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WOODSTOCK FOR CAPITALISTS 
Report from the Berkshire Hathaway Annual Meeting - 2018 

Date: May 7, 2018 

“If you want a formula, you should go back to graduate school; formulas that won’t work.”  

- Charlie Munger responding to a question about how to calculate intrinsic value. 

An estimated more than 40,000 shareholders descended upon Omaha for the annual meeting on May 5, 
2018 with a chance to listen to Warren Buffett and Charlie Munger answer questions for five hours. As 
usual the meeting started with a movie which had a medley of past skits along with a new appearance by 
Katy Perry. It certainly seemed as crowded as I have ever seen it in the more than ten years that I have 
been attending in person. Notably, there were a large number of international visitors and in particular 
Chinese investors. After the meeting I spoke to a large group of very sharp institutional investors from 
China regarding U.S. politics, economy and financial markets. We had an interesting exchange over a 
tasty Omaha steak dinner. I still credit the truffle mashed potatoes with fueling my time in the Berkshire 
5K race the next morning. 

 

Buffett began the meeting discussing the first quarter earnings for Berkshire Hathaway (BRK/A, BRK/B). 
Full disclosure: I own Berkshire Hathaway shares. It is worth reviewing Berkshire’s first quarter earnings 
report, because a recent accounting change caused the company to report a net loss for the quarter. This 
loss was caused by firms now needing to mark publicly traded securities to market and show that gain or 
loss in the income statement. I must agree with Buffett and Munger that this makes little sense for a firm 
like Berkshire as it adds no clarity for owners. The first quarter was a great example of this issue with 
Berkshire actually reporting record high profits when one removes the change in securities value and 
looks at the performance of the company via operating earnings. A question regarding this accounting 
change and arguing against Buffett’s view that it was an error to make this change led to one of the more 
testy responses from Munger during the meeting. Rather than get too deep into accounting, I’ll note that 
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the change in market value of the securities was always reflected on the balance sheet; so this change 
provides little in terms of additional information for shareholders. While it makes sense to be aware of the 
value of the securities portfolios, my advice would be to focus on the operating earnings when analyzing 
the earnings power of the company. 

Buffett then went on with a lesson regarding investing explaining that investors are “confusing the forest 
with the trees” when looking at investments and current events. He recounted his personal stock 
purchase in March 1942, while the U.S. was involved in World War II and receiving bad news from the 
Pacific front. The point of the story was that things were looking grim in the Pacific during that point in the 
war; in fact one could argue that we were losing. But if you had the fortitude to believe in the strength of 
the U.S. and invested $10,000 in an index fund (please note: index funds didn’t exist then, so we live in a 
much better time for investors now.), your investment would now be worth $51 million. He also used the 
story to illustrate the value of productive asset like a stock or a farm, where you should look at earnings 
or “output to decide if you made a wise decision.” He contrasted owning a productive asset like stocks 
with owning a non-productive asset like gold. Gold bought at the same time in 1942 would now be worth 
only about $400,000. 

Buffett gave more insight into Berkshire’s purchases of Apple (AAPL) shares. He noted that the company 
was purchased for its “intelligence of capital allocation” and “durability of the ecosystem.” As they have 
noted before, their affinity for AAPL is more about their view of “consumer behavior” along with AAPL’s 
“durability of competitive advantage” rather than a statement on their technology. Regarding AAPL’s 
recent announcement of a $100 billion share repurchase, Buffett noted that if shares are selling for less 
than their worth then they should repurchase. Clearly one can gather that Buffett thinks the shares are 
undervalued, since he said that he was “delighted to see them buy in their shares.” Berkshire currently 
owns about 5% of AAPL and Buffett clearly liked the idea of Berkshire’s ownership growing to about 6% 
without any more purchases from Berkshire. 

On the subject of cryptocurrencies, Buffett and Munger were uniformly negative. Buffett again focused on 
the value of a productive asset (likes owning a company or a farm) versus a non-productive asset like a 
cryptocurrency. Buffett stated plainly that “cryptocurrencies will come to a bad ending” and these type of 
things draw “in lots of charlatans.” Munger was his plain spoken self and called it “dementia” and 
“disgusting…like trading turds and you decide you can’t be left out.” Unfortunately, the subject of 
distributed ledgers (blockchain) did not come up, but I believe that would have been met with a much 
more positive response. In my view, investors should be considering the positive efficiency implications of 
blockchain along with where it is a threat to existing businesses. 

Berkshire owns almost 10% of Wells Fargo (WFC) and the duo were asked about why they continue to 
own the company in the wake of their well-publicized “errors.” Buffett noted that WFC committed the 
“cardinal sin” of ignoring the “fact that they had a flawed incentive system.” He then went on to discuss 
that two of Berkshire’s best investments also had made these errors: Geico and American Express (AXP). 
Buffett said the errors had been addressed and that there is no reason why WFC is inferior economically 
or morally to other banks. Munger added that WFC “will be better going forward” for having made the 
mistake. 

The quote I used to start this piece was in response to a question about how to exactly calculate intrinsic 
value of a company. There was certainly the theme that business schools continue to teach “elegant” 
theories that do not reflect the “reality of investing.” Munger gave the advice that when a theory is 
described as “elegant” then you should “watch out.” This topic is clearly of interest to me and in fact I 
wrote about it last week. (https://www.stoneinvestmentpartners.com/blog/what-they-don-t-teach-you-in-
college) 

Even though the question about intrinsic value elicited the response about there being no formula, there 
were some great investment nuggets regarding how Buffett and Munger think about intrinsic value. 
Munger suggested that one needs to “mix all factors.” As always the question is whether the estimate of 
intrinsic value is higher than the price of the stock. Though I am sure he and Buffett do consider the value 
of the discounted cash flows over time (even if the calculation is just in their heads), Munger noted that 
valuation cannot be reduced to a formula. He gave the example of his purchase of Costco (COST). He 

https://www.stoneinvestmentpartners.com/blog/what-they-don-t-teach-you-in-college
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looked at the multiple of earnings he was paying, their business model, real estate and management 
among other factors. Buffett noted that an investor should “understand accounting,” but that advanced 
learning is not needed. Munger talked about Buffett evolving his investment process over time from 
buