshire’s largest acquisition
before General Re. The company provides high-
technology training to operators of aircraft and ships
using sophisticated simulators and training devices for
airlines, corporations and governmental customers. The
single most important individual business, other than
insurance, in 1997, FlightSafety represented 28% of
Berkshire’s after-tax earnings (excluding interest and
goodwill amortization) from noninsurance businesses.
Its 1997 net income of $84.4 million was comparable to
FlightSafety’s $84.5 million 1995 net income.
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FlightSafety was founded in 1951 by Al Ueltschi, a pilot
who mortgaged his house to start the flight training
company. FlightSafety went public in 1968 and was
acquired by Berkshire through a match suggested by a
Berkshire sharecholder. FlightSafety operates training
programs for Airbus, Bell Helicopter, Boeing, British
Aerospace, Raytheon, Sikorsky, Learjet, Lockheed,
Cessna, Gulfstream and various other types of aircraft.
The company has a $200 million training venture

with Boeing.

FlightSafety’s corporate objective: “To satisfy the
most rigorous airline training demands, and to do so
for less than the cost a carrier would incur operating
its own in-house training department. Once they
analyze the cost-effectiveness of our service, we
anticipate more new and existing carriers will invite
us to handle their training as well. We believe the
outsourcing of crew training will become standard
practice among airlines in the future...”

—President A.L. Ueltschi, FlightSafety 1995
Annual Report to Shareholders

The company has a typical Berkshire Hathaway
“moat”—approximately 90% market share, very long
term (e.g., ten-to 15-year) contracts with its major
customers, heavy capital expenditure requirements that
are a barrier to entry for start-up competitors, and the
additional barriers to entry of advanced technology and
market reputation. FlightSafety is able to provide the
best-quality training—something that aircraft fleet
owners can’t afford to scrimp on—at a competitive price
due to its economies of scale (including the advantage of
building its own simulators and training equipment).
Like Executive Jet, FlightSafety’s customers often
abandon their own training operations to buy from
FlightSafety and obtain better quality at a lower price.

Due to its 36%-plus margins, FlightSafety is a cash
generator, notwithstanding its capital expenditures, as
shown in the following exhibit. From 1992 to 1995,
FlightSafety redistributed more than $200 million to
shareholders through dividends and share repurchases.
FlightSafety is almost the ideal Berkshire business, given
its dominant market share, high cash flow and insulation
from competition.
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Exhibit 10
FlightSafety 1995 Operating Earnings
W Training
O Product sales
Source: Company financial information and PaineWebber estimates.
Exhibit 11
FlightSafety Operating Results Prior to Acquisition
($, millions) 1995 1994 1993
Training revenues $307.1 $271.7 $244.8
% change 13.0% 11.0% 2.2%
Product sales $18.7 $29.6 $52.3
% change -36.6% -43.5% 34.1%
Gross margin on:
Training 36.3% 37.3% 36.1%
Product sales 28.5% 19.5% 24.6%
Net income $84.5 $74.5 $66.4
% change 13.5% 12.1% -19.3%
Cash flows $140.5 $118.4 $105.4
Per BRK 1996 share $116.61 $98.20 $87.46
Capital expenditures $90.0 $64.4 $64.0
% of cash flows 64.0% 54.4% 60.7%
Share repurch./div. $45.7 $43.1 $106.6
% of cash flows 50.8% 66.8% 166.6%
Total 114.8% 121.3% 227.3%
Equp./facilities, net $509.8 $470.1 $453.4
% change 8.5% 3.7% 4.5%

Source: Company financial information and PaineWebber estimates.

Executive Jet. Berkshire acquired Executive Jet in
August 1998 for $725 million. Executive Jet has many
of the same characteristics as FlightSafety. It is the
world’s leading marketer of fractional ownership in
aircraft, with an approximately 75% market share.
Executive Jet’s customers buy shares in an Executive Jet
(paying in advance) and incur fees to maintain and fly
the aircraft. The aircraft is sold at the same retail price
that customers would otherwise pay, yet the customers
obtain many advantages:

*  An Executive Jet can be reserved anywhere in the
country on six hours” notice. Customers do not have
to worry about where their plane is located at any
point in time;



e Customers only “buy what they need”—there’s no
reason to carry the cost of a whole plane if only one-
quarter or one-eighth is required. They also avoid
tying up capital in an aircraft. And customers can
change their ownership percentage from year to year
as their needs dictate;

*  Customers can “trade up” or down to different
models of aircraft as their needs change without
having to handle remarketing old planes; and

¢ Customers avoid the administrative burden and cost
of maintenance, hiring, training and scheduling, and
are assured of well-trained pilots and crew.

The fractional ownership industry was invented by
Executive Jet’s CEO, Richard Santulli. The value
proposition of the business is customer service (sched-
uling, crew professionalism, consistently on-time service)
at an attractive value. The financial outcome of frac-
tional ownership is compelling: Buying Executive Jet
shares eliminates the customer’s remarketing risk, avoids
tying up capital in an aircraft and reduces cost because
customers buy only the shares they need (based on the
hours the customer occupies the plane).

Executive Jet has 140 aircraft under management cur-
rently and is buying at least 45 new aircraft each year, as
many as it can get. The company had total orders
outstanding of 129 in 1997 worth $2.6 billion, repre-
senting 31% of all corporate jets ordered in the year.
Since 1997, the company has significantly increased its
orders outstanding. Executive Jet’s sales of corporate
aircraft represented 9% of all worldwide aircraft deliveries

in 1997.

Executive Jet is the largest customer for certain aircraft
(for example, it is Gulfstream’s largest distributor).

We expect the company to produce revenues of $1 billion
or more in 1998, compared with $900 million in 1997.
Aircraft sales revenues are growing, but will gradually
represent a smaller share of the total as the base of
customers builds, because each customer provides flight
revenue (hourly flight charges and monthly maintenance

fees).

In addition, existing customers buy a share in a new plane
every 3.5 years, on average, so the company would have
continued sales even without adding new customers.
Management evaluates the success of the business based
on customers added and lost. Since its inception in 1987,
the company has lost only a handful of its more than
1,000 customers—generally due to the customer’s
financial problems. Existing customers refer 75% of the
company’s new sales.

We believe that Executive Jet resembles Gillette. Selling
the aircraft is like selling a razor, while the maintenance
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and flight fees are the “blades.” The company charges
a fair price for the aircraft, but over the long term, it
makes more money selling the blades. In effect,
Executive Jet’s business gives Berkshire an annuity-like
cash flow for decades to come.

Looked at another way, E]J is yet another classic Berkshire
“moat” business with scale economies; the cost of starting
up a new global network of leased aircraft would be
prohibitive (“hundreds of millions of losses incurred,”
according to Warren Buffett). Executive Jet’s only
competitors are two aircraft manufacturers, Raytheon
and Bombardier. These manufacturers offer only one
brand of aircraft and are generally more focused on
converting fractional customers to buyers of whole
planes, which affects their marketing and service
approach. Executive Jet is also the single largest
nonmilitary customer of four of the five leading
corporate jet manufacturers—which gives it buying
power, resulting in commensurately attractive terms,
enhancing its margins.

The company differs from Berkshire’s other wholly
owned businesses in one important respect. Executive Jet
is a high-growth business. Based on annual additions to
the aircraft fleet, Executive Jet is growing in excess of
30% per year. The company has begun to enter Europe,
will eventually move into Latin America and Asia, and
plans to link the continents together with a network of
supersonic aircraft. From the customers’ perspective, the
cost advantage of fractional ownership increases with the
more expensive aircraft. For example, a quarter share in a
supersonic plane costs the same as a full share of a
Hawker, a great trade-off for corporate customers that do
business on many continents.

Together with GEICO, we expect Executive Jet to be the
main driver of organic growth in the next few years. The
major risk and growth constraint is building service
capabilities to match the growth. Other risks are modest.
The company is already past the point of scale where a
competitor could be a serious threat, has good
cancellation terms with its vendors, and in a recession
could grow as owners of aircraft “downsize” to fractional
ownership, even if its own customers reduce their shares.

Berkshire’s other businesses

Berkshire owns many other businesses that generally are
either the low-cost, large-scale providers in their industry
(Borsheim’s, the Nebraska Furniture Mart), or a good
brand with pricing power (See’s, The Buffalo News).

See’s was the first business that Berkshire “paid up” for (a
total of $25 million), proving to Messrs. Buffett and
Munger the importance of brand and pricing power. We
visited Borsheim’s and the Furniture Mart, meeting
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Borsheim’s president, Susan Jacques, and Irv Blumkin,
one of the Blumkin family members who run the
Furniture Mart. The size and scope of these businesses
are almost overwhelming.

Borsheim’s was bought by Berkshire in 1989 from a
member of the Blumkin family, founders of the Nebraska
Furniture Mart. The largest jewelry store in the U.S.
other than Tiffany’s New York store, Borsheim’s uses its
cost advantage to discount heavily and operates through
mail order. The enormous selection, high quality and
uniqueness of its products make a trip to Omaha worth-
while for anyone considering buying a serious piece of
jewelry2. For smaller items, or to make things conven-
ient, Borsheim’s will ship a selection to you at no charge.
Just return what you don’t want, and they’ll bill you for
what you keep.

The Furniture Mart is the flagship of the home furnish-
ings segment, which also includes R.C. Willey Home
Furnishings and Star Furniture Co. The Furniture Mart
is more like a small city than a store, currently occupying
72 acres and scheduled to expand. Walking through the
carpet section of the warehouse is enough exercise for an
average person in a day. Visiting the grandfather clock
department is like strolling through a forest of clocks.

The Mart has extended its geographic reach to the point

that anyone within a few hours” drive of Omaha can justify

a trip if they are shopping for electronics, appliances or
home furnishings. In addition to these items, you can
carpet, tile and paint your house using products from the
Mart. Basically, once you buy a house, almost everything
else you need for it can be acquired at a discount from
Berkshire Hathaway—total one-stop shopping3.

International Dairy Queen. In October 1997,
Berkshire agreed to buy International Dairy Queen for
$585 million. The purchase price was slightly skewed to
encourage IDQ shareholders to accept cash; nevertheless,
more than half of them chose BRK stock instead—a wise
decision considering that the transaction closed January 7,
1998. Dairy Queen is unlike McDonald’s in that the
company owns little real estate. Franchisee fees from the
company’s approximately 5,800 stores are the “annuity-
equivalent”—another cash business with a loyal customer
base. Dairy Queen had fiscal 1996 pretax income of
$56.8 million, comparable in size to See’s Candies.

2 A personal note: Despite its unusual and beautiful array of merchandise and
our first-hand experience of Borsheim’s excellent service, visiting Borsheim’s
was the only disappointing experience we had in researching Berkshire
Hathaway, as I discovered how much I had overpaid for a watch my husband
received for Christmas last year.

3The Furniture Mart’s founder, Rose Blumkin, illustrated one of Messts.
Buffett and Munger’s points about the need to consider even remote risks
when she quit the company to form a competitor following a dispute over the
management of the carpet department. By the time Ms. Blumkin returned
to Berkshire at the age of 99, the company made her sign a noncompete
clause.

Berkshire’s two “problem businesses” are World Book
and the Shoe Group4. The former isn’t the business it
used to be, as its home sales of new books have eroded
due to the rise of the personal computer and the Internet,
and the latter, despite a strong brand and a profitable
history, has seen its earnings decimated by foreign
competition.

The Shoe Group joins a list of Berkshire’s occasional
mistakes, which include, according to management,

1) passing up some investing opportunities that should
have been seized; 2) early investments in “cigar butts”
and such capital-intensive businesses as the Berkshire
Hathaway textile mill; 3) a deviation from style (e.g.,
investing in US Air preferred) that did not work out; and
4) Salomon Brothers, which ultimately worked out as an
investment but which cost Warren Buffett untold time
and energy in the process.

In this report, we will not be discussing the other
noninsurance businesses, such as See’s Candies, Kirby
Vacuum and The Buffalo News, any further. Most of
these excellent, profitable businesses individually just
clear Berkshire’s minimum earnings threshold for
acquisitions ($25 million). Their performance is
discussed each year in the annual report and the only
detailed information available beyond that is their pre-
and after-tax earnings excluding goodwill amortization
and interest. In total, these businesses represent about
18% of Berkshire’s 1997 operating earnings>, a percent-
age that will decline with the purchase of General Re.

“[A set of the] World Book is worth $600, except
somebody figured out how to do it for a quarter.”

—Warren Buffett, September 16, 1998

Corporate segment. We have placed the remaining assets,
earnings and capital in a “corporate” segment that is com-
posed primarily of debt, noninsurance goodwill, nonin-
surance investments, shareholder contributions and
administrative costs. The pushdown of insurance goodwill
and the placement of debt at the corporate level results in
minimal corporate “capital.” The diversity of Berkshire’s
businesses does not lend itself to pushing down debt to the
operating level for presentation purposes. We could add
the corporate segment to the investing segment to elimi-
nate this problem, but the debt is clearly also financing
other operations, and we prefer to show investments
separately.

4 Dexter Shoe was acquired in 1993 for $420 million in stock; Berkshire’s
normal aversion to stock acquisitions must have been compounded by this.
The company also owns H.H. Brown and Lowell Shoes.

5Without allocating goodwill amortization and interest expense.
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Berkshire Hathaway—a capital allocating
machine

Conceptually, we believe that Berkshire Hathaway is a

business that generates and reinvests capital at a consis-
tently higher return than investors normally receive. In
fact, it could be argued that Warren Buffett refined the
concept of Economic Value-Added (EVA) before Stern

Stewart came along®.

“The strange thing—it’s a real contradiction—is that
if a business is earning a given amount of money
and everything else is equal, the less it has in
assets, the more it's worth. You won't get that in an
accounting book.”

“The really desirable business is the one that
doesn’t take any money to operate because it's
already proven that money will not enable anyone to
get a position within the business. Those are the
great businesses.”

“You don’t need any money whatsoever in a
fabulous business.”

—Warren Buffett, guest lecture at Stanford Business
School (April 18, 1990)

The concept behind EVA is that an investment must be
charged for the capital it uses: Mr. Buffett learned this
early, with the Berkshire Hathaway textile mill, although
he continued to operate the mill for many years because
it did not consume cash, and out of respect for its
workers, management and tradition, he rationed capital
rather than indiscriminately putting money into a
business that could never cover its cost of capital. Since
then, every business that Berkshire has acquired has been
rationalized from a capital standpoint and any excess
capital has been sent elsewhere where it could be more
productive, raising returns.

“Value investing and growth investing are one and
the same. Growth is part of value. Part of the same
equation. Returns on incremental capital are the
key.”

—Warren Buffett, 1986 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

Today, Berkshire is a collection of many businesses that
generate capital at an appropriate return, such as See’s
Candies, along with others that consume capital but that
are generating positive EVA (such as FlightSafety and

6For convenience, we are using the term EVA, although Berkshire manage-
ment uses its own words (which were developed many years ago) to describe
its capital management approach.
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Executive Jet). Capital that cannot be invested by buying
100% of a business that generates positive EVA and
meets other Berkshire investing criteria is put to work
elsewhere.

“The business is wonderful if it gives you more and
more money every year without putting up anything
—or very little. And we have some businesses like
that. A business is also wonderful if it takes money,
but where the rate at which you reinvest the money
is very satisfactory. The worst business of all is the
one that grows a lot, where you’re forced to grow
just to stay in the game at all and where you're
reinvesting the capital at a very low rate of return.
And sometimes people are in those businesses
without knowing it.”

—Warren Buffett, 1998 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

Nor is the basic concept behind EVA forgotten in the
company’s minority equity positions. We believe that it
is not a coincidence that Coca-Cola, Gillette, American
Express and Disney all produce sizeable positive EVA as
calculated by Stern Stewart, according to a November 9,
1998, Fortune article. According to Stern Stewart,
however, Buffett’s financial services investments do not
fare so well on an EVA scale”.

To illustrate the way capital is used at Berkshire, we used
Berkshire’s segment data to estimate the amount of earn-
ings generated by each segment that was reinvested in the
business. The following table shows the results. The
method we used is very imprecise. For example, we esti-
mated the amount reinvested by analyzing the change in
capital excluding dividends and changes in investment
values; there may be other changes (e.g., related to
acquisitions) for which we were unable able to account.

However, as a general guide, we think that this method is
reasonable and that it shows clearly that most of the
businesses’ operating earnings are not reinvested in the
businesses but used by the parent company in other ways,
contrary to most companies’ practice of retaining
earnings.

7However, as we have noted in previous research, we believe that Stern
Stewart’s method for calculating EVA for financial services, and, in par-
ticular, insurance companies, needs a substantial amount of refinement
before it can be considered credible. Companies that are weather sensitive
cannot be analyzed meaningfully using this method, and companies that
systematically understate claim reserves and overstate book value will score
favorably, even though economically that is the wrong answer. The method
is biased against insurers that invest for total return, as well as against com-
panies that write longer-tailed lines of business and carry large loss reserve
positions. Confirming these problems, unlike other industries, there is a
strikingly low correlation between MVA (market value-added) and EVA in
property-casualty insurance, even though the two should track each other.
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Berkshire Hathaway—the “virtuous circle”

While Berkshire’s track record is indisputable, what
investors want to know is whether and how it can be
sustained (note that Berkshire itself warns that historical
returns are not sustainable, but that outperformance
relative to the market is sustainable).

The sustainability of Berkshire’s performance is not an
academic question because this is one of the direct
inputs to valuing the stock. We believe that the drivers
of performance can, to a large degree, be identified and
evaluated; the genius of Messrs. Buffett and Munger has
been to design a system that continuously generates
shareholder value and institutionalizes it. In doing so,
they’ve created a “virtuous circle” in which past good
decisions beget opportunities for future good decisions.

“I've heard Warren say since very early in his life
that the difference between a good business and a
bad business is that a good business throws up one
easy decision after another, whereas a bad busi-
ness gives you horrible choices—decisions that are
extremely hard to make...One way to determine
which is the good business and which is the bad
one is to see which one is throwing management
bloopers—pleasant, no-brainer decisions—time
after time after time.”

—Charles Munger, 1998 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

We've used the concept of the “virtuous circle” often
before because it applies so well to the insurance busi-
ness: an insurance company with a cost or underwriting
advantage and good management that avoids major
mistakes, which frees management and capital to capture
opportunities at the appropriate point in this cyclical
industry. This begets larger marginal gains during the
more positive points in the cycle, positioning the
company for further outperformance during more
competitive periods.

Here are some of the performance elements that we
consider most relevant to create the “virtuous circle” of
Berkshire Hathaway. Some of these are unique, and
therefore, should be key investment considerations for
the stock:

Partnership. We always consider management and its
attitude the single most important attribute of investing
in an insurance company. Berkshire management views
its shareholders as partners in every sense of the word.
Senior management receives only modest salaries, and by
far the bulk of its net worth is invested in the company.
There are no stock option plans or other employee
benefits to dilute shareholder value. Mr. Buffett has

PaineWebber

stated that 99% of his net worth is invested directly in
the company. Messrs. Buffett and Munger share in any
losses directly in proportion to the other shareholders.

Shareholder buy-in. Management has invested
enormous time and energy in outlining its philosophy
consistently and clearly. Further, Berkshire has honored
its commitment to shareholders by living up to the
principles it has espoused, and management is candid in
admitting its infrequent mistakes8. As a result, the
company has unparalleled shareholder loyalty and is able
to act in its Jong-term best interests with great flexibility.
We believe that this gives Berkshire a competitive
advantage in acquisitions because it can make long-term-
oriented decisions that the companies it has acquired
could not under the constraints of public ownership.

Clarity and focus. Every person, in every unit of
Berkshire Hathaway, is clearly focused on the single goal
of increasing shareholder value. With a few notable
exceptions since discarded that were lessons for man-
agement, Berkshire has invested only in extremely
focused companies that run a competitive, high-quality
business. Once Berkshire acquires a company, all
incentives thereafter are aligned to focus on improving
operations and nothing else. Operating managers have
no role in Berkshire’s overall corporate strategy or capital
allocation; cross-unit synergies are neither required nor
encouraged (the See’s candy cart at the Nebraska
Furniture Mart notwithstanding). There are no dis-
tractions at Berkshire Hathaway. Everyone understands
his or her mission and gets on with business.

Speaking of himself as the employer of Rose
Blumkin, founder of the Nebraska Furniture Mart:
“I mean any guy who'll have a 95-year-old woman
work for him seven days a week has no shame at
all.”

—Warren Buffett, as quoted in Outstanding Investor

Digest, April 18, 1990

Simplicity. Over the years, management has spent
considerable time defining what it does 7oz want to
invest in, and the kinds of businesses it does 7ot want to
own. Messrs. Buffett and Munger are willing to pass on
potentially great ideas that don’t fit these criteria,
because they are confident that there are enough great
ideas within the universe of investments they are inter-
ested in and able to understand. The trade-off is more
time to spend on what matters. They also don’t believe
very many ideas are worth acting on. This philosophy

8“Buffett’s genius was largely a genius of character—of patience, discipline,
and rationality...In this sense, Buffett’s character and career unfolded as a
sort of public tutorial on investing and on American business.”—Roger
Lowenstein, introduction to Buffett—The Making of an American Capitalist.
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reduces risk from a Berkshire shareholder’s standpoint as
well as raising the probability that investments Berkshire
does make will succeed.

“What we do is simple, although it's not necessarily
easy. The checklist going through our mind isn’t
very complicated. Knowing what you don’t know is
important. Sometimes that's not easy. Seeing the
future is impossible in many cases, in our view, and
difficult in others. But sometimes it's relatively
easy. And those are the ones that we’re looking
for.”

—Warren Buffett, 1998 Annual Shareholder’s
Meeting, as quoted in Outstanding Investor Digest,

On active, high-turnover equity investing: “Extra
care in thinking is not all good but also introduces
extra error...most good things have undesired ‘side
effects,” and thinking is no exception.”

—Charles Munger, Speech to the Foundation
Financial Officers Group, October 14, 1998

Margin of safety. Most of the time, the margin of
safety is described as a significant “haircut” on the value
of an investment—a discount that is supposed to cover
the contingency that an investor’s expectations about
performance are wrong. However, we believe that
Berkshire also looks at risk in another way, using prob-
ability distributions. To qualify as an investment, the
probability distribution must be normal or skewed in
Berkshire’s favor. Thus, if there is an unquantifiable
“tail” on the negative side of the distribution, manage-
ment will not take that risk, even if the positive end of
the distribution—the potential reward—is overwhelm-
ingly in its favor. Every potential loss must be guanti-
fiable and understandable—not leveraged or subject to
significant unknown exogenous events. Berkshire looks
for the “earthquake risk” in every business.

We believe that this is why management avoids investing
based on quantitative models, eschews hedged deriva-
tives strategies, charges premium rates for its riskier
businesses such as super-catastrophe reinsurance, and
puts finite limits on its aggregate exposures to events
such as earthquakes. Therefore, each individual business
or asset owned by Berkshire, individually, has a low
probability of loss of principal if owned over a reason-
able time period. This attribute is unusual among
insurers, which are generally more leveraged than
investors realize and have difficulty earning returns
commensurate with the risk they are taking.
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“A small chance of distress or disgrace cannot, in
our view, be offset by a large chance of extra
returns. If your actions are sensible, you are
certain to get good results; in most such cases,
leverage just moves things along faster. Charlie
and | have never been in a big hurry: We enjoy the
process far more than the proceeds—though we
have lived with those also.”

—\Warren Buffett, 1989 annual report

In addition, we believe that Berkshire considers the
management of the businesses it owns to provide an
extra margin of safety. Messrs. Buffett and Munger have
commented frequently that they only wish to invest in
companies with managements of high integrity whose
word they can believe and whose financial reports can be
relied upon to contain only inadvertent errors.

Capital allocation. Every dime of capital is invested
against a stringent set of criteria. When possible,
Berkshire would prefer to buy more of what it already
owns at a good price. New investments require a higher
margin of safety. Businesses are expected to produce
high returns and to generate excess capital for Berkshire
to deploy if their cash flows cannot be redeployed in the
business at a high return.

Cost of capital. Berkshire not only has a triple-A
rating, which reduces its cost of debt capital, and a low
cost of equity capital, but the company has access to a
substantial and increasing amount of low-cost insurance
“float”—funds owed to others but invested for
Berkshire”—that further reduces the company’s effective
cost of capital by providing an additional source of very
low-cost (actually, negative cost) leverage.

Exhibir 13
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Source: Company financial information and PaineWebber estimates.

The preceding chart shows Berkshire’s float growth
before it acquired GEICO. Berkshire’s float com-
pounded at 22.5% per year from 1968 through 1997.
Following are GEICO and General Re’s float, overlaid
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on the previous numbers. The acquisition of GEICO
almost doubled Berkshire’s float at one stroke. The
acquisition of General Re will almost triple it.

Placing these large chunks of float in perspective on a
percentage basis, they raise the average growth rate over
the entire 29-year period to 33.6%. The cost of acquir-
ing this float was slightly higher than the float created
internally by Berkshire (due to the purchase premium
paid for GEICO and General Re); these additional costs

are captured in the goodwill paid for these companies.

Exhibit 14
Berkshire Float History ($, millions)
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Source: Company financial information and PaineWebber estimates.

Unlimited investment universe. Berkshire is the only
insurer with an unlimited investment universe and
maximum flexibility to allocate capital. Thanks to its
track record of superb investing and superior capitali-
zation, the Nebraska insurance department, the rating
agencies and investors give Berkshire Hathaway invest-
ing latitude not granted to any other insurer. This
enables Berkshire to invest for an equity return any
capital that it is not using in the insurance business,
eliminating the “burden” of subpar returns on excess
capital. Because no competitor has, or could develop in
a reasonable time horizon, an investment record similar
to Berkshire’s, we believe that this is an overwhelming
and practically permanent competitive advantage.

Virtual capital. Along with the unlimited investment
universe goes “virtual capital.” The typical insurer is
required to support its claim reserves primarily with
investment-grade fixed-income securities. In addition,
as a practical matter, the typical insurer must maintain
more capital at any point in time than it is likely to
require for the volume of business it is writing. Needless
to say, it is difficult for an insurer to earn an equity
return on its capital under these circumstances?.

9The insurer must cither underwrite at a sufficient profit (something that
rarely happens these days), or at margins that result in an economically
attractive return measured against the average claims payout pattern of its
reserve liabilities. The industry’s overall return on capital is about 7%, well
below the cost of capital and the level of risk assumed.
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Berkshire, on the other hand, can invest all of its capital
in whatever it chooses. All of the insurance operations’
capital is available to earn an equity return for Berkshire
Hathaway.

“Investor of first resort.” Berkshire has made itself the
“investor of first resort” for business owners who want to
run the operating side of their companies without inter-
ference while freeing themselves from capital-raising,
capital allocating and investor relations. Berkshire is the
ideal acquirer for the truly dedicated hands-on operating
manager. As such, the company has first pick of invest-
ment opportunities that are never shown to anyone else.

In addition, Berkshire’s ability to instantly commit
capital to ideas—no committee process or elaborate
prospectus required—means that good investment ideas
go to Omaha first. We believe that: 1) Berkshire gen-
erally approaches businesses it wants to buy only once,
and 2) no one ever gets a better price from Berkshire the
second time around. This also gives the company a
strong advantage in buying businesses.

Long-term orientation. Very few companies have
shareholders with a truly long-term orientation.
Therefore, companies must “manage” earnings and
occasionally make uneconomic decisions to avoid
disappointing investors’ short-term expectations.

Berkshire is the only company we are aware of whose
shareholders have a completely long-term orientation.
This gives the company flexibility that its competitors
do not have—which we believe is a significant advan-
tage. Management itself always takes the long view,
never compromising the long-term best interests of
Berkshire shareholders for short-term gains.

The “super cat” business is the best example of this—
other participants in that business set up public com-
panies whose capital was dedicated to catastrophe
reinsurance. This took away the ability to allocate
capital flexibly and forced these companies to diversify
when the cycle inevitably headed downward. But
Berkshire can use the capital elsewhere, and so need
only accept business on its own terms.

“Investing is the greatest business in the world
because you never have to swing. You stand at the
plate; the pitcher throws you General Motors at 47!
U.S. Steel at 39! And nobody calls a strike on you.
There’s no penalty except opportunity. All day you
wait for the pitch you like; then, when the fielders
are asleep, you step up and hit it.”

—Warren Buffett quoted in Forbes, November 1,
1974
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Competitive advantages. Berkshire’s noninsurance
businesses are expected to have some sort of “moat,” or
competitive advantage, that will sustain them against
competition for as long as possible. In the case of pas-
sive investments, this is normally a franchise brand (e.g.,
Coca-Cola, Gillette, American Express). However,
wholly owned subsidiaries also normally have some sort
of overwhelming market share or cost advantage.

“Making Warren proud.” Warren Buffett has often
stated that his job is to tap dance into work every
morning, allocate capital and find reasons for people
who are independently wealthy to work incredibly hard
for the shareholders of Berkshire Hathaway. How he
does this has never been clear. We noticed, however,
that every manager of every business we spoke to men-
tioned, without prompting, their desire to “make
Warren proud”—to show him that he made the right
decision when he invested in that business or that
person—and their pleasure in doing so. Something
about Warren Buffett elicits this response in people.

Our model—earnings and book value
growth assumptions

While we do not believe that short-term earnings
estimates are meaningful for a company like Berkshire
Hathaway, we are projecting annual operating earnings
(excluding realized investment gains and losses) for
comparative purposes and to assist in compounding
book value per share. Using the following major
assumptions for 1999 and 2000 operating earnings, we
project short-term earnings growth of 15.6% per share
in 1999 and 24.4% per share in 2000 (compared with
the average 22% historical rate). Cash operating earn-
ings per share are estimated to grow 35.2% in 1999 and
19.0% in 2000.

1/20/99 price $64,500 NYSE—BRK.A

Market Cap.: $97,524M  52-wk. High: $84,000
Shares Out.: 1.512M  52-wk. Low: $48,000
Float %: 68%  Avg. Dly. Vol.: 0.571K
FY End: December 1998E 1999E 2000E
FY Oper. EPS* $863.27  $997.88 $1,241.59

Oper. EPS (ex gw) $949.19 $1,283.73  $1,527.44

*Operating EPS exclude realized capital gains and losses.

* Noninsurance businesses grow by approximately

10%;

*  GEICO grows premiums 18% per year with a
combined ratio of 95.7% in 1999 (2.7 points higher
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than the 1998 estimate) and 96.2% in 2000. One
point of the increase relates primarily to higher
advertising costs, while the remainder reflects
declining industry pricing,.

e We maintain our former model on General Re,
except that we assume the following: 1) approxi-
mately $150 million of retrocessional premium is
recaptured annually; 2) premiums grow faster—
5%—for the next two years, better than the industry
overall due to the company’s ability to accept larger
and more diverse risks; 3) approximately $2 billion
of General Re’s $5 billion equity portfolio is
invested in fixed-income securities with relatively
short maturities (we assume that the remainder,
although initially transferred to short-term fixed-
income securities, will be deployed to equities fairly
quickly—a more conservative assumption from an
operating earnings standpoint); 4) the effective tax
rate on the investment portfolio declines, on
average, by 100 basis points over two years as the
company shifts into more municipal securities; and
5) the loss ratio rises by one point from our previous
assumption to reflect the conversion of option
incentive programs to cash programs. Of these
assumptions, the premium growth assumption has
almost no impact on earnings, but the investing and
tax assumptions have a significant impact.

Weighted-average Class A equivalent shares outstanding
of 1.5152 million.

In estimating the growth of book value, we assume that
the equity market increases in value by 5% per year,
including reinvested dividends, for the next two years
(consistent with the PaineWebber investment strategy
group’s view and as opposed to our own long-term
assumption of 10% per year) and that Berkshire out-
performs by 500 basis points. Adding this increment as
well as reinvested earnings and the 10% market value
increase related to approximately $1 billion per year of
incremental float yields book value growth of 10.4% in
1999 and 7.7% in 2000. Over the long term, we expect
book value to compound at approximately 15% in
periods when the equity markets grow by 10% and
Berkshire Hathaway has a higher asset allocation to
equities.
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Concentrated investing

The importance of concentrated equity investing to
Berkshire Hathaway’s success as an insurance company

Exhibit 15
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cannot be overstated. For example, consider the
following table comparing return on invested assets
and relative size for the property-casualty industry:

Investment Returns and Premiums, Year-End 1997

% of Industry’s Market Share, Equities/ Net Inv. Total Return
Equity Inv. NPW Surplus Yield on Inv. Assets
Berkshire Hathaway 23.4% 1.7% 85.0% 2.6% 21.8%
Top 10 Insurers 62.1% 32.0% 65.0% 5.2% 12.3%
Other 1100 Insurers 37.9% 68.0% 29.0% 6.1% 7.7%
Total Industry 100.0% 100.0% 44.0% 5.8% 9.2%

Source: A.M. Best.

Berkshire Hathaway wrote 1.7% of the industry’s total
premiums and yet owned, at year-end 1997, almost
24% of the total equities held by the property-casualty
industry. These equities represented about 85% of
Berkshire’s insurance subsidiaries” policyholders’ surplus
compared to 44% for the average property-casualty

insurer.

Because of the high concentration in equities relative to
fixed-income securities, Berkshire’s statutory investment
yield was only 2.6% compared with 5.8% for the
industry. However, the impact on total returns more
than offset this. Berkshire achieved a total return of
21.8% on its invested assets, compared with an average
of 9.2% for the industry. Further, Berkshire has
achieved similar returns throughout its history—not just
during equity bull markets.

“Our experience in shifting from savings and loan
operation to ownership of Freddie Mac shares
tends to confirm a long-held notion that being
prepared, on a few occasions in a lifetime, to act
promptly in scale in doing some simple and logical
thing will often dramatically improve the financial
results of that lifetime. A few major opportunities,
clearly recognizable as such, will usually come to
one who continuously searches and waits, with a
curious mind, loving diagnosis involving multiple
variables. And then all that is required is a willing-
ness to bet heavily when the odds are extremely
favorable, using resources available as a result of
prudence and patience in the past.”

—Charles Munger, Wesco Financial Corp. 1998
Annual Report to Shareholders

One unusual feature of Berkshire Hathaway is the
degree of concentration in its equity portfolio. Berkshire
is not the only insurer with a similar investment
approach (Cincinnati Financial had 127% of its share-
holders’ equity invested in a concentrated portfolio of
equities at September 30, 1998, and Reliance Group for
the past few years has compounded its tangible book
value at a much faster pace than the industry through a
similar strategy, which, however, is no longer being
followed). However, we believe that Berkshire has done
the clearest job of 1) achieving consistent returns over an
extended period, and 2) obtaining shareholder, rating
agency and regulatory buy-in. We consider this buy-in
an important part of Berkshire’s franchise, as it gives the
company unparalleled flexibility compared to other
insurers.

“Diversification serves as protection against
ignorance. If you want to make sure that nothing
bad happens to you relative to the market, you
should own everything...But if you know how to
value businesses, it's crazy to own 50 stocks or 40
stocks or 30 stocks, probably—because there
aren’t that many wonderful businesses understand-
able to a single human being in all likelihood.”

—Warren Buffett, 1996 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

The mystery of “intrinsic value”

Investors have historically struggled to assess the intrinsic
value of Berkshire Hathaway. Management inten-
tionally does not provide a valuation, although Messrs.
Buffett and Munger have provided quantitative infor-
mation and have given a number of suggestions over the
years to help investors derive their own valuation.



PaineWebber

On why Berkshire doesn’t publish intrinsic value:
“First, we don’t know the exact intrinsic value—
although we can make an informed guess within a
range...The hardest value to figure by far is that of
our insurance business!0. That doesn’t mean it
isn't valuable. It just means that it's hard to
assess—although it might have a bigger effect on
the valuation of Berkshire than See’s Candies or
World Book...In the 1960s, there was only one
company that | know of which announced its fair
value regularly. And that was Webb and Knapp,
which Bill Zeckendorf ran. In every annual report,
he listed to several decimal places exactly what he
thought the company was worth. And it was always
a lot more than it was selling for. And that practice
continued until it went into bankruptcy. We were
thinking of shorting their stock at $1. But as one of
our friends [Marshall Weinberg] pointed out, it was
too much like jumping off a pancake...People who
tend to do that—people who have a proclivity for
announcing how valuable their stock is—are, |
think, people who you ought to be very cautious of.”

—Warren Buffett, 1991 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

In fact, the only statements Messrs. Buffett and Munger
have made about where their stock should trade is that
they would like it to be aligned with intrinsic value—
neither significantly higher nor significantly lower. And,
occasionally, they have indicated whether they believe
the stock was valued roughly in that range. Some
investors have pegged Berkshire’s intrinsic value to its
book value (treating book value as a proxy for the net
asset value of a closed-end fund) and assigned any excess
to a “Buffett premium” that is often attributed to
mystique.

Messrs. Buffett and Munger have stated that they do not
believe that book value is related to intrinsic value except
that growth in book value should occur at about the
same rate as growth in intrinsic value. The fact that
book value is related to intrinsic value, however, does
not preclude the stock from trading at a premium to
book value. The reason that growth in book value can
be used as a proxy for growth in intrinsic value is that
Berkshire is consistently able to reinvest its capital at a
high return (in other words, it has consistently high
EVA). Therefore, the value of Berkshire theoretically
grows directly in proportion to the capital invested in
the business. However, most businesses that, like
Berkshire, have produced consistent favorable returns on

10 Qur note: this remark was made before the company purchased GEICO
and General Re, both of which are more valuable as well as easier to value.
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capital trade at a premium over book value to reflect the
expectation that owners will share a growing pool of
future earnings.

Exhibit 16
Berkshire Book Value Per Share
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Source: Company financial information and PaineWebber estimates.

Our view of Berkshire’s intrinsic value

Our own view of Berkshire’s intrinsic value is that it
consists of the sum of the values of Berkshire’s insurance
and noninsurance operations, as described below. We
do not value Berkshire’s assets separately, as a “mutual
fund”-oriented analysis would. Rather, we value the
investment portfolio as part of the insurance company.
We have used a float-based valuation, which we believe
is the most reasonable method for valuing Berkshire
Hathaway. For those who prefer purely a book value or
earnings-oriented method, we’ve included those also.

Because many investors have their own views about
Berkshire’s valuation, in the following section, we
provide not only details about our reasoning but enough
sensitivity information for investors to adjust the valua-
tion to suit their own growth and other assumptions.

Float-based valuation

Traditionally, insurance analysts value companies by
estimating earnings and projecting future book values,
and assigning premiums to earnings and book value
based on relative returns on equity. Analysts also
implicitly discount for the volatility of earnings and for
the risk that actual book value may be less than stated
book value (because of reserve shortfalls). Our own
method includes two additional elements: 1) a premium
for insurers that invest for total return, and 2) cash
earnings—we do not charge for goodwill amortization,
which we consider noneconomic in nature. However,
we also add accumulated amortization back to book
value, so that in calculating return on capital, a business
that has made acquisitions must meet a higher (and
more realistic) hurdle rate—cash return on original
invested capital.



18

In valuing Berkshire, we also have another tool at
our disposal—float

What is float? Float is simply the amount of money
that an insurance company holds on behalf of its
claimants. The insurer earns investment income on the
float until it pays the claim. In that sense, float can be
considered equivalent to debt. Like debt, float provides
the enterprise with capital with which to earn money
and carries a financing cost. Unlike debt, however, float
is never “repaid,” as long as the insurer does not shrink.
In that sense, float is not a liability, yet it is carried as
such on the balance sheet. For an insurer that can
obrtain float at a reasonable cost and hold it in perpe-
tuity, float is really an asset, not a liability.

“[If] I were offered $7 billion for [$7 billion of] float
and did not have to pay tax on the gain, but would
thereafter have to stay out of the insurance busi-
ness forever—a perpetual noncompete in any kind
of insurance—would | accept that? The answer is
no. That's not because I'd rather have $7 billion of
float than have $7 billion of free money. It's
because | expect the $7 billion to grow.”

—Warren Buffett, 1996 Annual Shareholders’

Meeting, as quoted in Outstanding Investor Digest.

The spread between the money earned on this asset and
the cost of obtaining the float determines the value of
the float. However, unlike debt, the cost of float is
uncertain. The amount of float is also variable. Float
can grow, and the growth rate is hard to predict. The
valuation of float is complicated by these uncertainties as
well as a third one—the extra tax burden that acquiring
float through a corporate entity entails. These compli-
cations are discussed further below. At a minimum,
however, if float is acquired and held at a cost less than
the risk-free interest rate, it is self-evident that a dollar of
float has a positive value.

Why don’t insurance analysts normally value float?
Insurance analysts typically do not assign an explicit
value to float, even though float is the major source of
future earnings for most insurance companies. Most
insurance stocks trade at a premium over book value,
and implicitly, it is understood that a large part of this
premium relates to the value of float. Indeed, there is a
strong correlation between the spread on float and the
premium over book value that an insurance stock
receives. Companies with equivalent growth rates that
have historically acquired float at a high cost relative to
the investment earnings on float (e.g., CNA) or created
uncertainty regarding the cost of float by frequently
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strengthening reserves, tend to trade at lower premiums
to book value. Companies that have consistently pro-

duced float at a low cost tend to trade at high premiums
to book value (e.g., AIG, General Re).

“Float per se is not a blessing. We can show you
many insurance companies who thought it was
wonderful to generate float. And they lost so much
money in underwriting that they'd have been better
off if they’d never heard of the insurance business.
The job is to get it and get it in increasing quan-
tities, but, above all, to get it cheap. And that's
what we work at.”

—Warren Buffett, 1996 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

The analysts’ problem is that very, very few insurers have
produced float at a low cost for the extended period of
time necessary to reduce the uncertainty regarding the
cost of float to an acceptable level. The Bermuda com-
panies ACE Ltd. and XL Capital provide interesting
examples. Their historical cost of float is very low.
However, both companies were formed in the mid-
1980s, and this is not enough history to use an explicit
“float method” to value the stocks, particularly in light
of more recent diversification efforts. Over time, how-
ever, we believe that if these companies are able to
maintain their impressive underwriting results, they
should be able to command a very sizeable premium
over other insurance stocks.

Why can we value Berkshire’s float? Before it
acquired GEICO, valuing Berkshire Hathaway using
a float method was possible, but we would likely not
have used that method because of our inability to gain
comfort on the value of float given the company’s
business mix.

e GEICO, however, has for more than two decades
produced float consistently at a very low cost.
Further, the source of its low cost of float is trace-
able to the company’s expense advantage, which we
believe is sustainable. Therefore, we think that
valuing GEICO on a float method is reasonable.

* National Indemnity and Berkshire’s other insurance
operations have, over the years, produced a signifi-
cant amount of float (more than half of Berkshire’s
float before buying General Re) through their long-
tailed businesses, such as workers’ compensation,
structured settlements, excess of loss reinsurance
contracts and finite reinsurance.
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*  General Re has underwritten at a combined ratio
of just over 100% consistently for the past 50 years.
There is little question that General Re can be
valued using a float method. In addition, incor-
porating General Re into Berkshire Hathaway
essentially triples the company’s float.

Accordingly, we believe that it is no longer possible
to understand and value Berkshire without
considering the value of the company’s float.

Before presenting our valuation of Berkshire Hathaway’s
float, a conceptual description of the underlying
financial concepts and mathematics may be useful.

“If you could see our float for the next 20 years and
you could make an estimate as to the amount and
the cost of it, and you took the difference between
its cost and the returns available on governments,
you could discount it back to a net present value.”

—Warren Buffett, 1992 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

Beginning with the simplest conceptual example, an
investor should be willing to pay up to the risk-free rate
to use float for one year. The investor would, for exam-
ple, be willing to pay up to $5 to borrow $100 and
invest it at 5%.

Moving on, an investor should be willing to pay up to
the amount of the float itself for the ability to invest the
float at the risk-free rate in perpetuity. For example, an
investor would pay up to $100 for the right to invest
$100 at the risk-free rate forever. At this breakeven
point, the earnings foregone on the $100 paid would
exactly offset the earnings on the borrowed amount.
Applying this from an insurance investor’s perspective,
an insurer in effect has the ability to invest in perpe-
tuity—or close enough so as to be irrelevant mathemati-

cally—as long as the insurer does not shrink or liquidate.

Exhibit 17

Berkshire’'s Cost of Float
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Now come the three complications. The first relates to
the cost of float. What if the investor must occasionally
pay an additional fee above the risk-free rate in order to
use the float? The valuation would obviously be net of
that cost. The extra “fee” is the result of a higher
combined ratio that increases the cost of float above the
risk-free rate, and for most insurance companies, the
uncertainty of this extra “fee” means that a value cannot
be placed on the float. It is reasonable to value float
only if the company has demonstrated that the cost of its
float is predictable and lower than the amount it could
earn on the float at a risk-free rate. In the case of
Berkshire Hathaway, this test has been met. Our
valuation formula incorporates an anticipated long-term
average charge for the cost of float.

The second complication is the growth of float. An
investor would pay more for an amount of float that is
likely to grow in the future because the investment
earnings would increase every year. However, estimat-
ing the future growth of float can be difficult for most
companies in the cyclical insurance industry. Further, in
a perpetuity calculation, historical growth rates will lead
to an unrealistically high, if not outlandish, valuation.
To address this, we have performed a three-step calcu-
lation, shown in the following exhibit. For the first five
years, we estimate that Berkshire’s float will grow by
15% per year. This is 75% of the rate of estimated
premium growth, which is how GEICO’s float has his-
torically developed!!. For the next five years, we assume
that Berkshire’s float will grow by 11.25%, or 75% of a
15% premium growth rate. We assume that General
Re’s float will grow by 5% per year for ten years as it
captures synergies related to Berkshire.

To test the reasonableness of the first assumption, we
projected GEICO’s market share in 2008 using these
growth rates and assuming that the U.S. auto insurance
market grows by 4% per year. In 2008, GEICO would
have a 13.5% share of the market, slightly larger than
Allstate currently and within the range we expect for
GEICO over that time period. General Re’s float would
be approximately two-thirds larger than it is today. Mr.
Buffett has stated that he expects General Re to double
in size over ten to 15 years. We use float as a proxy for
size because we believe that Berkshire values the growth
of float rather than the growth of premiums and
“incents” management accordingly.

11We are assuming that, given its exceptional growth rate, GEICO will come
to represent the majority of Berkshire’s insurance operations other than
General Re. However, through 1995, before it acquired GEICO,
Berkshire’s own insurance float grew at a compounded rate of 21.0% per
year. While this historical rate is not sustainable, Berkshire should be able
to grow its float much faster than the insurance industry overall.
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The third complication relates to taxation. In order to
generate float, Berkshire must operate through an insur-
ance company, an incorporated entity that results in
double taxation on shareholders’ capital. Mr. Buffett
has commented that the cost of these corporate taxes to
a Berkshire holder is about 100 basis points of float. In
a valuation, this cost should be charged to the capital
that generates the float—the insurance operations.

Our methodology for calculating float-based
valuation. After estimating float after ten years, we
compute minimum estimated investment income on the
float (the risk-free rate less expected underwriting loss or
cost of float) and then capitalize that income at the
difference between the risk-free rate and the expected
growth rate for year 11 and thereafter. After ten years,
we have assumed that GEICO’s float grows at 1.0%
over estimated GDP and that General Re’s float grows
at estimated GDP of 3%.

Note that in the calculation shown below, we are
assuming that General Re’s float costs 1% per year more
than its long-term historical average. Management has
estimated that the cost of converting General Re’s stock
option program to a cash program will add about one
point to underwriting results.

In addition, we are assuming that GEICO/Berkshire
underwrites at 2 100% combined ratio. Realistically,
however, the auto and super-catastrophe businesses must
be underwritten at a long-term profit.

To the value of float we add tangible book value, 50%
of Berkshire’s estimated year-end deferred tax liability
(to reflect the fact that, under the company’s low-
turnover policy, the time value of this liability is less
than its nominal value) and the value of Berkshire’s
noninsurance business (using a market P/E ratio of
26.5x on 1999 First Call consensus earnings, as
discussed below).

Noninsurance operations. Berkshire is involved in
everything from aviation training to furniture retailing.
Some of these businesses have strong growth potential,
whereas others are high-return on equity businesses that
generate more cash than needed for internal growth and
throw off excess capital for Berkshire to invest. These
businesses, in total, had 1997 revenues of $3,735 mil-
lion. Over the past ten years, these businesses have
grown their operating earnings by 20.8% per share,
excluding all income from investments. Over 20 years
and 30 years, the performance was slightly better.
Taken together, their earnings would rank 243rd in the
Fortune 500. What would you be willing to pay for a
Fortune 500 company whose earnings grow at a more
than 20% rate sustainably?

PaineWebber

Applying a 20% growth rate using a dividend discount
model results in an absurd valuation because, theo-
retically, Berkshire would eventually grow to be larger
than the entire U.S. gross domestic product. If we
assume that Berkshire can grow in perpetuity at 50 basis
points less than its cost of capital, we derive a value of
more than $31 billion—equivalent to a price-to-earnings
ratio of 100x. Obviously, the public market would not
pay that (unless, perhaps, we renamed the company e-
Berkshire.com).

For our comparison, we use a market multiple on 1999
estimated earnings, which gives us a value of $9.0 bil-
lion. However, considering that the S&P 500’s earnings
are growing at a much slower pace than Berkshire’s have
historically, these businesses should receive a premium
to a market multiple, and so this is probably the low end
of the correct valuation. Fundamentally, the high
growth rate is because all of the businesses have a high
return on equity, and any excess capital continues to be
reinvested at a positive EVA. (Since the S&P multiple is
a weighted average of all S&P index companies’ valua-
tions, a top-tier company would usually receive a higher
valuation than the average.)

Sensitivity to assumptions and what we didn’t
assume. Some of our assumptions were conservative. A
sensitivity analysis is provided so that readers can adjust
the valuation in either direction.

GEICO underwriting. GEICO’s statutory combined
ratio has averaged 96.5% for the past ten years, a period
encompassing a higher interest rate environment that
included many years in which GEICO wrote less profit-
able lines of business, such as homeowners’ insurance.
During this time, the company was operated by different
management and without the support of Berkshire. We
believe that GEICO’s results would have been better had
the company operated under present conditions.

Nevertheless, we have used a 100% combined ratio
assumption, in part because near-term auto insurance
market conditions are becoming more competitive and
in part because at GEICO’s growth rate, acquisition
costs of new business burden the combined ratio as the
mix shifts in favor of new policies. However, over the
long term, we would be surprised if GEICO ran at a
combined ratio this high. No credit for this wider
“spread” is given in the calculation.

Other Berkshire underwriting. In general, we believe
that, because Berkshire’s own underwriting (excluding

GEICO) has historically been more profitable than we

are assuming, the 100% combined ratio used in deter-

mining the spread on float is conservative. Each 1%

change in Berkshire Hathaway’s total cost of float
(including GEICO) is worth $8,423 per share.
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General Re underwriting. While General Re has
historically underwritten at a combined ratio just over
breakeven, most of the float was generated during
periods of much higher interest rates and inflation,
which especially affect the combined ratios of long-tail
reinsurers. In today’s interest rate environment (or in a
6.5% rate environment), we would expect the average
combined ratio to be lower than the historical average
ratio.

We are also assuming that the combined ratio will rise
by one point due to the cost of the new incentive plan,
but in fact, the opposite may occur. As part of
Berkshire, General Re should gradually migrate to
higher-layer excess reinsurance transactions, which
should carry better underwriting margins.

Each 1% change in the cost of General Re’s float is
worth an additional $4,562 per share, as noted below.

Investing. We are not giving any credit to Berkshire for
its investing skill.

*  Our 6.5% investment rate is the estimated long-
term Treasury yield, not an equity return!2.

* Inaddition, Berkshire has traditionally
outperformed the equity markets.

Each additional 100 basis points of spread on float is
worth approximately $12,983 per Berkshire share, as
noted below.

Value of noninsurance businesses. Each additional
multiple of estimated 1999 earnings from the nonin-
surance businesses (excluding interest and dividends) is

worth $224 per Berkshire share.

Growth. Each additional percentage point of growth
for both companies combined in the first ten years is
worth an additional $14,201 per share.

There are some special, important considerations to
changing the growth rate of float affer the first ten years:

*  The impact of a 0.5% increase in Berkshire’s float
growth rate (including GEICO, but excluding
General Re) after ten years to perpetuity (i.e., from
1.0% over GDP to 1.5% over GDP) is $30,881 per
BRK share.

12 hile this is higher than the current risk-free rate, we do not believe that
the current rate is representative of a long-term average expected rate. In
addition, a compensating factor is present because the average “spread”
between the investing and the risk-free rates that we are using for both
companies is well below historical averages, which were developed during
periods of higher inflation and interest rates.
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e The impact of a 0.5% increase in General Re’s float
growth rate (i.e., from 3.0% to 3.5%) after ten years
to perpetuity is $4,561 per BRK share. A 1%
increase in General Re’s float growth rate (to 4.0%)
after ten years in perpetuity is $12,771 per BRK
share.

The formulas used to calculate these two sensitivity
assumptions are nonlinear, and, therefore, the values for
2 0.5% change, for example, cannot be doubled to
ascertain the impact of a 1% change. In addition, the
closer the growth rate comes to the risk-free rate, the less
reliable the estimate of value becomes because each
fractional variation in the rate has a huge impact on the
resulting value.

As the growth rate approaches the risk-free rate, the
theoretical values approach infinity—"trees can’t grow
to the sky.” 13 Because of the basic limitations of eco-
nomics, we do not recommend adding more than 0.5%
to the Berkshire growth rate and 1% to the General Re
growth rate.

After ten years, the growth rates shown in our example
are the ones with which we are the most comfortable.
The main reason we are assuming that Berkshire can
grow slightly faster than the GDP, apart from the
underlying prospects of the business, is that Berkshire
has other growth alternatives if our assumptions for
those businesses prove wrong. However, the magnitude
of the difference between the value of General Re’s float
and the value of Berkshire’s float simply due to a 1%
difference in the perpetuity growth rate after ten years
should caution investors that Berkshire is not a “static”
enterpriss—when one of its operating companies reaches
its natural limits to growth, it continues at an appro-
priate return on equity, but excess capital generated is
used to invest in other businesses with better growth
prospects. Therefore, we believe that Berkshire is closer
to the definition of a perpetual growth business than the
average company, even though such a business doesn’t
literally exist.

13 “There are many ways by which [an investor] can allow for an eventual
decline in the current rate of growth [of a growth stock], all of which entail
major forecasting problems...With growth stocks, the uncritical use of
conventional discount formulas is particularly likely to be hazardous,
for...growth stocks represent the ultimate in investments of long
duration. —Growth Stocks and the Petersburg Paradox, David Durand,
Journal of Finance, September 1957.
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Exhibir 18
Estimated Value of BRK -- Float Method
Estimated Float
BRK GRN Total
12/31/98 $7,800.0 $16,000.0 $23,800.0
1999 $8,970.0 $16,800.0 $25,770.0
2000 $10,315.5 $17,640.0 $27,955.5
2001 $11,862.8 $18,522.0 $30,384.8
2002 $13,642.2 $19,448.1 $33,090.3
2003 $15,688.6 $20,420.5 $36,109.1
2004 $17,453.55 $21,441.5 $38,895.0
2005 $19,417.08 $22,513.6 $41,930.6
2006 $21,601.50 $23,639.3 $45,240.7
2007 $24,031.67 $24,821.2 $48,852.9
Est. float after ten years(1) 2008 $26,735.23 $26,062.3 $52,797.5
Investment return (2) 6.5% 6.5%
Cost of float (3) 0.0% 2.0%
Spread = (2) - (3) 6.5% 4.5%
Tax burden 1.0% 1.0%
After tax spread on float (4) 5.5% 3.5%
Income on float/year 11 = (1) * (4) $1,470.4 $912.2 $2,382.6
Discount rate 5.3% 5.3%
Growth rate 4.0% 3.0%
Capitalization factor (5) 1.3% 2.3%
Value of float -- end of yr 10 = (4)/(5) $117,635.0 $40,541.3 $158,176.3
Present value @ RFR $70,186.38  $24,188.79 $94,375.2
Insurance capital $42,895.1
Less: Estimated GRN goodwill ($13,000.0)
Plus: 50% of deferred tax liability $5,000.0
Value of noninsurance businesses @ 26.5X Earnings $8,992.8
Total Value $138,263.1
Per Share $91,253
Sensitivity Per Share to Assumptions:
1% Change in Growth Rate of Float (1st Ten Years) = $14,201
1% Change in Cost of BRK Float = $8,423
1% Change in Cost of GRN Float = $4,562
1% Investing Performance Over Risk Free Rate = $12,983

Source: Company financial information and PaineWebber estimates.
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Exhibir 19
Book value-based valuation
Comparison of Selected Publicly Traded Companies to Berkshire Hathaway (as of 1998 Q3)
Op. ROE Ttl Return Tangible Tangible BVPS Cash Op. ROE Ttl Return ROE Price/Book
Company at cost ROE at mkt BVPS ex URGL (ex Goodwill) (ex Goodwill) 12/31/98
Berkshire Hathaway = BRK $27,828 $14,956 10.6% 24.5% 28x @
Amer. Intl. Group AlG 14.9% 15.8% $24 $22 14.9% 15.8% 3.9X
Allstate ALL 20.8% 22.2% $20 $15 20.8% 22.2% 1.9 X
Cincinnati Financial ~ CINF 11.8% 19.2% $29 $12 11.8% 19.2% 1.3X
General Re GRN 16.5% 18.5% $102 $69 16.8% 18.8% 1.8x @
Progressive PGR 20.0% 22.9% $33 $33 20.1% 23.0% 51X
XL Capital Ltd. XL 12.2% 18.6% $27 $27 12.7% 19.1% 1.8 X
Average 16.0% 19.5% $39 $30 16.2% 19.7% 2.6 X

(1) Berkshire’s Cash Operating ROE (ex GW) and Total Return ROE (ex GW) are based on 1993-1997 averages and PW goodwill estimates.

(2) General Re’s stock price is as of 12/21/98.

Source: Company financial data and PaineWebber estimates.

Although simplistic, book value is a common yardstick of
value for insurance investors and is especially appropriate
for Berkshire, in our opinion, given the conservatism of its
reserves relative to the industry. Warren Buffett has com-
mented that there is nothing magical about book value
and he does not consider it a useful valuation measure.
However, insurance investors tend to use it as the most
common starting point of valuation because the earnings
power of insurance companies is so subject to manipu-
lation and difficult to ascertain.

As noted earlier, most insurance stocks trade at a premium
over book value. Normally, the size of the premium is
highly correlated to the company’s return on equity. As
noted earlier, we believe that the ability to generate float
consistently at a low cost is a major factor in determining
this premium. However, companies that can do this
normally achieve a high return on capital as long as they
manage their capital appropriately. Therefore, the dis-
tinction is essentially immaterial.

With that background, Berkshire can be assessed using a
book value method in comparison to other insurance
companies. Any comparison is obviously flawed in that
there are no true comparables to Berkshire—with its
insurance and investing track record and its higher-valued
noninsurance businesses!4. However, we believe that lack
of comparability would understate, rather than overstate,
the value of Berkshire.

We believe that AIG is the best comparable based on its
management talent, significant concentration of ownership
by management, long successful track record, positive

14The comparison is even more difficult because, having acquired General Re,
Berkshire itself now owns two of the finest franchises in the industry, in our
assessment. This has interesting implications for valuing other insurance
stocks.

business momentum and global opportunities. However,
there are significant differences between AIG and
Berkshire.

There are other companies that resemble Berkshire in
certain respects. Although Berkshire has more capital than
it is currently using for underwriting, most insurance
companies also are carrying substantial excess capital.

For example, Cincinnati Financial strongly resembles
Berkshire due to its investment portfolio, which is con-
centrated in a handful of equities that represent, in aggre-
gate, more than 100% of its entire market capitalization
(interestingly, Cincinnati has never been viewed as a
closed-end mutual fund like Berkshire).

“There’s another kind of advantage to scale. In
some businesses, the very nature of things is to sort
of cascade toward the overwhelming dominance of
one firm...it tends to cascade to a winner-take-all
situation. And these advantages of scale are so
great, for example, that when Jack Welch came into
General Electric, he just said, ‘To hell with it. We're
either going to be #1 or #2 in every field we're in or
we’re going to be out.’...That was a very tough-
minded thing to do, but I think it was a very correct
decision if you're thinking about maximizing
shareholder wealth.”

—Charles Munger, lecture at University of Southern
California, 1994, as quoted in Outstanding Investor
Digest.

The preceding exhibit is a comparison table of price-to-
book value relationships for Berkshire Hathaway and other
property-casualty insurers (including General Re just prior
to the acquisition).
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We believe that AIG is the best comparable based on its
management talent, significant concentration of ownership
by management, long successful track record, positive
business momentum and global opportunities. As shown
in the preceding table, high returns on equity are positively
correlated with high price-to-book value relationships.
Because its return on capital is consistently the highest in
the group, we believe that Berkshire should receive a
premium over book value at the high end of the range of
insurers.

The following table shows three ways of viewing
Berkshire’s “book value”: tangible book value, GAAP book
value (which includes goodwill), and tangible book value
plus insurance “float.” We have highlighted the values
that we consider most reasonable.

*  We believe that Berkshire should trade at the highest
end of the range of values of tangible book value,
because tangible book value understates the value of
Berkshire by ignoring its valuable insurance “float”
and giving no credit for goodwill, which, in

PaineWebber

Berkshire’s case, certainly has value. A value of 300%
of tangible book value, as shown in the preceding
table, is, in our view, the minimum reasonable
valuation.

¢ We believe that the stock should, at a minimum, be
valued in the middle of the range based on GAAP
book value, which includes goodwill but places no
value on float.

*  Finally, we would, at a minimum, value Berkshire at
the lower end of the range based on tangible book
value plus float. This valuation provides a margin of
safety on the float. However, recall that in our float-
based valuation, we estimated that a dollar of float was
worth more than its nominal value

A valuation that incorporates both float and goodwill is
not included because there is an element of redundancy
between these two. Most of Berkshire’s pro forma good-
will relates to the insurance operations of General Re and

GEICO and reflects their float.

Exhibit 20
Book Value Method: Book Value Price/Book

200% 250% 300% Average
Estimated tangible book/share $27,828 $55,656 $69,570 $83,484 $69,570
Plus goodwill/share 11,214
Estimated GAAP book/share $39,042 $78,085 $97,606 $117,127 $97,606
Float/share $15,741
Tangible book plus float/share $43,569 $87,137 $108,922 $130,706  $108,922

Average of highlighted values:
Average of all methods:

$89,409
| $92,033 I

Source: Company financial information and PaineWebber estimates.

Earnings-based valuation

Our third valuation method looks at Berkshire’s earnings
including its share of the “look-through earnings” of its
investees. In 1997, Berkshire’s major investees reported
“look-through earnings” of $638 million after taxes
(excluding look-through earnings for Travelers Corp.,
which we have omitted, as we believe that Travelers will

not be included in 1998 and 1999).

The following table illustrates a low and high estimate of
value based on earnings. We have valued Berkshire’s
noninsurance earnings at a P/E multiple range between
26.5x and 30x estimated 1999 earnings. We have divided
the insurance operations between GEICO, which should
receive a premium valuation, and the other operations.
We value GEICO at between $12.8 billion and $14.5

billion, which we think is a reasonable premium relative to

its nearest comparable, Progressive. The other insurance
operations are valued at between $23 billion and $26
billion. By way of comparison, General Re’s market
capitalization was $18 billion pre-acquisition, and the
takeout value based on the announced purchase price was
$22 billion.15

Included in our valuation is an increment for the incre-
mental total-return investing performance of Berkshire
Hathaway in excess of a market return. This is equivalent
to forecasting the impact of outperformance on average
long-term capital gains. Some insurance companies have
practiced total-return investing very successfully over the
years and have created sizeable incremental shareholder
value through their equity portfolios. We use total return
returns on equity in our valuation analysis to capture the

15We did not hear anyone commenting that the price was overly generous.
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value created this way. Other companies invest purely for
yield, and we value these companies without any incre-
mental investing element.

In the following table, we have applied a low of 400 basis
points over the S&P 500 and a high of 700 basis points
above the S&P 500 to our expected value of the com-
pany’s equity portfolio at year-end. For comparison,
Berkshire outperformed the market by an average of 6.4%
over the past five years, 8.0% over the past ten years,
10.7% over the past 20 years and 11.8% over the past 30
years. While outperformance becomes more difficult with
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the company’s increasing size, General Re’s float should
help significantly in overcoming this disadvantage.

We are using a market multiple for the total-return
investing increment. Mathematically, the present value of
an earnings stream that can grow 700 basis points faster
than the equity market earnings suggests a P/E ratio of
46.3x. While this may sound amazing, it simply reflects
the power of compounding. While we do not believe that
our outperformance assumptions are unrealistic given
Berkshire’s track record, using a market price-to-earnings
ratio adds an element of conservatism.

Exhibit 21
Earnings-Based Valuation e Low Estimate of Value High Estimate of Value----------
1999 Earnings P/E Value Per Share P/E Value Per Share

Noninsurance earnings $496.8 26.5 $13,166.5 $8,689.7 30 $14,905.4 $9,837.44
GEICO $485.0 26.5 $12,852.5 $8,482.5 30 $14,550.0 $9,602.85
Other insurance earnings 1,448.2 16 $23,171.4 $15,292.9 18 $26,067.9 $17,204.53
Berkshire cash operating earnings $1,945.1 19 $36,337.9 $23,982.7 21 $40,973.3 $27,041.97
Look-through earnings $748.3 26.5 $19,830.0 $13,087.6 40 $29,932.0 $19,754.81
Investing incremental value $1,665.16 26.5 $44,126.7 $29,123.2 26.5 $76,055.0 $50,195.52
Total $4,358.52 $100,294.6 $66,193.4 $146,960.3 $96,992.30

Source: Company data and PaineWebber estimates.

Look-through earnings

A final element of the earnings valuation relates to look-
through earnings. A look-through earnings valuation is
applied when Berkshire owns less than 20% of a company
and, therefore, does not account for its investment on the
equity method. Under the equity method, Berkshire
would pick up its share of the earnings. However, under
the cost method used for investees of less than 20%,
Berkshire only recognizes dividends received. This is
particularly disadvantageous for investments in companies
that retain most of their earnings for reinvestment or that
distribute them through share repurchase rather than divi-
dends. Putting a price-to-earnings ratio on look-through
earnings is a reasonable way of calculating this increment
of Berkshire’s value.

Accounting principles use the 20% threshold to distin-
guish between investors that have significant influence
over the investee and those that do not. A company that
owns a small portion of many companies in a diversified
portfolio clearly should not take credit for its share of
those operating earnings. However, the large equity
investments are fundamental to Berkshire’s operating
strategy, and Berkshire often has board representation as
well. We believe that it’s fair to say that Berkshire has a
degree of influence over the activities of its investees.
Therefore, in valuing the stock, we give credit for “look-
through earnings.”

The following graph illustrates the recent history of “look-
through earnings”—with two caveats: 1) 1995 “look-
through earnings” were not disclosed and have been esti-
mated by PaineWebber; and 2) Berkshire has not always
included every large investment, so the number is not
perfectly consistent from year to year. Nevertheless, the
general trend is apparent.

Exhibit 22

Berkshire Look-Through Earnings
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Source: Company financial information and PaineWebber estimates.
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We have used a range of valuations on look-through
earnings of 25-40x First Call consensus look-through
earnings for Berkshire’s investees. The companies that
Berkshire owns tend to trade at valuations above the
market. We believe that the market is capturing some-
thing that the earnings method does not—the franchise
value of these companies and the length of time over
which their stable, profitable growth is anticipated to
continue.

The difference in the low estimate of values shown in the
earnings method previously and the book value- and float-
based valuations essentially boils down to the fact that
Berkshire’s equity investments are not valued at their
market prices in the low-end, earnings-based valuation.

PaineWebber

Berkshire generally does not trade at a price that signifi-
cantly discounts the value of its publicly held equities.
Therefore, we believe that the low end of the earnings-
based valuation highlights a current market inefficiency.
The stock should be attractive right now to investors that
want to buy BRK shares at a price discounted to the actual
trading multiples of its equity portfolio.

“I think the multiples of technology stocks should be
quite a bit lower than the multiples of stocks like Coke
and Gillette because they’re subject to changes in the
rules.”—Microsoft CEO Bill Gates, “Buffett and Gates
on Success,” January 17, 1999, Public Broadcasting
System.
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Berkshire Hathaway’s insurance operations

Berkshire Hathaway’s insurance businesses include
GEICO; its direct auto operation; the super-catastrophe
reinsurance business run by National Indemnity; and
other operations that include commercial trucking, bus
risks, prize indemnification, inland marine cargo, unusual
or large property-casualty risks, crime and professional
liability (through Kansas Bankers Surety), workers’
compensation (through Cypress Insurance), structured
settlements, credit insurance (through Central States
Indemnity), accident and health insurance, and other types
of reinsurance. National Indemnity also writes standard
commercial lines in several states through the “Homestate
Businesses.” National Indemnity markets its products
through 90 general agents.

Exhibit 24
Berkshire 1997 Market Share by Line
NWP Market Sh.

Credit A&H $25.9 9.0%
Reinsurance $820.2 7.0%
Auto liability $2,228.9 3.1%
Auto physical damage $1,292.1 2.7%
Other $249.4 N/M
Total $4,616.6 1.6%

PaineWebber

and some is financially oriented. The loss of General Re’s
business, which is expected to occur over time, has no

impact on Berkshire Hathaway in total because General Re

will simply retain the premiums.

Exhibit 25

Composition of BRK'’s Insurance Business

Earned Premiums 1995 1996 1997
GEICO - $3,091.6 $3,481.8
Property cat $260.0 $268.0 $309.9
Other $697.5 $758.2 $969.4
$957.5 $4,117.8 $4,761.1
@cent Change
GEICO 12.6%
Property cat 3.1% 15.6%
Other 8.7% 27.9%
N/M 15.6%
|Business Mix
GEICO 75.1% 73.1%
Property cat 27.2% 6.5% 6.5%
Other 72.8% 18.4% 20.4%
100.0% 100.0% 100.0%

Source: Company financial information and PaineWebber estimates.

The other large contracts may serve different objectives for
the buyer; for example, the Farmers contract was originally

entered into to reduce the company’s operational leverage.
This contract nonrenewed in 1998 because the company’s

Source: Statutory financial data and PaineWebber estimates.

Measured by premiums, GEICO is by far the most
important of Berkshire’s insurance businesses. However,
in recent years, the super-catastrophe business has been a
disproportionate contributor to earnings, as actual loss
ratios fell short of long-term expected levels.

One business that is difficult to categorize is Berkshire
Hathaway’s reinsurance operations. National Indemnity
assumed $836.0 million of reinsurance in 1997 (statutory
written premiums). Of this, 55.6% was assumed from
Berkshire’s six largest clients, including third-ranked
General Re. The nature of this business varies. Some is
super-catastrophe, some is high-layer excess reinsurance,

operating leverage had been reduced sufficiently to permit
Farmers to retain this business. Thus, Berkshire’s reinsur-
ance premiums may vary significantly each year.

Some of the other large contracts are with General Re’s
competitors, and their future volume of business may be
affected by the transaction; however, reinsurers generally
work with Berkshire in part because National Indemnity is
the only appropriate source of capacity for the reinsurers’
unique needs. In addition, some of the contracts may
have a large finite element in which the earnings on the
float are largely passed along to the client. Therefore, the
economics of the contract may not correspond to pre-
mium volume.

Exhibit 26
Reinsurance Premiums Assumed

1997 % of Ttl 1996 % of Ttl % Change
Farmers Insurance Exchange $183.9 22.0% $184.2 26.8% -0.1%
American Re $97.7 11.7% $97.1 14.1% 0.6%
General Re $90.0 10.8% $68.5 10.0% 31.4%
Employers Re $54.8 6.6% $59.0 8.6% -7.1%
Munich Re $29.8 3.6% $39.0 5.7% -23.6%
Lloyd’s of London $8.8 1.1% $34.0 4.9% -74.1%
Other $370.9 44.4% $206.6 30.0% 79.5%
Total $836.0 100.0% $688.3 100.0% 21.4%

Source: Statutory data and PaineWebber estimates.
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Why insurance?

Property-casualty insurance is neither an exciting, nor a
dynamic, nor a growing business. In fact, it is an indus-
try with significant overcapacity that is in serious trouble
right now. Yet Berkshire has just increased its exposure
to this business significantly. Apart from the obvious
reasons—including 1) an attractive price for a sterling
asset for which the equity market was unwilling to pay
full value, and 2) the ability to generate more float—
why would Berkshire do this?

“[llt's not at all clear that if American managements
were all dramatically better that returns on equity
would be much better...One of the secrets of life is
weak competition.”

“I get into the details of some of our businesses
more just because I've worked with the person run-
ning things a long time and | enjoy it. For example,
Ajit [Jain, who runs National Indemnity] and | talk
nearly every night about reinsurance. And I'm not
improving the quality of his decisions at all. But it's
an interesting game and | like hearing about it and
he doesn’t mind talking about it.”

—Warren Buffett, 1998 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

We believe the answer is that certain extremely well-
managed insurance companies have achieved consis-
tently attractive returns despite (or perhaps because of)
the otherwise uninspiring characteristics of the business.
And a well-run company generates, rather than con-
sumes, capital—which is always attractive to Berkshire.

In addition, insurance is characterized by lack of trans-
parency of pricing and margin information, and the fre-
quent presence of naive capital and subpar management.
These factors depress profitability but also make insur-
ance ideal for applying game theory. In insurance, one
player can win at others’ expense even when the “game”
collectively does not produce a winning hand. Curi-
ously, the same companies usually manage to do this
year after year while others never succeed in doing so.

Few things are harder than fixing an underperforming
insurer, while a high-performing insurer has an em-
bedded “culture of profitability” that is hard to break—
the “virtuous circle” again. These characteristics play to
Berkshire Hathaway’s strengths. For example, the com-
panies that Berkshire owns have advantages—cost and
great service, in the case of GEICO, and intellectual
capital, risk appetite and financial capital, in the case of
the reinsurance business—that enable these companies
to outperform the industry.
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Will Berkshire buy more insurers?

In light of Berkshire’s acquisition of General Re and
Warren Buffett’s continued interest in the insurance
industry, many have asked whether Berkshire might buy
other insurance companies. In general, we are not plan-
ning to speculate on what Berkshire might or might not
buy. However, for the record, we do have some general
observations about the insurance industry. We believe
that there are only a few other insurance franchises that
Berkshire Hathaway would be willing to own, and we
doubt that any such acquisitions will appear on the
horizon soon. Two obvious candidates in the past—
which have never been acquirable—were State Farm
and USAA. Unfortunately, we consider it unlikely that
USAA would ever convert to stock and sell itself.

With the possible exception of lightning striking
USAA’s management and creating an opportunity, now
that Berkshire owns GEICO, we do not believe that it
would acquire another personal lines company.

And there are few other insurers that we believe would
meet Berkshire’s characteristic of generating float
consistently at a very low cost. AIG is too large, and not
for sale. Chubb might be considered a candidate, but
we believe that some company other than Berkshire
would be willing to pay more for Chubb’s franchise. In
general, we won’t spend time in our coverage specu-
lating about what Berkshire might buy. For the time
being, the most likely answer is, “nothing.”

On USAA's customer loyalty: “USAA is a church.”
—Warren Buffett, November 24, 1998

GEICO: Shifting into high gear

GEICO is the seventh-largest auto insurer in the U.S. by
premiums, with a 1997 overall market share of 3.1%,
comparable to that of USAA and Progressive. In 1998,
we expect GEICO’s share to rise to about 3.5%. And
based on its higher growth rate, we expect that, by 1999,
GEICO will become the fifth-largest auto insurer and
the largest direct writer (a direct writer sells directly to
the insured without using an agent) in the United States.
Further, given its unique strategy, our projections
suggest that, by 2008, GEICO could be one of the
three-largest auto insurers in the country.
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Exhibit 27
Auto Insurance Market Share 1997
Physical % of
Company Damage Liability Total Industry

State Farm $9,351 $14,816 $24,167 21.5%
Allstate $5,542 $8,465 $14,007 12.4%
Farmers $2,092 $4,193 $6,285 5.6%
Nationwide $1,593 $2,823 $4,416 3.9%
USAA $1,433 $2,194 $3,627 3.2%
Progressive $833 $2,764 $3,597 3.2%
Berkshire-Hathaway $1,271 $2,229 $3,500 3.1%
American Family $826 $1,213 $2,039 1.8%
Liberty Mutual $708 $1,260 $1,968 1.7%
Travelers $644 $1,305 $1,948 1.7%
Industry $41,960 $70,635 $112,595 100.0%

Source: Company financial information, A.M. Best, and PaineWebber
estimates.

Since its acquisition by Berkshire Hathaway, GEICO
has developed from an outstanding insurance company
to an extraordinary company, in our opinion. GEICO
ranks 279th in the Fortune 500 based on 1997 premi-
ums (excluding investment revenues). By itself, we
would value GEICO at a minimum of 28x estimated
1998 statutory earnings, or $12 billion ($8,100 per BRK
share). This compares to a current market capitalization
of more than $11 billion for Progressive Insurance,
GEICO’s closest public comparable.

We believe that Progressive ordinarily should receive a
lower valuation than GEICO because 1) it is primarily
an agency writer that is in the process of developing a
more valuable, GEICO-like direct distribution channel;
2) its return-on-capital constraints will prevent it from
growing as quickly over the course of a cycle (see the
discussion that follows); and 3) Progressive is primarily a
nonstandard auto insurer, an attractive business that
nevertheless commands a lower franchise premium than
the preferred and standard lines that comprise signifi-
cantly larger markets.

We think the story of Berkshire Hathaway’s involve-
ment with GEICO is fascinating: GEICO was the first
stock that Warren Buffett ever personally bought while
studying under Ben Graham!6 in 1951 (after his famous
visit with Lorimer Davidson at the company’s head-
quarters). In 1976, Mr. Buffett acquired a substantial
stake in GEICO when it was on the brink of insolvency
after underpricing its products during earlier years.

GEICO was formed in 1936 by Leo Goodwin, an
accountant for USAA, who targeted U.S. government
employees, emulating USAA’s strategy of marketing to
military officers. GEICO reported 35 profitable years
after it first made money, until 1970, when federal wage
and price controls and no-fault insurance rocked the
company.

16Who was chairman of the company at the time.
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Inaccurate reserving led the company to price its
product inadequately, and GEICO lost $85 million in
1975. The board fired incumbent management, and
new CEO Jack Byrne moved swiftly to save the com-
pany from insolvency by raising rates by almost 50%,
cutting costs and reunderwriting its business.

After meeting with Jack Byrne, Mr. Buffett began
buying stock in the open market. He also interceded
with the District of Columbia insurance commissioner
to give GEICO more time before shutting it down and
participated in a reinsurance program that GEICO
needed to stay in business.

As part of the recapitalization, Jack Byrne retained
Salomon Brothers to underwrite a $76 million equity
offering. Berkshire bought 25% of the offering at $9.20
per share, adding further to its GEICO ownership.

GEICO returned to profitability after 1976. Attracted
by its low cost structure, direct distribution and the
potential of its auto business, Berkshire retained its
investment. By 1995, Berkshire’s share of GEICO had
risen to 51% of GEICO through GEICO share repur-
chases, but Berkshire did not consider the company a
controlled investment because of a standstill agreement
with District of Columbia regulators.

Exhibir 28
GEICO New Policies (000's)
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Source: Company financial information and PaineWebber estimates.

After surviving its “near-death experience,” GEICO
regained its status as a fine auto insurer with superior
margins and growth rates. GEICO had always been an
innovator, first buying auto repair shops in 1941, and
after World War II, targeting veterans and capitalizing
on the baby boom. However, GEICO did not exploit
the opportunities available in the auto insurance
industry in the 1980s. The company’s internal culture
shunned a growth strategy, as management feared a
repeat of the 1970s.
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In 1995, new CEO Tony Nicely began executing a
more focused strategy under which nonproductive lines
of business were discarded and GEICO “put the pedal
to the metal,” beginning to truly explore its potential as
a direct writer.

In early 1996, responding to these changes, Berkshire
acquired the remainder of GEICO, and the company
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continued to move toward a more growth-oriented
strategy. Whereas GEICO had been growing net
written premiums about 3.8% faster than the industry
during 1988-94, from 1995 to 1998 (estimated),
GEICO’s growth advantage widened to 10.7%. And
GEICO’s sequential premium growth rate has increased
every year since 1995.

Exhibit 29
GEICO Written Premium Growth vs. Industry
—————— Average------
1995 1996 1997 1998E 1988-94 1995-98
GEICO 12.8% 13.7% 16.9% 20.0% 9.8% 15.8%
Auto Insurers -- Total 5.3% 5.6% 5.4% 4.0% 6.0% 5.1%
Difference 7.4% 8.0% 11.4% 16.0% 3.8% 10.7%

Source: Company financial information, A.M. Best, and PaineWebber estimates.

Direct writers: Poised for additional market
penetration

The direct writer’s share of the industry’s premiums has
not increased significantly in the past five years, primarily
because the other major direct writer, USAA, has not
grown during that time. Although direct sales have been
part of the auto landscape since the 1930s, until recently,
they were focused either on affinity groups, such as former
military officers or government employees (USAA and
GEICO), or tightly within a geographic area (20th
Century). Therefore, the true potential size of the direct
market in the U.S. is unknown. However, the current
market penetration of around 10% appears to leave
significant room for growth.

There are only two major direct writers (GEICO and
USAA), and neither attempted to grow aggressively until
GEICO began the effort in 1996.

In some other countries, such as the U.K., direct mar-
keting commands a far larger share.

The appeal of direct marketing is the significant savings it
provides the consumer. While many customers are willing
to pay more for access to a personal agent, intuitively the
percentage of these customers cannot be the current 90%,
or anywhere close to it.

We believe that the post-baby boom generation is
increasingly comfortable taking responsibility for its own
buying decisions and places a higher value on fast service,
convenience and independence, as embodied in such
phenomena as Internet shopping. The percentage of
customers receptive to direct marketing is likely to grow

through demographics.

As shown in the following table, direct writers have been
achieving better combined ratios than the average large
personal lines company despite the large discounts they are
able to award (we include Horace Mann as a direct writer,
as its agents market to a customer base that is similar to an

affinity group, like USAA).

“I think it's becoming increasingly clear that there's a
real separation in the market between direct writers
and agency writers, and that gap is really widening...
It's our judgment right now...that auto within the
wholesale market is no longer an efficient operation
to run for anyone...In the past year, the nature of the
nonstandard personal automobile insurance business
changed and we can’t play profitably under the new
rules of the game in most of the country [due to direct
writers’ ability to expand market share with big tech-
nology investments and lower prices].”

—Jon Saltzman, CEO of Penn-America Group, in
describing his decision to withdraw from the non-
standard auto market, as quoted in BestWeek on
January 11, 1999.
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Exhibit 30
PP Auto Liability Combined Ratios by Year
1994 1995 1996 1997

Direct Writers 103.6% 94.1% 89.8% 90.8%
Captive Agency Writers 104.7% 101.1% 98.4% 100.8%
Independent Agency Writers 97.9% 105.3% 103.4% 101.5%
All Companies 100.2% 102.5% 100.2% 99.5%
Direct Writers:

20th Century Insurance Group 113.0% 88.5% 89.8% 79.3%

GEICO 99.3% 97.5% 91.3% 95.7%

Horace Mann Insurance Group 99.6% 97.1% 84.7% 86.8%

USAA 102.6% 93.1% 93.3% 101.3%

Source: Statutory financial information and PaineWebber estimates.

The reason is the very competitive expense structures of marketing costs, which are driving these companies” high
these companies, as shown below. Independent agency growth rates. For example, we estimate that GEICO spent
writers are no longer able to offset their high expenses with  about three points on its combined ratio in 1998 on
better loss experience. Significantly, GEICO and 20th advertising. At a growth rate more typical of the industry,
Century’s expense ratios are also burdened by heavy these companies’ expense advantage would be even wider.
Exhibit 31
PP Auto Liability Expense Ratios by Year
1994 1995 1996 1997

Direct Writers 13.2% 13.3% 13.5% 13.9%
Captive Agency Writers 20.5% 20.3% 20.4% 21.7%
Independent Agency Writers 26.7% 26.9% 25.0% 25.0%
All Companies 23.1% 23.2% 22.2% 22.5%
Direct Writers:

20th Century Insurance Group 8.4% 9.6% 10.0% 9.8%

GEICO 14.1% 13.7% 13.9% 14.8%

Horace Mann Insurance Group 19.4% 19.9% 19.2% 19.3%

USAA 11.0% 10.1% 10.9% 11.8%

Note: Expense ratios exclude policyholder dividends.

Source: Statutory financial information and PaineWebber estimates.

GEICO: The Borsheim’s of the auto GEICO’s compensation program was modified to focus
insurance business on the key value drivers and to reinforce and reward the

achievement of the right results. We do not believe that
GEICO’s strategy since Berkshire Hathaway bought the any other public insurer would or could imitate this pro-
remainder of the company is unique among the direct gram, for reasons that we will explain. And there is no
writers and, in fact, the industry. We view GEICO as indication that any nonpublic company is motivated to do
the Borsheim’s of the auto insurance industry. Like so either.

Borsheim’s, Berkshire’s jewelry operation, the company
uses its low cost structure and economies of scale to attract
a growing share of business to market nationally. Through
this low-cost strategy, Borsheim’s has grown to become
what management believes is the second-largest jeweler in *  Only the profitability of seasoned businesses is

the U.S. operating out of a single location. measured. Therefore, management can spend as
much as it chooses on marketing and first-year loss
costs without any impact on compensation. A public
company would not do this due to shareholder
constraints.

GEICO pays its management according to the growth
rate achieved and profitability of seasoned business.
Embedded in this strategy are several subtle concepts.

Under current management, GEICO’s strategy was
clarified and refined so that management would not be
distracted by the urge to diversify or change focus
according to the whims of the equity market or the
insurance cycle.
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*  Management is heavily “incented” to grow and build
the franchise value inherent in scale. The
compensation program enables GEICO to grow
despite the cyclical pressures of a competitive industry.

*  Seasoned business must be more profitable than the
industry average. This means that management must
not only grow its call centers to handle increased new
application volume but also must build its service
capabilities commensurate with the growth of renewal
business. We believe that servicing constraints are the
principal limit on growth.

During the past decade, GEICO’s combined ratio has
averaged 7.2 points better than the industry’s and has been
less than five points better in only two years, 1992 and
1993—before the compensation program was changed.

Exhibit 32

Combined Ratio: GEICOvs. Industry
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Source: Company financial information and PaineWebber estimates.

While auto insurance is a commodity business that does
not have brand pricing power like the soft drink business,
name recognition does convey a degree of franchise value.
Other things being equal, customers will prefer to pur-
chase from a familiar brand with a favorable image.

GEICO’s growth strategy is succeeding at a time when the
rest of the industry is encountering difficulty in achieving
growth. For example, GEICO grew its policies in-force
(PIF) at 19% for the first eight months of 1998, and
management has said that growth should be 20% for the
full year. By interpolation, GEICO would have to have
grown units by approximately 22% in the fourth quarter
for that to be true. In addition, management noted that it
expects growth to be sustained or to accelerate from the
present level.
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“Coca-Cola...will often make needed investments in
order to build up the bottling infrastructure and rapidly
capitalize on [new] markets...And you know that
you've go to do ‘em. You have a wonderful business.
You want to spread it worldwide. You want to capi-
talize on it as quickly and fully as possible. If you
wish, you can make a return on investment calcula-
tion. But as far as I'm concerned, it's a waste of
time—because you’re going to do it anyway. You
know you want to dominate those markets over time.”

—Warren Buffett, 1998 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

Despite the accelerating growth, we understand that “hit
ratios” (policies bound as a percentage of incoming calls)
are unchanged, customer complaint ratios are unchanged,
and renewal and loss ratios (aged based on policies of
comparable persistency) are unchanged. This suggests that
the quality of the new business is comparable to that of
GEICO’s existing book. In addition, we independently
surveyed state insurance departments, including most of
GEICO’s largest states, and noted that the company’s
complaint ratios are consistently among the lowest in the
industry.

Because its quality standards are being maintained, we
expect GEICO’s marketing budget to increase again in
1999. Further, as long as the company follows this
strategy (and it would be unlike Berkshire to change the
strategy), we think there is no reason why growth cannot
continue for some time. Given the company’s cost
advantage, we expect that its increased marketing efforts
should translate into in-force growth that can be sustained
at the current level.

For example, if GEICO could grow its PIF by approxi-
mately 20% per year for the next five years, and by 15%
for the succeeding five years, assuming the industry’s PIF
grow by 4% per year, the company would have a 13.5%
market share in ten years. While this is aggressive, we do
not think that it is unreasonable considering GEICO’s
unique strategy. Moreover, it is consistent with Warren
Buffett’'s comments about the company, and would be
about a point larger than Allstate’s current share. That
would hypothetically make GEICO the second-largest

auto insurer in the United States.
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Exhibit 33

GEICO Policy Statistics
(in thousands) 1993 1994 1995 1996 1997
New policies 354.882 396.217 461.608 617.669 913.176
Preferred growth N/A N/A N/A 0.073 0.128
Nonstandard/std. growth N/A N/A N/A 0.335 0.366
Policies in force 2011.055 2147.549 2310.037 2543.699  2949.439

Source: Company financial information, A.M. Best, and PaineWebber estimates.

We expect that GEICO will have ended the year 1998
having added well over a million policies to its books and
that it will have more than 3.5 million policies in force.

Nonstandard and standard market growth, which the
company began to focus on in the mid-1990s, should
continue to be higher than preferred growth, as GEICO
already captures a large portion of the preferred market.

Exhibit 34
GEICO - Policies In Force (000’s)
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Source: Company financial information and PaineWebber estimates.

We should note that PIF growth is not the same as
premium growth because rate changes affect the latter.
Currently, rates are declining, as insurers rebate some

of their recent unusually favorable experience to policy-
holders. Thus, in the near term, premium growth should
lag PIF growth. PIF growth is the more important
statistic, as it determines GEICO’s long-term market
penetration. Over the course of a cycle, premium growth
roughly equals PIF growth plus inflation.

“Last year, the industry recorded profits that were far
better than it anticipated or can sustain. Intensified
competition will soon squeeze margins very signifi-
cantly. But this is a development we welcome: Long
term, a tough market helps the low-cost operator,
which is what we are and intend to remain.”

—Warren Buffett, 1997 Annual Report.

As shown in the following table, GEICO’s growth is
derived from geographic expansion into new states as well
as increased penetration in its largest states. For example,
of GEICO’s top-ten states in 1997, only four had five-year
compound growth rates higher than GEICO’s average.

However, two of those four—New York and Florida—are
GEICO’s largest markets and are targeted for continued
growth. In 1997, GEICO grew 14.4% in New York and
20.7% in Florida. Its fastest-growing states last year,
however, were North Carolina (59.5%), Wisconsin
(34.0%), Arizona (37.9%) and Minnesota (34.9%), where
the base of initial premiums is smaller.

Exhibit 35
GEICO Top States and Growth, 1991 to 1997
1991 % of Total 1997 % of Total CAGR

New York $376.0 19.4% $763.8 21.8% 15.2%
Florida $252.4 13.0% $554.2 15.8% 17.0%
Maryland $222.5 11.5% $347.4 9.9% 9.3%
Virginia $180.9 9.3% $261.0 7.5% 7.6%
Texas $140.5 7.2% $187.4 5.4% 5.9%
California $105.4 5.4% $160.6 4.6% 8.8%
Connecticut $79.8 4.1% $125.9 3.6% 9.5%
Georgia $94.3 4.9% $128.7 3.7% 6.4%
Louisiana $43.8 2.3% $88.6 2.5% 15.1%
lllinois $22.0 1.1% $59.1 1.7% 21.9%
Total $1,940.5 100.0%  $3,498.6 100.0% 12.5%

Source: Statutory data and PaineWebber estimates.

What about homeowners’ insurance?

GEICO does not issue homeowners’ policies directly,
having an arrangement in which it refers customers to
Travelers. Homeowners’ insurance tends to be a “social
good” that consumers feel entitled to buy at a cheap price.

Unfortunately, due to the buildup of coastal exposures in
the past few decades, some parts of the country would be
uninsurable if a premium that reflected the real risk were
charged. Increasingly, consumers in other, less risky areas
are unwilling to subsidize this growing pool of customers
—Ileaving the insurers holding the bag. GEICO exited the
business when it recognized that money could not be
made in homeowners’ insurance.
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“Many casualty companies, as they write home-
owners’ insurance, can now figure out that if we had
something like Hurricane Andrew multiplied by four—
which could easily happen...their losses would be
more than many of them could handle...And having
gotten into that dumb position, those casualty com-
panies have a terrible time because they can't just
say, ‘Oops, | changed my mind...” The minute they
do that, the insurance commissioners say, ‘Gee, I'm
a representative of the populace. And | don't care
about your risks. | don’t want angry, worried
homeowners screaming at me.” So the insurance
commissioners tend to behave in a grossly unfair way
and take care of the perceived interests of the policy-
holders regardless of how unfair it is for the insurance
company. So unless you're willing to leave the state
entirely, it's very, very hard for these insurers to stop
writing the insurance once they’ve made the error [of
entering the homeowners’ market].”

—Charles Munger, 1994 Wesco Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

From a business standpoint, however, many customers like
to buy homeowners’ and auto insurance from the same
carrier, and these tend to be profitable customers. There-
fore, it is desirable to be able to offer both products.

Using Travelers, however, makes GEICO dependent on
another company’s pricing and appetite for the business—
and a competitor to boot!7.

At GEICO’s current market share, the Travelers arrange-
ment does not appear disadvantageous to growth. But at
some point in the future, GEICO may have to make the
difficult choice to enter the homeowners” market. Mr.
Buffett has indicated that he would be willing to go back
into the homeowners’ market under the right circum-
stances. Berkshire currently has more than 400,000
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homeowners’ customers referred to Travelers—about

15% of customers want this product. If it needs to reenter
the homeowners’ market, GEICO could end the referral
program.

We believe that this issue will not be critical for the com-
pany until GEICO’s market share is at least double its cur-
rent level; implicitly, our valuation model does not require
the company to become a homeowners’ insurer in the near
term.

GEICO’s float

As the following table shows, GEICO’s float has grown by
an average of 10.8% per year for the past decade, a rate
that should accelerate as the company’s premium growth
continues to ramp up. In addition, GEICO’s float has
been produced at a negative cost, with the company
achieving an average underwriting profit of 3.5% over this
period, a significant positive spread over Treasury yields.
Therefore, even though the auto insurance business is
short-tail in nature, generating relatively little float per
dollar of premium, GEICO’s above-average growth and
consistently low cost of float have made it a superior
generator of value.

However, even as GEICO’s float has grown, its signifi-
cance to Berkshire has diminished. Whenever Berkshire
has made acquisitions that involved a stock element, the

average GEICO float per BRK share has declined.

Yet low-cost float and its powerful ability to leverage
Berkshire’s capital is an important economic element of
Berkshire’s impressive returns. We believe that this is one
reason that Berkshire was interested in acquiring General
Re, with its huge reservoir of float.

As shown below, GEICO’s float currently represents about
42% of Berkshire’s total float. The acquisition of General
Re will roughly triple the total Berkshire float.

Exhibit 36
GEICOHoat and Cost of Hoat
1983 1989 1990 1991 1992 1993 1994 1995 1996 1997 Average

Estimated float ($, millions) $1,4627 $1,5820 $1,717.7 $19162 1326 $22916 24802 7174 $28719 0919
Growth rate 30.1% 82% 86% 11.6% 11.3% 75% 82% 9.6% 5.7% 7.7% 10.8%
Cost of float 0.7% -3.1% -4.2% -3.8% 0.5% -13% 3% -4.4% -6.4% -84% -35%
GEICOfloat per BRK share $1,276 $1,330 $1,499 $1,672 $1,856 $1,945 $2,106 $2,307 $2,331 $2,509

-4.4% -6.4% -84% -9.6%
BRK Hoat $1,497.7 $15410 $16300 $20700 $25100 $26247 $30566 $3607.2 $67020 $7,300.0
% Change 2% 5.8% 27.0% 21.3% 4.6% 16.5% 18.0% 6.2% 8.9% 16.6%
GEICO%of Total NA NA NA NA NA NA NA NA 42.5% 24%

Source: Company financial information, A.M. Best, and PaineWebber estimates.

17 When GEICO had its near-death experience in 1976, the company was
almost bailed out by reinsurance until State Farm and Travelers (then under
different management) pulled out of the arrangement. Many insurers try to
avoid becoming overly dependent on reinsurance or similar arrangements
because it can leave them vulnerable at critical times.
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Super-catastrophe reinsurance

Berkshire Hathaway’s National Indemnity is the leading
market for high-excess reinsurance against catastrophic
events. The company addresses the commodity nature of
the product by selling to customers who are attracted by its
exceptionally large capacity and unsurpassed claims-paying
rating. This necessarily means that Berkshire does not
participate in the more competitive, commoditized trans-
actions and allows its volume to fluctuate significantly
according to the opportunities available.

“If you feel like you have to invest every day, you're
going to make a lot of mistakes. Itisn't that kind of a
business. You have to wait for the fat pitch. And
insurance is similar.”

—Warren Buffett, 1996 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.

National Indemnity will put up to $1 billion at risk pretax
on any single catastrophic event (a limit we expect to rise
now that Berkshire has both a larger risk portfolio and a
larger capital base after acquiring General Re). In 1994,
its peak year, Berkshire earned $447 million of super-cat
premiums and captured an underwriting profit of $240
million. In 1997, volume was much lower—$309.9 mil-
lion—as competition has increased substantially in this
business, but extremely favorable worldwide weather con-
ditions led to a $283 million underwriting profit.

Berkshire does not allocate expenses by product line and,
therefore, we do not know the combined ratio or the
underwriting profit on the super-catastrophe business.
However, assuming that the line runs an expense ratio of
no more than 15% (which is probably high), we estimate
that Berkshire would have produced an average combined
ratio of around 55% since 1991, including 1992, when
Hurricane Andrew resulted in a loss ratio of 101.5%.

Exhibit 37

Super-Cat Earned Premiums and Loss Ratio
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Source: Company financial information and PaineWebber estimates.
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Berkshire even made an underwriting profit in 1994, when
it suffered large Northridge earthquake losses. Of course,
this is considerably better than the long-term average
expected result. Using these same assumptions, cumu-
lative pretax underwriting profits since 1991 would be
more than $865 million, worth an estimated $371.75 per
BRK share, without considering the impact on investment
returns of accumulating an additional $865 million to
invest.

Despite a slight increase in 1997, we expect the volume of
super-catastrophe business to continue to decline for some
time due to competition. The market is still softening,
and even participants that are less stringent in price
discipline than Berkshire are withdrawing from certain
parts of the market. A major loss event has not occurred
since the Northridge earthquake in 1994. In addition,
while the product is credit sensitive, in a soft market, the
bid spread for a high claims-paying rating narrows. Thus,
Berkshire finds it more difficult to achieve an appropriate
premium for its willingness to risk large losses and its
creditworthiness.

“[W]e are not spreading risk as insurers typically do—
we are concentrating it.”

—Warren Buffett, 1991 Annual Report to
Shareholders.

Finally, State Farm, another triple-A company, recently set
up a $3 billion reinsurance facility in conjunction with
Renaissance Re in Bermuda. This facility would write up
to $500 million per occurrence of top-layer excess catas-
trophe reinsurance for non-U.S. markets, and compete
directly with Berkshire. The stated strategy from State
Farm’s perspective is to diversify its business and to lever-
age its capital. While the facility certainly does the latter,
its impact on diversification is less obvious. Potential
losses would certainly be diversified, but the facility can
provide only enough premium to have an immaterial
impact on premium diversification while exposing State
Farm to great incremental catastrophe risk.

Our estimate of marginal return on capital for State Farm,
even considering that it is capitalizing its risk with letters
of credit and stop loss reinsurance (thereby avoiding
having to put up actual money and lower its investment
yields) is less than 1.5%. In other words, State Farm is
putting nearly $3 billion of capital at risk to earn an extra
100-150 basis points on its policyholders’ capital. Unlike
a public company, State Farm’s management can do this
because State Farm has no hurdle return on capital to earn,
and is using “other people’s money”—money that belongs
to its policyholders.
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“[W]e are always available, given prices that we
believe are adequate, to write huge volumes of
almost any type of property-casualty insurance...

[o]f course, when others are panting to do business
we are also available—but at such times, we often
find ourselves priced above the market. In effect, we
supply insurance buyers and brokers with a large
reservoir of standby capacity.”

“One of the largest family-owned insurance brokers in
the country is headed by a fellow who has long been
a shareholder of Berkshire...Naturally, he does the
best he can for his clients. And, just as naturally,
when the insurance market softened dramatically in
1987 he found prices at other insurers lower than we
were willing to offer. His reaction was, first, to place
all of his business elsewhere, and second, to buy
more stock in Berkshire. Had we been really com-
petitive, he said, we would have gotten his insurance
business but he would not have bought our stock.”

—Warren Buffett, 1987 Annual Report to
Shareholders.

Over a long period, we expect demand for excess catas-
trophe products to increase. Global weather patterns are
expected to produce above-average losses for the next two
decades, and increasing economic development around the
world will raise insured values, adding to the long-term
demand for this product. Cyclical pricing pressure will
eventually ease, especially in the higher layers in which
Berkshire specializes, as losses return to normal. However,
in the near term, we expect National Indemnity’s business
to shrink except in the event of a major catastrophe.

We do expect Berkshire to continue as a market leader due
to its unsurpassed capitalization, longstanding and com-
mitted presence in the market, and ability to make quick
underwriting decisions. The efforts of investment banks
to securitize this risk are also a potential source of com-
petition, but the long lead times and the high cost of
securitization to date have prevented development of a
robust securitization market, and capital providers in the
securitization market have never been tested with real
losses. In addition, General Re’s client relationships may
provide a stable source of business for National Indemnity.
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General Re: No longer your father’'s
reinsurance company

In answer to a shareholder question about expansion
into other insurance businesses: “We're willing to
think about a variety of things in insurance. But we
find that most of them make no sense. Over the next
ten to 15 years, we’ll do other things. It's bound to
happen. But | can't tell you what they’ll be. The big-
gest single thing we’ll do in terms of value, though,
probably, is GEICO. We'll do other things. But who
knows what they might be?”

—Warren Buffett, 1998 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.
(Six weeks later, Berkshire announced that it was
buying General Re.)

Although it has perhaps the most traditional culture of
the major U.S. reinsurers, General Re is no longer “your
father’s reinsurance company.” With the advantages it
gains as part of Berkshire Hathaway, the company is
strategically well positioned to respond to and to capture
the changing opportunities available in the new global
reinsurance market. The company’s mission statement
does not refer to reinsurance, stating instead that the
company aims to be “the first-choice provider of risk
assessment and risk transfer solutions for our clients.”

General Re’s underwriting culture is perhaps unmatched
among reinsurers, and we believe that its long track record
of superior returns speaks for itself. It is one of the few
insurance companies that has demonstrated underwriting
and management integrity, two key things that Berkshire
focuses on in owning insurance companies. As shown in
the following table, the consistency of General Re’s results
is surprising given the inherent volatility of the property-
casualty industry and the fact that reinsurers are in the
business of absorbing excess volatility from the primary
insurers that are their clients.

Exhibit 38
General Re Growth
5 Years 10 Years 20Years 30Years 40Years 50 Years
Average combined ratio 101.0% 101.4% 102.8% 102.2% 101.3%  100.4%
CAGR, Invested assets/share 19.6% 16.2% 16.9% 16.3% 14.8% 13.6%
CAGR, Book value/share 16.1% 14.9% 16.3% 16.1% 14.5% 13.5%
CAGR, Net premiums/share 22.7% 10.7% 12.6% 13.6% 13.2% 11.7%

Source: Company financial information and PaineWebber estimates.
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Exhibit 39

General Re Traditional Premium Growth
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Source: Company financial information and PaineWebber estimates.

One interesting feature that should be pointed out in
the preceding table is that premium revenues are the
most variable item. Reinsurers make their money from
investing and from controlling underwriting results.
While premium growth provides fuel for future invest-
ment earnings, significant year-over-year variations do
not have much impact on the reinsurer’s results over the
long term.

However, fluctuations in the combined ratio are another
matter. The domestic combined ratio has been aver-
aging just under 100% while the international combined
ratio is running at just over 102%, a level that General
Re’s management has committed to bring into line with
the domestic results over time, as the international rein-
surance markets move to excess or nonproportional
reinsurance.

General Re is known for its expertise in excess casualty
reinsurance and globally for its facultative (individual
risk) franchise: General Re is the preeminent writer of
facultative reinsurance and one of a handful of com-
panies that has adequate scale in this extremely technical
business.

The company is the largest domestic reinsurer, selling
through a captive marketing force to a client base prin-
cipally made up of a smaller, regional clientele that uses
the company’s underwriting and consultative expertise.
General Re also owns General Star Indemnity, the
fourth-largest excess and surplus lines writer in the U.S.,
and Genesis Insurance, which provides alternative
markets services. Finally, General Re owns General Re
Financial Products, a wholesale derivatives dealer;
Herbert Clough, a reinsurance broker; aviation risk
manager U.S. Aviation Underwriters; and specialized
investment services provider New England Asset
Management.
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Approximately 45% of the company’s premiums are
from international sources, including the premiums of
General Re’s 82% investee Cologne Re, the oldest
reinsurer in the world and a major international rein-
surer based in Cologne, Germany. General Re acquired
a majority stake in Cologne Re in 1994, giving it a
major international presence for the first time. General
Re’s strategy in Europe is to capitalize on the growing
casualty market and the migration away from tradi-
tional, low-margin proportional products toward excess
forms of reinsurance, including facultative products.
The company now operates in more than 30 countries.

Another strategic benefit of investing in Cologne Re was
the company’s major life and health insurance operation,
which we estimate will produce $1.3 billion of premium
in 1998.

General Re’s returns on capital have outperformed the
industry by a wide margin and are extremely attractive
for an insurance company. Finally, the company brings
approximately $16 billion of float to its merger with
Berkshire—a form of low-cost leverage for Berkshire.

Exhibit 40

General Re Return on Equity
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Source: Company financial information and PaineWebber estimates.

Berkshire Hathaway and General Re:
A made-to-order merger

In announcing the General Re transaction, Warren
Buffett cited “synergies,” a term he rarely uses and
indeed has pointed out is sometimes used by manage-
ments to justify overpaying for acquisitions. But, in our
opinion, there is no doubt that the General Re trans-
action creates very real synergies. As Mr. Buffett
commented at the press conference when the deal was
announced, “We are creating Fort Knox.” We believe
that this is an excellent description of the result of the
transaction. And who wouldn’t want to own a piece of
Fort Knox?



PaineWebber

a struggling textile mill.”

“We should be humber one by a significant margin
in the world reinsurance market in ten to 15
years.”—Warren Buffett, September 16, 1998

“The General Re purchase is Berkshire’s watershed
event in all its fabled history since its early days as

—Andrew Kilpatrick, Of Permanent Value: The
Story of Warren Buffett (1998 edition).

Exhibit 41
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Berkshire Hathaway and General Re are stronger
together then either could ever be apart. Berkshire can
do things with General Re’s business that General Re, as
a stand-alone company, could not. At the same time,
General Re brings important and unique assets to
Berkshire Hathaway. Finally, the companies share a
common culture in many respects, particularly in their
strong focus on underwriting integrity and capital
management.

General Re and Berkshire Hathaway: The Synergies Are Enormous

GRN

BRK

|BRK can do things GRN can’t:

|And BRK gains significant assets:

Has excess capital vs. today’s needs
"Conservative" investing focus
Can’t underwrite mega-risks

Must buy retrocessional cover
Cannot manage to lowest tax rate
Must focus on quarterly volatility
Rating agency capital constraints

World’s best capital allocator

Can allocate capital without constraint
Mega-risk transfer for mega-profits
No longer needed; increases earnings
Can manage to lowest tax rate
Investors not sensitive to volatility
Now removed

Generates float at a low cost
Exceptionally strong client franchise
Mostly long tail casualty reinsurance
Enormous float added to BRK
Strong base of intellectual capital
Owns major E&S writer

Only acquirable global reinsurer
Captive distribution system

World’s best facultative franchise

|The companies share a common culture I

Can put it to work at at a higher return
No overlap; loves to buy franchise
Direct auto and cat reinsurance

Loves float

Concentrated, at the reinsurance level
No overlap, high ROE business
Acquires unique asset

High value vs. BRK broker system
Another unique asset

Source: PaineWebber.

A review of the synergies

Excess capital. General Re had more capital than it
needed, and Berkshire is able to deploy capital through

acquisitions of other businesses as well as equity purchases.

“Conservative” investing focus. Like all property-

Underwriting-centered culture
Total return investing focus
Preference for direct distribution
Businesslike and nonpromotional

Excels at pricing unusual risks
The ultimate in total return
GEICO--premier direct auto insurer

Just like Buffett himself, and BRK

invested to earn equity returns—if it isn’t being used in
the reinsurance business.

Can underwrite mega-risks. General Re’s investors
expected it to meet smooth quarterly operating earnings
trends, even though the reinsurance business inherently

casualty companies, General Re was effectively required to
invest most of the investments supporting its operations in
high-grade fixed-income investments. However, as part of
Berkshire, all of the capital not underlying the company’s
claim reserves will over time be redeployed and allocated
to equities as Warren Buffett and Charlie Munger see fit.
And its capital will be in the form of “virtual capital”—

involves assuming volatile risks from clients. Berkshire has
no such constraint.

Elimination of retrocessional protection. As a public
company, General Re needed to dampen quarterly earn-
ings volatility by using retrocessional reinsurance. Based
on the company’s total outstanding ceded losses to rein-
surers of approximately $2 billion, we estimate the lost
investment income from this practice, after taxes, to be
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about $100 million per year, or $1.25 per share in 1998.
By eliminating retrocessions, General Re will retain more
premiums, which will provide yet more float to be invested
by Berkshire Hathaway.

Tax advantages. General Re had no diversified, stable
source of earnings other than reinsurance, and thus had to
invest in a certain level of taxable securities to shield
against alternative minimum taxes in the event of a spike
in loss ratios. Because the company will now be part of
Berkshire’s consolidated tax filing, this constraint is
removed. In addition, a larger proportion of the capital
can be invested in equities, which compound on a tax-

deferred basis.

Earnings volatility. General Re can take on and retain
larger risks because it is no longer constrained by the issue
of quarterly and annual earnings volatility.

Rating agency capital constraints. General Re will now
have unlimited access to capital, freeing it of the need to
maintain “face capital” to support its triple-A ratings debt
and claims-paying ratings.

Focus. General Re’s management will be able to focus on
the key strategic goals of growing its business and pro-
ducing float at a low cost. Other distractions, ranging
from Wall Street earnings expectations to rating agencies
to Securities and Exchange Commission (SEC) reporting
to the need to use excess capital, have been removed. And
with the investing function moved to Berkshire, manage-
ment and employees can focus exclusively on underwriting
integrity and client relationships. Watching what the
revised incentive plan at GEICO has accomplished for
that company suggests that this change in focus will be
very positive for General Re.

Free cash flow. General Re is currently bringing in about
$1 billion of operating cash flow each year that was for-
merly being redistributed to shareholders through divi-
dends and share repurchases. The ability to generate cash
flow in the form of insurance float, even at a modest rate
given the current competitive reinsurance market condi-
tions, is a benefit to Berkshire. If the price Berkshire paid
for General Re is evaluated against cash flows, Berkshire is
starting out with an initial cash “yield” of 6.8% without
any synergies. And this yield will grow over time as the
company’s premium base rises.

Exceptional client franchise. General Re has more than
1,000 domestic clients, most of which have been with the
company for years, if not decades.

Mostly casualty reinsurance. Unlike Berkshire’s reinsur-
ance business, which is primarily “super-cat,” or short-tail,
focused, General Re writes mostly casualty reinsurance,
especially in the United States. The expertise in the
casualty business is a franchise for the few with successful
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track records. In addition, casualty reinsurance has a long
tail of claims payout that maximizes float generation.

Enormous float. Acquiring General Re roughly tripled
Berkshire’s float, adding more than $16 billion to total
investable float. Further, General Re business has a longer
reserve tail that Berkshire’s, so that float builds faster as a
percentage of premium growth. Thus, General Re can
build float at a faster growth rate than a shorter-tail
business could.

Intellectual capital. General Re is the leader in reinsur-
ance technology and has positioned itself for emerging risk
transfer solutions by acquiring expertise in the derivatives
business and making a substantial commitment to inte-
grated risk management technology through its New
England Asset Management operation.

Captive distribution. Customers who “buy direct” are
the most profitable and have high persistency of business.
These clients belong to the reinsurer, not a broker who
may shop the business to other reinsurers at any time.
While the distinction between distribution platforms is
becoming less clear and most reinsurers are now accepting
business from brokers, the highest-value asset in the acqui-
sition other than float is General Re’s client relationships
and its distribution system.

Recent actions: D.P. Mann

In the fall of 1998, General Re announced the acquisition
of D.P. Mann, one of the most successful and last
remaining independent managing agents at Lloyd’s of
London. We believe that the transaction primarily
signifies General Re’s need to have a more unified and
important platform in London, the world’s third-largest
reinsurance market. Previously, General Re had operated
several companies in London, but had no “banner” com-
pany identity and no presence at Lloyd’s, the heart of the
market. We are not reading too much into the fact that
D.P. Mann is a broker market company because business
at Lloyd’s is done only through brokers, and if one wishes
to play in the very large Lloyd’s market, one must work
through these intermediaries.

“I think it’s fair to say that Lloyd’s problems have
helped us. Because Lloyd’s had a terrific reputation,
it was the first stop, and usually the last stop for all
kinds of large and unusual risks 20 years ago. And
the fact that they’ve lost some of their luster since this
has helped us...Berkshire probably possesses more
capital than all of Lloyd’s put together.”

—Warren Buffett, 1996 Annual Shareholders’
Meeting, as quoted in Outstanding Investor Digest.
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Why did Berkshire buy General Re?

Some observers have suggested that Berkshire bought
General Re in order to diversify its portfolio away from
bonds, because Warren Buffett believes that past equity
gains cannot be replicated. We believe that it would be
hard to find a riskier and more expensive way to diversify
an investment portfolio than spending $22 billion to buy a
property-casualty insurer. However, mathematically, the
transaction does shift Berkshire’s portfolio away from
bonds, and Mr. Buffett’s concern over equity valuations
and the difficulty of reinvesting an increasing asset base are
well documented, and have been well documented for
decades.

“My opinion is that the Dow is quite unlikely to com-
pound for any important length of time at the rate it
has during the past seven years and, as mentioned
earlier, | believe our margin over the Dow cannot be
maintained at its level to date.”

—January 18, 1964, Buffett Partnership Ltd. annual
letter to partners

“A decent rate (better we have an indecent rate) of
compound—plus the addition of substantial new
money has brought our beginning capital this year to
$43,645,000...Several times in the past, | have raised
the question whether increasing amounts of capital
would harm our investment performance...l now feel
that we are much closer to the point where increased
size may prove disadvantageous.”

—January 20, 1966, Buffett Partnership Ltd. annual
letter to partners

Despite the short-term impact of the investment on the
Berkshire portfolio, over the long term, buying General Re
will significantly increase Berkshire’s ultimate exposure to
equities and actually adds to its reinvestment problem
(larger and larger investments must be made to produce
the same incremental return, narrowing the range of
possible investment alternatives). Since management
entered into this decision with its eyes open, we view this
acquisition as a fundamentally optimistic view of the
universe of investment opportunities. Here’s why:

*  General Re is overcapitalized, and all of this newly
acquired excess capital must be redeployed into
higher-return activities by Berkshire.

* Inaddition, General Re will be generating substantial
new capital in the form of both earnings and insurance
“float,” which Berkshire must reinvest in the future.
Management’s enthusiasm for float is undimmed.

*  Berkshire’s invested assets per share are increased under
the transaction from $38,586 at the end of 1997 to our
estimate of more than $50,000 at the end of 1998.
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*  Fixed-income securities are only a temporary alter-
native for the investment of excess capital. To achieve
equity returns, Berkshire eventually must find alter-
native investments.

Nevertheless, we do not believe that Berkshire is under any
pressure to add to its equity portfolio, for several reasons.
First, Messrs. Buffett and Munger are simply never pres-
sured by anything, period.

In addition, their preferred first-choice use of capital is to
buy 100% of an operating business, not part of a publicly
held company. Mr. Buffett has stated that he believes that
there are plenty of opportunities, in the long term, and
that he is going “elephant hunting” with his capital.

Third, in the long term, Berkshire’s performance is
achieved by making an occasional major decision, not by
constantly trading to marginally outperform the market.
Therefore, if some time passes before the capital is used,
that would not necessarily have any impact on the com-
pany’s long-term performance.

Risks of General Re

When asked if he had any worries about the business, the
management, the competition or the cycle, Mr. Buffett
indicated that he did not. However, General Re has a
global derivatives business, which is subject to systemic
risk due to its proximity to the world’s credit and payment
systems. On the other hand, General Re Financial
Products came through the fall 1997 Asian crisis and the
summer 1998 hedge fund crisis with flying colors.

The transition from General Re’s option plan and the
retention of key employees is also a risk. Options were an
important part of the General Re culture, but Berkshire
uses different incentive programs. The restructuring of
employee compensation will be important both to main-
taining the franchise and “incenting” employees in the
right direction to achieve Berkshire’s goals, the growth of
float and achieving a low cost of float.

Third, General Re is increasingly faced with the difficult
choice of reconciling its captive distribution system with
the business opportunities that can only be accessed
through other distribution channels, such as brokers.
Achieving growth and responding to buyers’ preferences
for different methods of distribution may ultimately result
in the company allowing alternative distribution channels
to access the company in a broader sense than currently!8.
However, under any circumstances, we expect direct

18 General Re has experimented with the broker channel in the past: It once
owned a broker market reinsurer, North Star Re, which was never as
profitable as General Re and ultimately was sold to W.R. Berkley in 1994; in
1993, the company successfully founded a Bermuda catastrophe reinsurer,
Tempest Re, which marketed through brokers and which eventually was sold
to ACE Limited.
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distribution to remain the predominant marketing method
because the franchise value it creates is greater than any
other method. GEICO uses 100% captive distribution,
and Berkshire Hathaway prefers having direct access to its
end-user customers whenever possible.

Finally, General Re’s strategy is to extend its reach into the
international markets as they become more sophisticated
buyers of reinsurance, transitioning to the excess products
that are the company’s forte. General Re bought Cologne
Re in 1994, and while no apparent problems have
developed, due to the soft reinsurance market and the
limited amount of time that has passed, it is too soon to
evaluate the success of this merger. Executing the inter-
national strategy successfully is a risk to the General Re
acquisition.

Management and management succession

On when he will retire: “About five to ten years after |
die.”

—Warren Buffett, as quoted in Forbes, October 19,
1992.

While not a pleasant subject, this issue comes up fre-
quently, even though Mr. Buffett is five years younger
than Hank Greenberg, head of American International
Group. To get the most important point out of the way:
If Warren Buffett met an untimely end tomorrow,
Berkshire stock would go down, irrespective of the impact
on intrinsic value. There is simply no denying this fact.

Since we don’t know who will run Berkshire 25 years from
now, investors should consider that when they invest.
However, growth assumptions, as embodied in our valua-
tion, do not include any “Buffett premium” and suggest
that the stock is significantly undervalued. Further, two of
our valuation parameters do not project future investment
outperformance, and the third, earnings-based approach
assumes outperformance at a lower level than has been
achieved historically.

Mr. Buffett has stated that he will not retire and that his
role will be divided after his death: with one person in
charge of investments and the allocation of capital and
another in charge of operations: “someone overseeing—
but not meddling in it too much—making sure you have
the right managers and that you're treating them fairly.”
We believe that Lou Simpson is likely to be responsible for
investing based on the fact that he currently is the only
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person at Berkshire who is allowed to invest (at GEICO)
and that Warren Buffett has highlighted this fact, and his
excellent performance, in the shareholder letters and
annual meetings.

The only person we are aware of at Berkshire who must
have an insight into capital allocation decisions (other
than Charles Munger) is Ajit Jain, who runs National
Indemnity. That is because every decision to enter into a
National Indemnity reinsurance contract requires an allo-
cation of capital over a specified period of time, as opposed
to an equity investment that can be liquidated. Therefore,
an understanding of the alternative uses of capital that
would be foregone during that time is required. We
would not be surprised to see his role in the organization
expand at some point.

Who will manage the operations is more difficult to
assess given the compartmentalization that takes place at
Berkshire, and the lack of cross-training among managers.
Messrs. Buffett and Munger have stated (at the 1996
shareholders’” meeting, for example) that this person is
already within the organization. Berkshire is blessed with
a number of exceptional operating managers.

S&P index

Berkshire is not in the S&P 500 index. Based on the size
and quality characteristics described in this report, it seems
obvious to us that it should be included and, in fact, the
S&P’s chief economist has stated that S&P’s only concern
with respect to Berkshire is the liquidity of the B shares
upon index rebalancing. We believe that this concern will
prove to be minimal once the appropriate calculations are
made following the General Re merger. In addition, over
time, the pool of B shares is growing as As are split into Bs
and fractional As used in acquisitions are paid in Bs.

Opver the long term, we believe that stocks trade to
intrinsic value and, therefore, the index issue is not
important over the course of many years of ownership.
However, there are two factors that we believe are of
interest to investors:

* Institutions wishing to outperform the index might
have an easier time if they owned BRK, a large, liquid
stock that has historically beaten the index.

*  We think it is inevitable that Berkshire Hathaway will
be included at some point. To the extent that a pre-
mium will be captured at that time, we would just as
soon buy the stock in advance.
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Berkshire A and B Shares

Each Berkshire A share can be exchanged for 30 B shares.
However, B shares cannot be reconstituted back into As.
The other differences between the B shares and the A
shares, other than the exchange ratio of 30 to 1, are the
following:

*  The B shares have only 1/200th of a voting right,

lower than their economic value.

*  The B shares also do not participate in Berkshire
Hathaway’s charitable contribution program, in which
A shareholders may designate charities to which
Berkshire contributes.

*  We do not believe that Berkshire will ever split its A
shares. However, in order to prevent another episode
in which “Berkshire unit trusts” might be threatened,
we believe that the B shares might eventually be split.
There can’t be any assurance of this, however.

A brief history of Berkshire Hathaway and
its management

Warren Buffett was a business prodigy before he became
an investing prodigy, and we attribute much of Berkshire’s
success to his considerable skills as a business manager. At
age five, he sold Chiclets at a stand in front of his house.
By age six, Mr. Buffett had expanded his career by buying
six-packs of Coca-Cola for a quarter and selling each can
for a nickel. Possibly the most precocious manager of a
paper route the world has ever seen, at age 14 he operated
five delivery routes, dropping off as many as 500 papers a
day 19. His lifelong interest in newspapers and media later
spawned ownership of 7he Buffalo News and an
investment in the Washington Post Corporation as well as
Cap Cities/ABC (now Disney). Mr. Buffett bought his
first stock—Cities Service—at age 11. By age 14, in 1945,
he had saved $1,200 from his endeavors, which he
invested in Nebraska farmland.

After obtaining a business degree from Columbia
University studying under Ben Graham, Mr. Buffett
headed back to Omaha to work for his father’s brokerage
firm. The first stock he sold was GEICO. He also taught

a class in “Investment Principles” at the University of

19" Most of the material in this section is from Roger Lowenstein, Buffett— The
Making of an American Capitalist and from Berkshire Hathaway annual reports
and other published materials.
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Omaha before returning to New York to fulfill his dream
of working at Graham-Newman, Ben Graham’s
investment firm.

After Graham’s retirement, Mr. Buffett returned to
Omaha and began organizing investment partnerships
with money contributed by his family and friends as well
as capital raised from others. In 1961, Mr. Buffett bought
his first company outright—Dempster Mill
Manufacturing, a windmill company that Buffett managed
to turn around by hiring a talented operating manager,
Harry Bottle. The windmill business still remains the
subject of jokes by Buffett about the “cigar butt” style of
investing in businesses with just one “puff” of value left in
them. By 1962, the Buffett partnerships’ track record had
grown so impressive that Mr. Buffett merged his five
partnerships into one, renamed Buffett Partnership, Ltd.,
with 2 minimum investment of $100,000.

Today, Mr. Buffett tap-dances to work every morning,
thinks about how Berkshire should allocate its ever-
growing capital and investable float, and works on keeping
his operating managers, three-quarters of whom are worth
over $100 million, excited enough about their jobs to
come to work every morning and give 110% to Berkshire
Hathaway.

Mr. Buffett’s partner, Charles Munger, is a multifaceted
businessman: As well as being the name partner of the Los
Angeles law firm Munger, Tolles, & Olson, LLP, he is
chief executive officer of Wesco Financial and runs a legal
publishing firm, Daily Journal Corporation, in addition to
his role as vice chairman of Berkshire. An Omaha native,
Mr. Munger received a law degree from Harvard without
bothering to finish his undergraduate degree along the
way. Messrs. Buffett and Munger were introduced by one
of the Buffett Partnership investors and immediately began
to team up on ideas.

In 1929, several textile operations believed to be founded
as early as 1806 were combined and renamed Berkshire
Fine Spinning Associates, Inc. In the 1930s, Berkshire
Fine Spinning accounted for about one-quarter of the
country’s fine textile production and used approximately
1% of the entire electric output of New England. While
not very profitable in the earlier part of the 20th century,
World War II revived the company’s prospects, and it
remained profitable for some years after the war.

The company continued to operate until 1955, when
Hathaway Manufacturing Co., a New Bedford
manufacturer of textiles, was merged into Berkshire Fine
Spinning to form Berkshire Hathaway Inc. Hathaway was
founded in 1888 by Horatio Hathaway. The company
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had Hetty Green, the famous miser and “Witch of Wall
Street,” as one of its original shareholders.

Despite its 10,000 employees and nearly 6 million square
feet of plant, Berkshire Hathaway produced a weak
financial record20. During the nine years following the
merger, Berkshire’s shareholders’ equity declined from
$51.4 million to $22.1 million due to a $10.1 million
cumulative operating loss, payment of almost $7 million
of dividends and share repurchases of approximately $13.1
million. The company’s assets were cut in half. Eighty
percent of the mill workers from the time of the merger
were let go.

In 1962, Warren Buffet applied the “cigar butt” theory to
Berkshire Hathaway and bought a controlling interest. He
promoted Ken Chace to manage the company and
managed to improve its performance. And in 1967, on
Mr. Buffett’s insight that a business that generates capital
is better than a business than consumes it, Berkshire
Hathaway Inc. acquired Omaha insurer National
Indemnity Co. for $8.6 million.

In 1966, with the stock market soaring, the Berkshire
Partnership, Ltd., was closed to new investors. In 1967, as
the “Go Go” years continued, the Partnership lowered its
investment target: formerly it sought to outperform the
market by 1,000 basis points a year. Now the goal would
be 500 basis points. Nevertheless, by the end of the year,
the Partnership had beaten the Dow by 1,700 basis points.
In 1968, the Partnership beat the Dow by an even more
impressive 5,000 basis points. But in 1969, as Mr. Buffett
became increasingly convinced that he could not invest
successfully amid a stratospheric market, the Partnership
was liquidated, keeping only two of its investments:
Diversified Retailing and Berkshire Hathaway.

By 1973, the stock market had collapsed, and Berkshire
Hathaway began using its capital to scoop up stocks at
bargain prices. The rest is history.

Risk factors

Management succession. We have discussed this issue in
detail above.

Equity market. Long term, the equity market should
provide more attractive after-tax compound returns for
Berkshire’s capital than fixed-income investments. How-
ever, in any period, there may be volatility, and investors

20 In 1954, Nicholas Brady, later U.S. Secretary of the Treasury, and nephew
of the mill’s owner, Howard Chace, wrote his senior thesis at Harvard on the
business’s prospects and, as a result, sold his stock.
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should keep this in mind when considering their time
horizons on the stock.

Auto regulation. Currently, the auto insurance industry
is experiencing a relatively benign regulatory environment.
However, at times, state legislatures become redistribu-
tionist and attempt to limit auto insurers’ profits in order
to become popular with voters. There is always some state
in which this is an issue; what would be a major risk is a
national trend, a major movement in an important state,
or a serious federal initiative that would have the effect of
limiting profits.

Inflation. The insurance industry suffers from inflation,
as it cannot reprice the product quickly enough to cover its
rising costs and the rising cost of claims for policies it sold
earlier. Berkshire is better positioned than most compa-
nies because of its alternatives for using capital and its
ability to invest in equities. However, inflation is a risk to
any insurer.

Insurance market conditions. The property-casualty
industry is involved in a prolonged soft cycle, and
Berkshire may experience slower growth or depressed
earnings as a result. Over the course of a cycle, we do not
believe that this places BRK shareholders at a disadvantage
because such periods always end in the withdrawal of
capacity and the opportunity to capture excess returns.
However, again, potential investors need to consider their
time horizon, as the industry is in a down cycle.

Integration of General Re. Retention of key employees
at General Re is important to the success of the merger.
One member of senior management has left the company
to join another insurer. We do expect some turnover, as is
natural with any merger, but we believe that it is critical
for Berkshire to retain the important employees. One key
to retaining these employees will be the new incentive
plan, which has not yet been announced.

Competition in the auto market. The auto market is
beginning to experience rate decreases that presage a
period of intensified competition and reduced profit-
ability. Because of the short-tail nature of the business,
down cycles in auto tend to be more self-limiting than in
other areas of insurance. However, the business has
become concentrated among very large companies with
plenty of capital to burn. Similar to the cyclical concerns
addressed above, over the course of a cycle, GEICO should
emerge a winner, as its weaker competitors fall by the way-
side. But there is an impact on the investing time horizon.

Capital markets convergence. A developing market for
securitization could depress General Re’s and National
Indemnity’s growth opportunities. To date, this has been
more talk than action, and for the more difficult and risky
products that these companies favor, securitization actually
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costs more than reinsurance and is more cumbersome and
less timely to execute.

Additional information is available upon request.

Prices of companies mentioned as of 1/19/99:

Ace Limited ACL $30 15/16

American International Group AIG $101 1/16
American Express Co. AXP $100 1/2

The Allstate Corporation ALL $38 3/16

Boeing Cp BA $337/16

British Acrospace!  4.255 pounds

Berkshire Hathaway BRK.A $65,600

Chubb Corporation CB $59 5/8

Cincinnati Financial Corporation CINF $36 1/4

The Coca-Cola Companies KO $64 1/8

Federal National Mortgage Corporation?-Freddie Mac FRE $59 1/8
Gannett Company GCI $65 1/2

General Electric> GE $101 7/16

General Dynamics Corporation GD $55 15/16
Gulfstream Aerospace Corporation GAC $54 3/4
Gillette G $51 1/4

Horace Mann Educators Corporation HMN $26 15/16
Lockheed Martin Corporation LMT $39 1/8
McDonalds Corporation> MCD $79 3/16
Penn-America Group Incorporated PNG $9 1/4
PNC Bank Corporation PNC $49 1/8

Progressive Corporation PGR $162 3/8

Raytheon Company RTN $56 15/16

Reliance Group Holdings Incorporated REL $12 5/16
Travelers Property-Casualty Corporation TAP $29 13/16
20" Century Industries TW $21 5/16

Walt Disney Company DIS $36 1/2

Washington Post Company WPO $579

Wells Fargo & Company? WEC $36 13/16

Wesco Financial Corporation WSC $338

W.R. Berkley BKLY $31 1/2

XL Capital Led. XL $62 %

'These securities can only be offered in such states as may be legally permissible.

2 PaineWebber Incorporated has acted in an investment banking capacity for this
company.

3 General Electric owns over 20% of the outstanding stock of PaineWebber
Group and has a representative on the board. General Electric has agreed to
certain voting limitations. PaineWebber group is the parent of PaineWebber
Incorporated.

45



PainéWebber

46

“Sajewnsa Jaggamaured pue uoneuuoul [elueuly Auedwo) :82IN0S

SIS'T SIS'T eveT €€2°T S0Z°T 18TT 8.T'T 95T'T orT'T orT'T orT'T WTT WTT
%0°6T %€"6€- %G'TE %0'e- %E V6T %Z'L9 %6°82- %€'89 %z’ %8'TT %8 TT- %TZT

£v'/25T$ £/°€62'T$ 9€'STI 28 9/°809°T$ £/°/T12% 09°61/$ T 06v$ £9'509% 68'65€$ 297863 299763 06263 09056
%0'6T %25 %81 9%02¢ %025 %6°G %8€2 %9°/€ %2°0T %E I %562 %2t

£7'/25T$ £/°€62'T$ 616763 vy yIT IS 8v'v8% 65°G55% £8'725% 165208 8T°80€$ v5'6/2% 929263 821923 96523
%b've %9°'ST %9°LT~ %t'Ze %995 %L T %Sve %298 %T'0T %8vT- %LET %Gt

65 TYZ 1S 882663 12°€98% 69'/v0'T$ £G5°76/8 09°G05$ VS vIG$ TrEIvg GG'€0ES v9°6/2% 8263 8€° 1923 85°€/23
0% 0% 0% 0% 0% 0% 0$ (T9%) 0$ 08 0$ 0% 0%
00°0$ 00°0$ TTY6L'T$ 0T°268% S0°T90'T$ TSE9TS (ev°05T$) 85°2LV$ 19'92$ 80'L5$ 80°0T$ 10°G6TS v8YITS
65°TVZ'T$ 88°L66$ vv'620'2$ 10°2rS'T$ 6L%90'2$ 19°699$ erozrs YT'S65$ 97'SGES 2L€8ES YLEVES T0'06€$ £T'8VES
z188'T$ 0TIS'T$ L'2L0'T$ 0262'T$ 0'756$ Z'009% 0'909% 0'8L0$ 0'8rES 0'9TE$ 8'0/E$ 6'662$ L'E1E$
0°0$ 0'0$ 0'0$ 0'0$ 0°0$ 0'0$ 0'0$ 0'TL$" 0°0$ 00$ 0°0$ 0'0$ 003%
0°0$ 0'0$ v'622'2$ £90T'T$ TY8r'e$ TY6T$ TLLTS- 795 668% 5'Z6T$ 0vES 8'€2e$ L'TETS
Z188'T$ 0TIS'T$ 812578 9°T06'T$ 9'881'7$ 6'76.$ 8'V6r$ 1'889% £L0v$ 6'6EV$ TY6ES S IvvS$ £6658
(9°289) (9°289) (0'8$) (r'8$) (L9) (029) (8'08) (9°0$) (z'0$) (z'0$) (z0$) (0'v$) (9°€$)
(7'0%$) 00$ (5'81$) z62$ §'.$ (6'6%) (v'29) (622%) 5'92$ 10$ (Lvv$) (6'0v$) (2919)
(9°650'T$) (z610'T$) (9'9ve'T$) (2'268%) (8'96T'T$) (z'9s2$) (2°85T9) (L'0zv$) (T'8€T$) (T'2v1$) (0ZTT$) (e'65T$) (8'0vT$)
(0zt19) (0zT19$) (T'16$) (6TTT$) (2°66$) (£'65%) (T°09%) (5'95%) (s'vets) (8'121$) (Lzit$) (9°2L9) (e'0L$)
T85$ 825$ 0'8r$ 8'1E$ £62$ 99z$ x4 eTs 912 1'02$ SET$ L'TT$ SET$
%0°ZT %8 %E'T %0°'8E %9'9T %6°€- %9°ET %221 %T'8T %L b %8'S %8'T %8'L
8'98€$ 7'SreES S'8TES £VIES 8'222$ €'G6T$ T'€02$ YYIT$ v'OrT$ 0'veTS$ T0ETS 0'€2T$ 8'02T$
%2 TT %0 TT %ETT %L YT %LTT % TT %8'ET %b'ET %8'2T %LTT %821 %T'ET %0°vT
%0°0T %00T %9°'€€ %6'8T %Ly %€ 9T %28 %LL %L'L %y %08 %Z'6 %9'9
T'ETE'SS T0€8'v$ 0'T6E'vS z'182'€$ £59L'2$ 0'0r9'2$ 1022 1'026'T$ 6'€8L'T$ ¥'959'T$ 2'985'T$ S'89Y'T$ TSPE'TS
%8 v %L 66 %S %G eV %2 TS %88 %0°'GE %L'v9 %0'9T %E 62 %0°LE %0 %6'92T
1'208'2$ 0'Trr'z$ TS 7' 162'T$ 2°006$ 7'565$ T'LYS$ ¥'S0v$ VS z'eIes £'00€$ Z'612$ z'022$
%0°0T

129$ 5'95%

%2 LT %L 'SET %LT %L'9T %€ 8T %t 6 %TL %8S %Z'9 %80 %6'TE %T'8 %S vy
TY09'T$ 7'89€'T$ 9'085$ 6°0.5% T68r$ EETYS 5'962$ 69.2$ 1'992$ T152$ £672$ 0'68T$ 67LT$
%EET %TL6T %8'8 %922 %LET %LLE %b'TT %L'S %0°L %S'T %Z Ve %E'S %L TS
Z'86T'E$ 1'228'2$ 0'056$ 62.8% TS 8'GL5$ z81r$ 7'SLES T'S55€$ 8'TEES 0°22€$ 9'EreS £T€T$
%2°00T %T°00T %076 %€'06 %t v6 %0°86 %098 %56 %v'9TT %b'STT %S v0T %2'90T %6'TOT
%092 %292 %G'6T %G'8T %¥6T %0V %8V %192 %6'2T %68 %Z YT %z LT %092
%Z YL %BEL %G 7L %8'TL %0°'SL %6°'€9 %519 %E'69 %G'€0T %G'90T %€ 06 %6'8L %6°SL
(T92%) (2T1%) TLIES 7' T9v$ 1°0£2$ 96T$ 062T$ 00$ (0'60T$) (9'611$) (292%) (r'ves) (T'119)
67209'€$ TE0E'ES 8'820'T$ 9'6/8% 9'26L$ 6'G2ES 6'822% 0°0LT$ 9'58$ 6'89% 0v8$ v'L0T$ 0'25T$
8'085$ £V8r$ 6'8€2$ T'80v$ 6°262$ z'Tees 1'862$ 6'€6€$- 8'26$ 8'808% 8'668% v'8r$- 828%
ZT0L'6$ 7'018'8% 1'869'€$ 0210'e$ 9°T6L'T$ 8'682$ 6'692$ 9'Yr8$ 6765$ £8T$ 9'59€$- L'6G€$ 9'09e$
%T 0T %Z8ET %0'TT %9'ST %T 0E€ %LE %6'TY %02 %t T %E'TE %005 %G'2€- %262
6'858'CT$ 7'985'2T$ 0'€82'S$ TTL'YS 8LIT'YS §'156$ z'€26$ 1'059$ £799$ v'9LL$ S'T65$ £'76E$ 78S$
%0°S %00 %00 %00 %00 %00 %00 %00 %0°0 %00 %00 %0°0 %00
€25 T$ LISY'T$ 0'0$ 0°0$ 0°0$ 0'0$ 0'0$ 0°0$ 0'0$ 0°0$ 0'0$ 0°0$ 0'0$
%0°S %b€SL %G 1T %G'€E %6°L- %9°2T %G'0€ %6°2T- %0°6- %E'EG %Z Ve %28 %G T2
7°02L'9% 7'007'9% 0'05.$ 7'556$ S'STL$ 0'LLL$ 8'689% 1'825$ 2'209$ 0'299% T'SEVS v'92T$ 6'992$
%0°8T %0°'8T %002 %0°'ST %2 TLTT %56 %E8 %t LS %€ %92 %0°8T- %522 %0 Ly
£TT5'9% 0'8T5'S$ €9.9'v$ 6968'€$ L'68E'ES T'LrT$ 1'522$ ¥'802$ v'ZETS G'GETS T6ETS L'69T$ 8'812$

0002 6661 8661 1661 9661 G661 v66T €661 2661 1661 0661 6861 8861

saleys "abne pajybiapm

abueyo
Sd3 18N ysed

abueyo
Sd3 buressdo ysed

abueyo

aseys/bunerado
Areuipioenxajebueyd Bununodoy
areys/()6 pazijeay
areys/awoaul 19N

swooul bunesado
Areuipioenxajebueyd Bununodoy
sasso|/sureb pazijeay
EGIEEIN

Jsasaul Auouli
asuadxa/awodul J18Yi0
SoXe) awoau|

asuadxa 1saiau|

sBuiures suopelado asueul

abueyo
sbujures xey-y
uibrew xeyaid
abueyo
xel-d senuanal adlAIas/solesS

abueyo
sBuiures xel-d saueinsu|

abueyo
sBulures xer-e 4449

abueyo
areys/IIN Xel-y
abueyd
9oURINSUI--BIOJUI JSBAUI 19N

oijel paulquioD
oneJ asuadxgy
onel sso

17d Bunumispun
sasuadx3g
abueyo anlesay
$9SS0| pred

abueyo
wnjwald pauteq

abueyo

‘suley YireaH/a)i--wniwaid uspum 1aN

abueyo

20URINSUIDY D/d--Wniwaid UanLM 1oN
abueyo

aoueINSUl--Wniwaid usaNuM 1N

[opo sBuiureg
AVMVHLVH 3dIHSYd39

s ach



47

PainéWebber

S9TeWIISS Jaqgamaured pue uoiewsojul fepueul Auedwod :82Inos
Ul paLIajsueI) SAAI9Sa1 NHO 00F'ETS 1S9 SApN|oUl 866T Ul paLIajsuel) SaAasal ODIFD ZT2'2$ Sapnjaul G66T

%.'9 %L L %8'S %P9 %S'8 %.LCT %S'VT %0'6T %0°LT %ECT [ended [ej01aqeQ
1'992'2$ Yyv6'TS 1'T90'T$ 1°0T8$ 7'2L6% 8'662'T$ 1'652'T$ v'6€2'T$ S°200'T$ 0°08Y$ 198Q
86'990'8$ 08'2L€'S$ 9T¥S8'vS 10°T28'2$ vZ8Ir'T$ 68'8LT'C$ T9'969'T$ L0°LY6$ ¥5'096$ 09°'8.7$ areys Jad
5'0v6'6$ 9'029'0$ TLTL'S$ £T8E's$ 1'878'2$ G'€05'2$ EVY6'T$ €'680'T$ 8'00T'T$ §'8vS$ sureb pazifeaiun uo sexe) paiigjeq
%8'€E %882 %9EY %G'6 %L'9 %012 %2'9€ %099 %8 %L abueyo
07'985'8€$ 87'6£8'82$ 9€°€8¢€'22$ 8E'V85'ST$ 952€2' VTS 8T'EEC'ETS GS'T20'TTS 62'160'8% rvi8'vs 0L'S6V'v$ aleys Jad
%8'€E %8V %9'EY %G'6 %Y'6 %E'TT %2'9€ %099 %8 %E'L abueyo
6'LVS LS €'/€5'GES 029€'92$ S'vGE'8TS 0'992'9T$ 8'6TE'STS L'0€9'2T$ 9'2.2'6% 1'985'G$ T'ZST'SS 19)Iew Je s)asse palsanu|
%0'ST %S'vS %8°LT %6'T %EET %8'ST %T'ET %9°9T %9'vS %G'0 abueyo
12'92G'ST$  2O'66Y'ET$S  99'GEL'SS S9VTY'L$ 19v.2'L$ 98'8TY'9$ TE'GYS'SH 86°006'v$ 06'T0Z'v$ 2L8TL'TS areys Jad
%0°'ST %.°19 %8'LT %6'T %cC'9T %T'9T %T'ET %9°9T %9'vS %P0 abueyo
TZET'6T$ TvE9'9T$ £'882'0T$ 9'ZeL'8$ 5'695'8$ £'6LE'$ 6'75€'9$ 5'9T9'S$ ¥'SI8'v$ L'STT'ES 1500 Je Sjasse palsanu|
18°22L'€T$ W YE'ETS 0T’ I8T'v$ TE'LV6'VS 20'128'2$ 29'869'C$ S0'Ger'es 8Y'TLT'CS 0T'695'2$ S8'v6v'cS 60'68L'T$ G6'€00'T$ 8T'9V0'T$ aleys Jad
%62 %2 6T %6°'S %b'GL %6 %E'TT %L'TT %E'ET- %Z'E %Y'6€ %Z'8L %07~ %YL abueyo
¥°008'02$ S'6T2'02$ z'GeE'9$ €'960'9$ zoLr'es €8LT'E$ 1998'2$ 0'855'2$ 6'156'2$ 1'658'2$ £050'2$ S0ST'T$ 6'86T'T$ (18u) ;SenIBSBI BOURINSU|
%E'T- %€'9- %€~ %G°0- % V- %T'T- %€V %8S %9'T %9'T %L.L°0 Jeoj} Jo 1s0D
TLIES 7197 L°0€C$ 9'6T$ 0'62T$ 00e$ (0'60T$) (9'6TT$) (2'92$) (7' vz$) (T'11$) ssoj/ured Bunumiapun
YT'EST'6TS  09'6T6'S$ ¥9'095'S$ 99'8€0'€$ 62'565'2$ 2002 8£'681'7$ 65'508'T$ €L TTY'TS 60°EVE'TS €2°90€'T$ areys Jad
%0922 %68 %8'G8 %0'8T %G'9T %9y %E'TT %022 %8S %6'C %2'8T abueyo
0°008'€Z$ 0°00€'.$ 0'20L'9$ T'L09'c$ 9'950'€$ L'v29'e$ 0°075'2$ 00.0'C$ 0°0€9'T$ 0'TYS'T$ L'16V'T$ Jeoj, soueinsu|
%00 %00 %0'ET %00 %9t %00 %00 %S'T %E0 %00 %0°0 %00 %T°0 abueyo
SIS'T SIS'T SIS'T 2T 2T 8.T'T 8LT'T 8.T'T 6vT'T WTT wTT WwT'T WwTT sareys buipueisino
%S i %b'ST %802 %L'6€ %1°0E %L°0€ %LYT %8'TT %02 %2'9€ %G°0T %E G %2'TZ abueyo
2V TOv'9r 69°02T'2€ 10'828'L2 6T'8E0'EC 86'981'9T TT'TL9'CT 19'969'6 TL'SSY'8 09'29S'L 25°€82'9 €8'€T9'Y vr'SLT'Y €.8'C$ areys/anjen 300q a|qibue |
%L, %86 %C'ES %Z'TE %T Ve %SEY %8'TT %¥'9T %€°0C %9°'6€ %L %V vy %¥'1C abueyo
9TT'Ov$ Zrz08'zys  T6TLE'SES  vEOWY'STS  86'7BE'6TS  60'ESK'YTS  6€'2L0°0T$  68'800'6% 8E0VL'L$ 60°€EY'9% 216097 0T'€62't$ 292L6'7$ uopeziowe |impoob x8 SdASD
S9T'99$ ¥20'er$ 898'1€$ S82'0€$ 180'6T$ 220'ST$ 195'0T$ 056'L$ ze8's$ S08'L$ 6€0'v$ [enuSIBHIP Mg
%982 %t'€E %0'€2 %9°LE %E'T %T'0T %9'L %G'0E %T'e- %LTE %9'9T uonepaiddy
SE8'e$ 9/6'2$ 2€2'e$ ST8'T$ 6TE'T$ €0E'T$ €8T'T$ 00T'T$ £v8s 0/8% 199$ SPUBPIAIP PaISBAUIBI UM 00G dBS
%22S %TvE %8'TE %TEY %6°ET %E VT %E 02 %9'6€ %L %t vy %T°0Z uoneaIddy
000'0.$ 000'9V$ 00T'vE$ 00T'ZE$ 00v'0z$ G2e'9T$ 0SL'TT$ 0S0'6% G/9'9% G/9'8% 00L'v$ 801d %001s Mg
%LL %t 0T %T'ES %Z'TE %0vE %8EY %8 TT %G'9T %E 02 %9'6€ %t L % vy %T°02 abueyo
6TZOV'9V$  LZ'880'EY$  LETYO'6ES  YT°L0G'GC$  LL'OEV'6TS  LV'EOS'YTS  89'280°0T$  6T'6T0'6% 00°GYL'L$ 00°LEV'9$ 00°2T9'v$ 00°962'7$ 00'6.6'2$ areys Jad anfen yoog
%L, %Y 0T %T1'88 %EVE %T1°9¢ %0°'SY %6'ET %C'LT %G°0C %9°6€ %E"L % vy %002 abueyo
¥'L0€'0L$ £982'59% 0°/5T'65$ Z'SSr'TES €'9zv'e$ TLTT'LT$ 67.8'TT$ v'82ZY'0T$ £'968'8$ 6'6.E'L$ §'/82'S$ 9'526'7$ TOTY'ES Aunba s1apjoyareys
0002 6661 8661 1661 9661 G661 7661 €661 2661 T66T 0661 6861 8867

uoljeWwIoyUl JBYIO pue 193ys dauefeq
AVMYHLVH 3HIHSHY349

£F 1914%T



PainéWebber

48

*SITBWNISI 19qQ2 A\ SUTe ] pue uonewsojur epueuly Auedwo) :20mo;
! 99X UIE] P ! Jur [er 3 O S

%6'8ST %L ¥ST %E 0T %0'99T %2'2ST %G°02T %6'TTT %9°0TT %2 LST %G2TT Yeoy + anfeA xooq a|qibueyaold
%897 T %8'9ET %9°'€8T %T' 19T %8 v T %EBTT %6°60T %.'0TT %6'€ST %6601 MO X8 Jeol} + anfeA %00q/3dld
%V IvT %V 9ET %0°'€8T %6°09T %9V T %€8TT %8°'60T %9°0TT %8'EST %8601 Jeol} + anjeA %00q/32ld
%7.'66T %8°90C %€'€SC %Yv'0TC %T°€6T %V'SST %0V T %L YY1 %8°,0C %9°€9T anfeA 3o00q 8|qibuey/aolid
%6°08T %0'9.T %¢'¢ec %9202 %2 18T %8'TST %L 0VT %8 vV %T'20C %T'8ST uoneziuowe M\ X8 anjeA 400q/adlid
%€'08T %VY'SLT %€'TCC %€'20C %0°T8T %L TST %9°0VT %L VYT %6°T0C %0'8ST 3N[eA %00q/331d
%€'ST- %Y'8¢ %Y'ST- %8'T %9°8- %S0 %0°L- %T'T- %6'T¢- %0°'T- abueyo
%8'8T %2'¢e %E'LT %S'0C %T1°0C %0'¢C %6°TC %9°€C %8'€C %S°0€ Aunba siapjoyareys + Jeoy,/.1eold.
%9°0€ %961 %cC'€C- %6'T- %T1°9¢- %V v1- %T1°0- %099 %9°€e- %S0T~ abueyd
%V'6T %8 VT %G'8T %T've %S've %C'EE %/.°8€ %8°8€ %€ %¢c'S€E Aunba sispjoyareys/saniesay
%¥'0- %60~ %60~ %6'€- %99~ %90 %V'C- %9'vS %672 %9°0T- abueyo
%cC'TST %L TST %T'€ST %9'vST %8'09T %c¢LT %T'TLT %V'SLT %V ETT %T'TST Aunba s1apjoya.reys/siasse pajsanul
...wmmﬁ.w\_m\ aaoueinsu|
%€'8€ %6°L€- %T'69T %S'6.L- abueyd
%S'6C %ETC %EVE %L'CT %EC9 19ew e 30d dvvO
%0'8 %TET %8'¢c- %9'L abueyd
%7.°0T %66 %88 %V’ 1T %9°0T 1S02 18 304 dVVv9
%86V %TCh- %8'vve %0'G8- abueyd
%0'9¢ %V’ LT %0°'0€ %.'8 %085 N X8 Bunelado --1a3/ew 1e 304 dvvo
%' LL %T°LE9- %9°0TT- %¢c 86 abueyd
%¥6'C %99°T %TE0- %¢C6'C %LV'T 1IN X3 Bunesado --1s09 1e 30 dVVO
pappe anfeA bunsaau|
%9°LE %8°L€E- %9'69T %Y'6.L- abueyd
%562 %S'TC %S'vE %8'CT %Z°29 19)ew e 30y ysed
%L %56 %T°LT- %69 abueyd
%C' 1T %Vv°0T %56 %S 1T %L.°0T 1500 18 30y Ysed
%T1°9¢ %9°LT %€'0€ %8'8 %6°LS 1IN X8 Buiresado -- 1o3ew e 304 yseo
%/.°SS %0'V1E %€'C8- %S5'08 abueyd
%9°€ %€E'C %90 %1€ %L'T 1IN x@ Bunesado --1s09 18 30y ysed
%0°S€E %EvS %.9 %T1'9¢ %/.'8€ %' 0T %E VT %Y°€C %cCv- %8V abueyo
€V.E'TS 8'LT0'T$ §'659$ T'819% T06v$ £'€5e$ S0ce$ Tv.e$ 2°€0E$ ¥'97€$ sbujures ysed
%18 %0°0T %t°0C %9°G¢ %8°L¢- %901 %L°SE %8S %€'6- %00~ abueyd
S6°'€68'T$ 2r'Sro'T$ £1°056$ 88'88.$% ¥0'829% 18'698% 65'8T9$ 08'S5v$ 08'282$ 9g°LTES aleys Jad
9'GeE'e$ 0092'T$ 6'.2T'T$ 1°626$ 292.$ 2°,66$ 2'60L$ 922s$ zoees 6'€9c$ Moy ysed Bunesado
%T'C %2 0¢- %T'LT %€’ L %6°€T- %091~ %0°9T- %G'9T %8'TE- %8'TE sjuiod siseq abueyo
%0°S %67 %T9 %C'S %6V %L'S %L9 %08 %69 %T 0T (1500 1e) pIBIA parewns3
%€'ST %092 %6°9€ %S'L %€E0- %S'T- %S V- %C'S€ %T9 %0°Ce abueyd
Zv'09.$ 8€'659% 8€'€2S$ GE'Z8ES 9/'55¢€$ 69°9G€$ LT°29¢$ 12°6.£$ Lv°082$ Ly'v92$ JeyS/aUWOodUl JUSUWISIAU]
%6'TT %9'6 %9'¢S %S'¢S %V’ L8 %S'ET %8°L6 %V'89T %9'GT- %7L'8T S9SS0| P3.INJUI/PAAISSSY
%188 %106 %V’ Ly %S’ LY %V’ L8T %4598 %cC'C %Y¥'89- %9'STT %€E'18 S3SS0| palinaul/pred
%6°€0T %€'90T %¢Z 06 %E'LL %826 %L°0TT %C61T %Z.°80T %8'STT %9°TTT Olfes PauIqIod Jesk Jusplody
%S'8T %V'6T %0'v€ %8'v¢ %1°9¢ %6°CT %68 %CYvT %c' L2 %092 ones asuadx3
%158 %698 %¢'9S %8'¢S %7.'99 %8'L6 %€0TT %S'v6 %988 %9°G8 oljel sso| Jeak Jusplooy
8G°€T- 16°'TT- €L’ v.'8 ¥§'¢ 0L'S Gl'e- 6T 99'6- Vv.'6- (siuiod) yuswdojanaq
%8'TL %0°SL %6°'€9 %S'19 %€E'69 %S'€0T %S'90T %€'06 %6'8L %6°'GL Olel Ssoj Jepusjed [ejo L
%9°8 %L %L'EE %ECE %G°09- %0vT % ¥0T %T1°CST %€ECT- %CYvT paAlasal sjulod
%E'E9 %8°L9 %€E'0€ %C’'6¢ %8'6¢T %9'68 %v'C %8°19- %216 %7L°'T9 pred sjuiod
%7.'S6 %S E8Y %cC'LL- %0°ETT %L TVC- %ETY- %099 %L'9¢¢C %0'Tve- %0'8T¢- abueyo
9'9ev$ T'€TC$ z8e$ 8',9T$ 8'8.$ (9°55%) (Lv6$) (£09%) (9°81%) zET$ awodul ‘AUl X8 sBuiures Bunessdo
1661 9661 G661 66T €661 2661 T66T 0661 6861 8861

sonsirels BuieladQ parepljosuod
AVMVHLVH JHIHSHY39

¥y 19X



49

PaineWebber

%02¢0T
or'veS

%0'¢0T
%
%0'¢L

(7°09T9)
'S07'TS
8'c€/.'s$

%0'8T
¥'02L'9%

S¥7'65%

%L'L6
%S°0¢
%C'LL

EVETS
Z'L6T'T$
€'805'7$

%0°'8T

%0°¢0T
9L°2¢€$

%0'¢0T
%
%0°'¢L

(L25T%)
ZT62'CS
8'86v'S$

%0'8T
¥'00t'9$

66°'€9%

%' L6
%S°0¢
%.L'9L

0'TrT$
T¢CT0'T$
6'G6L'c$

%0°'8T

%6'76
[4 et

%0'v6
%0°¢¢
%0'¢L

1°89%
v'ares
6'170.%

%0'0¢
0°0S.%

€9'/2%

%6°€6
%681
%0'SL

§C9C$
G'ET8%
0'822'c$

%0'0¢

%00

%L'8
0°€8¢%
6°60€$

%0'ST
¥'656%

0T's¢$

%C'T6
%681
%ECcL

9'cees
9'9T.$
evrL'e$

%0'ST

%T'LT

%.L'LE
0°/,9T$
0'89¢%

%E'16
60'7$

%0°'T0T
%Vv'Se
%9'SL

(8'29)
7'Z6T$
6'2.9$

%C'TLCT
S'9T.$

T2ees

%626
%0°8T
%6'v.L

G'8€C$
2'509%
9'975°C$

%C'TLCT

%cC'ST
%S TV
T2ST$
0'09¢%

%Vv'26
€6°€$

%6°¢0T
%cZ'0€
%LCL

(0'T29)
99T2$
0'22s$

%S'6
0'LL.%

v2's$

%T'€8

%9

%S'LE
9'0v$
€'60T$
0'06$

%G'6

%E I
%E I

0'0¥¢$ 0°0TT$
0'Lv¥$ 0¢CST$

%ELL
08'c$

%.°'88
%0°6T
%.'69

L°08%
8'0ETS

9'6.V$ 6°05€$

%€E'8

8'689% L'8¢S$

0T'S$

%V'6.L
%81V
%9°LE

€'8r$
1'86%
7'88%

%€E'8

%9°L¢
%9°L¢

%918
67'¢$

%196
%897
%€'6L
LTS
VIS

%" LS

99°€$

%6°€6
%079
%6 Ly

L2T$
8'56%
8'66%

%V’ LS

%G 10T
%S'T0T
(0'29%)

0'0sT$

%6°0TT
06'¢$

%6°¢CT
%9°L
%E'STT

(0°2TT9)
8'8c$
L°685$

%E'¢C-
2',09%

LL'ES

%8776
%908
%T'v9

0'8$
8'97$
0'86%

%E'¢C-

%€E'E8

%€E'€8
0'8$
0'87$

%.L°0CT
09°¢$

%V'8TT
%c'e
%¢'STT

(T°2TT%)
9'02$
6'TELS

%9°¢-
0°299%

or'v$

%8'T0T
%ET
%529
(Gz%)
b3
z'56%

%9°¢-

€TIS'9$ 08TS'S$ €9.9'7v$ 6968'€$ 2L68E'cs CLpve$ L'GCe$ ©'80C$ VCET$ G'SETS

'SaJeWSa Jaggamaured pue uolrewloul [eloueuly Auedwo) :82inos

%cC'88-
8y'¢$

%c'90T
%V’ L
%8'86

(z'229)
GZe$
zzevs

%0'8T-
Z2'Ser$

GE'eS

%.'66
%V'EE
%99

S'0$
STS$
0'20T$

%0'8T-

%¢C'86
IT'T$

%6°ETT
%l'ee
%€E"06

(9'82%)
9'8v$
¥'58T$

%S¢
7'92T$

€2°C$

A4
%7.°G¢
%999

s
889%
6'9CT$

%S¢

%S'66
S9'T$

%8'60T
%T'S¢
%/.'v8

(5'82%)
£el$
rAA 4

%0 L1~
6'59¢$

TE'eS

%cC'¢6
%T1°S¢
%T1°L9

SLT$
[8/%
2'96T$

%0 L1~

T'6ET$ L'69T$ 8'81C$

oney sso
olel pauiquo)

(sso)) njoud Bunumispun
wniwalid paureq

:AJUO ssauisng 180

JUBWSMAS "19NAS X3 Oljel paulquio)
=1d yoeg

onel pauiquiod
olyes asuadx3y
onel sso

7/d Bunumispun
sosuadx3
S9SSO0| palindu|

AOA Yymoub wniwaid usnum 1aN
/d --swniwaid usnum 1aN

2ouRINSuIay |

=1d yoeg

onel pauiquio)d
olres asuadx3y
onel sso

/d Bunumispun
sasuadx3
S98SS0| palinau|

AOA Yymoib wniwaid usnum 1aN
swniwaid uanum 18N

000¢

6661

8661

1661

9661

G661

V66T

€661

2661

T66T

0661

6861

886T |

aoueinsu|

Bunumiapun--uoiew.loju] Juswbas Ajensed-Aadoud

AVMVHLVH 3dIHSHYY39
Sp HPYXT



PaineWebber

50

'SalewWsa Jaggaaured pue uonewlojul [eloueul Auedwo) :92In0S

3210} Ul yIMoiB prepuels/prepuelisuoN

%9°9€ %S'EE
%8°'¢T %¢E’'L 9210} Ul ymoub pausjaid
%091 %T'0T %9°L %89 abueyo
6EV'6V6'C 669°€VS'C  LE0'0TE'C  6VS'LvT'C  GSO'TTIOC 8210} Ul Saldljod
%8’LY %8'EE %G'9T %9'TT abueyo
9.T'€16 699°219 809°T9¥ LT2°96€ 288'7S€E saioljod maN
%%’ 8- %1"9- %t v7- Jeoy, Jo 1s0d
60S'c$ T€E'CS 10€'2$ aJeys yygd Jed
6°'T60'c$ 6°'T.8'C$ vLTL'CS z20o8r'es 9'T62'C$ 9CeT'es Z29T6'T$ L'LTL'TS 028S'T$ L'29Y'T$ Jeold,
080°z$ 226'T$ 9/8'1$ 269'T$ 995'T$ LIV'T$ Zre'T$ STC'T$ LYT'TS 860'T$ aleys Myg 1ad
8'295'¢$ 1'89¢'c$ 00TC'c$ 6'266'T$ 9vv8'1$ G'/69'T$ 6°LES'T$ 9'26E'T$ 8VIE'TS €'8G2'T$ SEUVESEN
1'08¢% V'TLT$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0% 0'0% 0'0% awodul Bunesado
YA VA RN 5'68T$ 6'99T$ L'6v1$ 9'9¢T$ L'8ETS$ 6'vCT$ 6CTT$ 9'TETS 0¢CTI$ Xe)-e aWodul JuswissAul
%9°T6 %9°€6 %956 %71°96 %.'86 %S°66 %2 96 %8°G6 %696 %7.°00T OlreJ paulquiod
%T1°GT %T V1 %0 V1 %811 %8'GT %6°GT %0°8T %9°GT %9°GT %8 VT sasuadxa sjulod
%.L'S %¢C'S %6°L %T'9 %.L'9 %08 %8'L %LV %9°€ %T'6 panissal sjulod
%E'TL %SV, %0t L %9°G. %0°S. %S'9. %T'TL %6°GL %0°8L %Cv. pred sjuiod
8'TEV'ES 8'670'c$ 6'9v.'c$ 9'0vi'e$ G'06T'c$ ¥'200°C$ 065S8'T$ 9CS9'T$ Z2'9SS'T$ V'SV TS paure3
%671 %V'6 %T'CT %9°€C %8 - %0°0T %E VT %L'9 %S°9¢ %S'TT- abueyo
¥'8es'c$ €080°'c$ L'G18'c$ TAALTA 6°'TE0'CS 7'GET'TS 9'0v6'T$ G'869'T$ 026S'T$ G'85Z'T$ usnumisN
%81 %L.L'6 %S'TT %8'€C %.L'G- %T0T %C VT %99 %¢'S¢ %0°¢CT- abueyd
L'vSS'e$ 6'960'c$ 8'Te8'es G'0€S'c$ S'vv0'c$ 089T'c$ 1°696'T$ 6'v2L'T$ €8T9'T$ 1'262'T$ UsaNLIM SS0ID
1661 9661 G661 V661 €661 C661 1661 0661 6861 8861 | aaueinsu| _

Bunumiapun--uonewJiolu| Juswbas Ajjense)-Aladoid

(ereq Au01n1€1S) AlUO ODITD

ponusuos Gy 19147



51

PaineWebber

'SaJewWNsa Jaggaaured pue uoewoul [epueuy Auedwo) :92In0S

%8°9¢ %S'¢CL %EVT- %85'¢¢ %¢'6E %T LT
000S6 1% 0022513 ZRATE 000s0TS 00 1%8% 007098 00915%
(0°50T$) 0°€6 (6'5v$) 0'89: (0°65%) [(OW47%3) (0'0c$)
0'8T$
0'59$ 0'05$ 0'08% 0's8% 0'€8$ 0'0.$ 0'T9%
Z8TT$ 0'€9% 09.$ 0'veS 0'69%
0'€0T$ 0'v8$ LS 0'el$ 0'€s$ 0'9T$ (0°27%)
0'0g$ 0'22$ 8'6T$ 0'8T$ 0'sT$ 0TT$ 0'0T$
0'28% 0'€l$ 8'2¢e$ 0'TS$ 0'vr$ 0'8€$ 0'€e$
0'98% 0Ll$ 0vT$ 0'Lv$ 0Tr$ 0'62$ 0'sT$
0'8€$
0'912$ 0'08T$ 0'S.$ 09TT$ 0'v6$ 0'€8$ 00.$
0'T9T$ 0'2ET$ £'60T$ 0's2$ 0'9T$
9T06'T$ 9'88'2% 616.$ 8'v61% 1'889% £L00$ 6°65t$ T'v65% S/vvs £'66€$
£90T'TS TY8r'cs TV6TS (TLI19) v’ ovS$ 6685 GZ6TS (ON 2% 8¢S LTETS
0262'T$ 056$ Z2:009% 0909% 08.t% 0°8ve$ 097¢$ 80.c% 6'662% LETES
(WA rAr4% (AL vVIS 609% 728% 9T0TS 9T0TS
OvLT$) (9'5eT$) (€'59%) (€'€93) (9'55%) (6'083) (L219) 6'1L$) (0'01%)
0'8T$ 6vT$ 92T$ 9vT$ LVT$ L1218
£'8T$ T9T$ T6T$
zees 0Tr$ g'/€$ 8'55$ 9'82$ AR 1'8$
L'2€$ 562 €.2$ L'TES 1'62$ 2'82% 8'1¢$ 0'9zZ$ 8'.2% g'52$
z2'2e$ 8'v2$ L'9T$ 1'8$ v'0T$ 1'8$ 0'.$ 5'8$ v'8$ T'6$
0'se$ 8'0c$ 8'62$ 2'82$ v'ves §'62$ 9'52$ 6'c2$ 9'02$ L6T$
€11$ 9'18% 2128 6'72$ 8'ecs 6'6T$ 6'ST$ G'8T$ 0'0z$ AR
v'v8% 6'T$
v',95$ 6'29v$ £v.e$ 8'1.2$ 0'vve$ 8'0e2$ L'STZ$ 9'212$ £'85T$ £0ST$
T'e8$ (T°99%) (2e19) 5'ZSs$ Z11$ (T9s$) (T°9.9) (L27%) (9'87%) (981%)
8'9T2$ 0'SST$ ¥'92$ v'1E$ £'8$ Z'S$ (91%) £0% 8'C$ v'IT$
1667 9661 S66T v66T €661 2667 1667 0667 6861 8861

abueyd oy

sbuiures ,,ybnoiyj-xooj, [e101
xe] paindwi)

By1o
Asusigjogv/semo ded
[ele]ED)

obred s|loam

1504 uoibuiysepn
ENE(D)

JeN alppald
S,preuoaon

©|0D 20D

ssaldx3 ueolswy

sbuiuiea 10N
sasso|/suieb pazieay

sbuiuies buneirado
SETTe)

"109e aseyaind/|impoobsaisiu]
Ssauisng asueulq

Ajamar

dnoib soys

SMaN ofeyng

sBulysiuiny awoH
suonelsado Apue)d
BuiinjoejnueWw 192194 109S
S92INI3S UONRINY
:suonesado 18Y10

BWOdUI JUBWISBAU|
Bunumiapun asueinsuley
Bunumiapun asuelnsu|

1 abed

sBuiute ,ybnoiyl-4007, pue sbuiuie Jo sa2inos

AVMVHLVH 3dIHSYH34
9% H9MYXH



PaineWebber

52

'S3JeWISa Jaggapaured pue uoiewloul [epueuy Auedwo) :92In0s

%0°00T %0°00T %0°00T %0°00T %0°00T %0°00T %0°00T sbujures ,ybno.iyi-400j, [ejol
%¥°S- %T1°9- %C'S- %9°9- %0°.- %0°.- %8°S- xe) pamnduw|
%0°¢ 1B3y1o
%1€ %E'€ %16 %¢€'8 %66 %9°TT %8'TT Aausia/ogv/semd ded
%V'ET %719 %06 %9°S %V'ET 02139
%E’S %S'S %88 %T°L %E"9 %9°¢C %€E€- obred s|oMm
%9°T %8'T %C'C %L'T %8'T %8'T %6°T 1S0d uoibuiysem
%cC'v %87 %L'E %0°S %2C'S %E9 %SV anallo
%SV %T'S %9'T %9'v %67 %8 %6°C OB\ 3lppald
%S¢ S,pleUo@IN
%C'TT %8'TT %S'8 %ETT %C'TT %LET %9°€T ©|0D 820D
%€'8 %L.L'8 %v'CT %V'C %6'T ssaldx3 ueolswy
%586 %5°€9T %106 %08y %818 wr'L9 %€E°G8 sbujuses 18N
%€°LS %cC'€9T %07¢¢ %cCLT- %059 %671 %E’LE sasso|/sureb pazieay
%699 %/°29 9%0°89 %8°89 %899 %9°/G %2°'T9 sBuiutes buneirado
%6°T %8¢ %¢C'8 %cC L %cC’ L %9°€T %61 B_3Yylo
%0°6- %6°8- %vL- %71°9- %9°9- %V €T- %I VT- "o “yaundy|impoobsalsiul
%6°0 %0°T %V'T %v'T %L'T %T¢C ssaulsnq aoueulH
%6°0 %T'T %cC'C Aljomar
%L1 %L'¢C %EV %S %€ %6°C %L'T dnoib aoys
%L'T %6°'T %1€ %1€ %S'€ %LV %cC'v SMaN ojejngd
%L'T %9°'T %6'T %80 %C'T %E'T %V'T sbuysiuiny swoH
%8'T %0°'¢ %v'€ %L'C %6°C %cC'v %0°S suopnelado Apue)d
%01 %S A4 %t'C %8¢ %E'E %T'€ Buunoenuew 19z194 N00S
%v'v %T0 S9IIAISS UOIBIAY
:suoesado 18Y10
%cC Sy %891 %€'S9 %9°01 %9V %889 %E Y9 SWOJUl JUBWISaAU|
%99 %S0~ %v'¢C- %8, %1'¢C %V'61- %/L'¢e- Bunumiapun soueinsuley
%E’LT %.L'ST %97 %Ly %S'T %E'T %S0~ Bunumispun soueiInsu|
[e101 JO 1uadiad

L66T 9667 S66T 66T €667 2661 T66T 066T 6861 88671

Z abed

sBbuiuse ,ybnoiyl-3007, pue sbuluse Jo sa2ino0s
AVMVYHLVH 3dIHSYd34d

ponusuos 9 1191457



53

PainéWebber

‘sayewnsa Jaggaaured pue erep [eipueul Auedwo) :821n0S
VSN woly NzeS "xoidde jo puspiaip patiaeid dnyodjed sapnjoul 266T ‘02139 Jo sbuiures ul Aunba sapnjoul G66T x«
N89Z$ Bulfelo) pauiajaid uowoles pue NIyYSN JO UMOPSILM SBPN|OUl ¥66T «

%T'T %E'T %CT %b'Z %E'T %G'T %0°E %ty %SV %9t
£'788% 292.$ 9'T0S$ v'6TYS TATAxS 1'55€$ 8'TEES 0'22€% 9'ere$ £TET$
%0°00T  %000T  %0°00T  %000T  %000T  %000T  %000T  %000T  %000T  %0°00T
%Z'9. %T'8. %E V8 %8'%8 %LYL %T'8. %6V %669 %E°96 %€E°0L
%L'T %' %C'E %8°E %E'9 %8'8 %66 %9vT %EVT %9°ET
%0°6T %/.'ST %Z'2 %66 %Z'8 %S %Z'6 %821 %E V- %6°0T
%12 %8'E %E"0T %G'T %80T %8°L %09 %L'2 %L'E %T'S
%0°00T  %0°00T  %0°00T  %0°00T  %0°00T  %000T  %0°00T  %0°00T  %0°00T  %0°00T
%I LY %0°SS %T9TZ  %Z8IT %I 0S %E°SS %ZTS %Y'TS %L IE %.°SS
%0't %G'E %9'9 %G'8 %ECT %9°'8T %12 %Zve %2'82 %S
%9°EY %Y'EE %T'8 %/.°02 %€E9T %0°0T %t'ST %102 %6°62 %EET
%0°0 %0°0 %E'9Z %T'E %212 %2'9T %0°ZT %'y %E'Y %G'8
%8'EE %8'vE %9°EY %G'6 %t'6 %E'TC %2 9 %099 %b'8 %E"L
%9°0¢ %8¢ %6y %EVC %ES %G %8CT %065 %97V %ELTT
%G°6¥ %L'T %Z 6T %6°€E- %E'Te- %8°L %T'8- %0°0 %016 %0°0
%E'T9 %ELYS  %9°L9- %SG°2E %L°99 %0°62- %EZ- %G'L8T-  %LOVE-  %ZZ9-
%2 Se- %?0S- %C'L88  %6'78- %S %G°95 %b'80Z %Y 02 %9°Z2- %E VT
%0°ST %L'T9 %8'LT %6'T %2Z'9T %T°9T %T'ET %9°9T %9'vS %0
%1962  %CLSE %P9z %SLE %T+9- %9 %0°9Y %02 %G°8Y %S
%8°0€ % vT- %5'8- %SG°62- %L°Z2- %L°0 %0°0 %0°0 %016 %0°0
%20 %9°L95  %6°ES- %26 %106 %T'Se- %TET- %9°Te- %T'Z  %L'69-
%Z Se- %?0S- %C'L88  %6'78- %S %G°95 %b'80Z %Y 02 %9°Z2- %E VT
8'GTV'8Z$ Z'€06'8T$ L'€L0'9T$ 6'TC9'6$ G96T'8% 9Vv6'l$ TGET'9$ T'€ES'€s 6'T9E'9$  6'8EL'TS
0'TEZ'/2$ 9'86G'8T$ G'GOT'OTS +'EG9'6$ G022'8% 68/87$ GS02'9% 9V6S'€s €995'cs 1°/88'T$
L'6/2'T$  9'TLT$ 05T (L9v$) 0'0$ (€'v2$) OTTT$ 0'0$ 0'0$ 0'0$
7'699% 0'ee$ (ezvey)  zST$ (0vz$) 0'06$ (e1819)  (G'T9%) 9'66.'2$ (8'8VT9)
6'/¥S'/v$ €/EG'GE$ 0C9E'92$ GPSE'8TS 0'992'9T$ 8'6TE'STS 20€9'2T$ 92/2'6% T98G'GS T'2ST'S$
L'I¥2'9e$ 9°0G.'/2% 0GEZ'2Z$ 6°09S'GT$ 99TS'CT$ 2'6S6'TT$ S09V'6$ €6/7'9% O0T8E'SS 67229'€S
1'6/2'T$  6'GS8% 0'€e8s 0'669% 0'850'T$ €PYE'TS G/¥Z'TS 0'8SE'T$S 0'8SE'TS  0°00.$
T8T0'6$ 0165'S$  2'065$ 1'028'T$  8'ELE'TS  01Z8$ L09T'T$  €88T'T$ (0'85€'T$) T'+95$
¥'200'T$ 8'6EE'T$S 8'E0L'TS 6'€LT$ 9'/18'T$  V¥Z6T'TS 0729.$ (\WAZA 1°502$ 1'592$
TZET'6T$ TPEQ'QTS €882°0T$ 972€L'8% G695'8% €GLE.$  61S€9$  G9T9'GS ¥ SI8'PS  L'GTT'ES
1'9T0'6$ 07¢ST'6$ G690'9% G/06'S$ T96CV$ €080F$ 0GG2'€sS 2188'C LPISTS CGEL'TS
€v9L$ £'785% 5'Z89% L'SvL$ 0'850'T$ 9'89€'T$ G'8SE'T$S 0'8SE'T$S 0'8SE'TS 0°00L$
1'8v€'8$  0'8S5'S$  S'ZE8S G'S08'T$  8L6E'TS OVELS v'6.6% 89ZT'T$ 9LEV'TS  E€STHvS
¥'200'T$ 8'6EC'TS 8'E0L'TS 6'€LT$ 9'/T8'T$  V¥Z6T'TS 0729.$ (\WAZA 1°502$ 1'592$
1661 9661 S66T 7661 €667 2661 T66T 066T 6861 886T

pIaIk 8AIR08Y3
«OWOJUI JUBWISAAUI 18N

relol
seninb3

pausjald

spuog

used

191N 18 XIN 19SSy

[elo1L
saninb3

paJlajald

spuog

ysed

1S00 Je XIN 19SSy

[elol

seninb3

pauajaid

spuog

ysed

1931eN 1e abueyd o

fe101
seninb3

paulajeid

spuog

ysed

150D 1e abueyd %

[eloL
saninb3
pauissald

spuog

19yJew 01 yJe

[eloL
saninb3
xpaliajald

spuog

ysed

l9)Jew Je slassy

relol
saninb3
paliajeld
spuog

ysed

1S09 Je S19ssy

T abed sjuswisanul
AVMVHLVH JHIHS Y439
LF gy



PainéWebber

54

‘SajeLNISa Jaggapauled pue uoiewlolul eroueul Auedwo) :821N0s

el
s1aL10 IV

obred s|lam

150d uoibuiysepn
S,pleuogon

02139
Ksusig/ogv/seno deo
OB 31ppald

an9|Io

©|0D ©20D

ssaldx3 ueduswy
'SJUBWISBAU| [e10] JO %

[eoL
S1aY10 IV

obre4 s|lap

1504 uoibuiysepn
S.pleuoaon
[ele]EIS)
Aausigrogv/sem) ded
Je|\ alppaid
angIlo

B|0D 820D
ssaldx3 ueollawy
189y Je N 01 e

[elol

SI9Y10 IV

obreH s|lop\

1504 U0IBUIySBAN
S,pleuogan
[e]ES]
Kausia/ogv/send ded
Je\ alppaid
SUTIE9)

B|0D ©20D
ssaldx3 uedlswy

194N Te sannb3 pasojosiq Juedyiubis

%C 9L %1°8L %L°6L %0°€8 %8'Y.L %T'8L %6'V.L %6°69 %E'96 %E'0L
%T'CT %6'0T %0'TT %T'TT %9'TT %E'8 %S'ET %T'S %E9 %0'TT
%8 %SG %9°S %S %S %€ %00 %1€ %00 %00
%8'T %00 %00 %E'C %9°C %9°C %L'C %L'E %L'8 %T’L
%00 %6°¢ %00 %00 %00 %00 %00 %00 %00 %00
VIN VIN %SV %8¢ %0°T¥ %SvT %80T %0°CT %L'8T %S'9T
%S'v %87 %6 %6'8¢ %8'8¢ %66 %€E'0T %671 %E'0€ %T'TC
%9°S %0°S %07 %S’ %1V %T'S %00 %ET %6°C %v'c
%T1°0T %S0T %56 %86 %G8 %68 %.L°0T %8'L %00 %00
%1'8¢ %9'6¢ %cC'8¢ %1'8¢ %6'v¢ %S'S¢ %L'6¢ %b'ee %ECe %ECT
%E'6 %6°L %8°L %SV %00 %00 %00 %00 %00 %00
TTr0'62$ 9'865'8T$ V'IV8'ET$ P'E€S9'6$ T'vve'8$ 68282 S'G0C'9$ <T6LY'9$ €99S'€$ Z'ESO'ES
€796'C¢  L'05S$ T0T2'T$ S€LT$ 8'76% (L'529%) €VE9% 6'69% 0'9€T$ 0'18¢%
€858'T$ O EIV'I$ CTEVO'T$S 0TS 6'757$ 9v0T$ 0'0$ (T'0$) 0'0$ 0'0%
0'0€8% 0'0$ 0'0$ €'60v$ ¥'0EV$ 2'/8€$ €9zes$ v'2eeS 9'9.v$ 'vSe$
0'0$ T'E0T$ 0'0$ 0°0$ 0°0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$
0'0$ 0'0$ 0'0$ §2e9'T$ 6°ETLT$S GO08TC$ P¥LTETS 8V90'T$ 6'866% 1'€083%
9'e5L'T$  9'€8T$ §'2er'es  009¢'T$  0v68$ 8'500'T$  0'€8.$ 6'658% 6V.T'T$  €69S$
9'ese’cs  TEeCe'T$  6'€8L$ o'v.E$ G'ELES €'69¢€3$ 0'0$ €'Gv$ 7'68% S'6v$
0TCZ'v$ 02eT'e$ 07C06'T$ 0L6TTS 0TE8S 0'99.% [WWAZX 002T$ 0'0$ 0'0$
T'6€0'CT$ T922'6$ T'9CT'9$ T'TIS8'€sS TvvI'es ¢'288'c¢ 8€2L'2$ 9LVT'T$S 6'6L.$ 6'6€$
€7T20'es LTOV'T$ 9€S99$ 0'66$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$
0'8vz'9e$ 9'0SL'/2$ 9°LT0'TZ$ S9eT'ST$ C0vS'ZT$ 2'6S6'TT$ S09v'68 C6.v'9% 0T8E'S$ 67229'c$
8'Sv.'s$ €V/8't$ T068C¢ <C6£0C$ 8CY6'T$ SL9C'T$  CTOLT$ €89r$ 8'€5es 0'695%
6'0,2'C¢ 6996'T$ 6'99V'T$ L'V86$ 9'8.8% 9'G8Y$ VIN 7'68¢% 0'0$ 0'0%
9'0178% 0'0$ 0'0$ 0'6TY$ Torv$ 0°,6€$ T'9ees Teves 7'98v$ T19e$
0'0$ ¥'89€'T$  0°0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$
00$ 0'0$ 8'S.T'T$  €8L9'T$ 96SL'T$ €922'2$ ZEIET$ 90TT'T$S 9vv0'l$ v'6v8$
8veT'Cs 8ITLT$ GL9¥'C$ 0S0LT$S 06eCT$ €€25'T$ S00€T$ vLLE'TS P269T$S 8980T$
0'€89'cs 82LLT$ OVYO'T$S VYY9s$ 0'789% G'€8.% VIN 0°LTT$ TT19T$ [Aar4sy
0TZ8'v$ 0CeL'e$ 07C0SC¢ 0262T$ OTey'T$ 0S9€'T$  OLvET$ 002L$ 0'0$ 0'0$
0'8e€'eT$ 0'SCS'0T$ 0'Gey'Z$  00ST'S$ 089T'v$  T'TI6'es LLvl'es 9TLT'Z$ 8€08'T$S 1'2egs
oviv'v$ vv6L2$ €9¥0'C$ 6°8T8% 0'0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$
690¢'L$ 0¢CST'6$ ¢9LT'.$ T'€8S'G$ T96C'v$ €080v$ 0GSC'€S 00$ LY18'T$  8'69S$
GT8LC¢ 9€CEes 0089T$ L'998'T$ T8Y8T$ C'€68T$ 8/90T$ v'86ES 8'L1¢3$ 0'88¢3%
9CTV$ 6°'€959% L'ECr$ L'ECV$ L'ECV$ 0'18¢$ VIN 7'68¢$ 0'0$ 0'0$
9'0T$ 0'0$ 0°0$ 1'6$ 1'6$ 1'6$ 1'6$ 1'6$ 1'6$ L'6$
0'0$ €592'T$  00$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$ 0'0$
0'0$ 0'0$ 8'SLT'T$  L'Sh$ L'67$ L'6v$ L'6v$ L'6v$ L'6v$ L'6v$
2'18€$ zees't$ o'aves 0'Sve$ 0'SveS SLTS$ SLTS$ SLTS$ S'LTS$ SLTS$
¥'62€$ L'6vv$ 1°09¢% §0L¢$ §°,0€$ EVIvS VIN L'TL$ L'TL$ L'TL$
0°009% 0'009% 0°009% 0°009% 0°009% 0°009% 0°009% 0°009% 0'0$ 0'0$
6'86C'T$ 686C'T$ 686C'T$ 686CT$S 6€20T$ 6€20T$ 6€C0T$ 6€20T$ 6€20T$S G26S$
L'26€'T$  L'Z6E'T$ L'T6E'TS  6'€CL$ 0'0$ 0°0$ 0'0$ 0'0$ 0'0$ 0'0$
1667 9667 S66T V661 €667 2667 1667 0661 6867 8867

[eloL
S18Y10 IV

obred s|lam

1sod coumc_cmm>>
S.pleuogon

02139
Kausigsogv/ssmo ded
Je|A alppald

an9|Io

©|0D ©20D

ssaldx3 ueduswy

11S09 Je saninb3 pasojasiq Juesyubis

sallinb3g -- z abed sjuawisanu|
AVMYHLVH 3dIHSHd3d

ponutuos £y 1191457



PaineWebber

55



56 PaineWebber

January 1999 Alice Schroeder (212) 713-4977
Gregory Lapin (212) 713-4980

The information contained herein is based on sources we believe to be reliable, but its accuracy is not guaranteed. PaineWebber Incorporated and/or Mitchell Hutchins Asset Management Inc.,
affiliated companies and/or their officers, directors, employees or stockholders may at times have a position, including an arbitrage or option position, in the securities described herein and may
sell or buy them to or from customers. These companies may from time to time act as a consultant to a company being reported upon.

Copyright [J 1999 by PaineWebber Incorporated, all rights reserved



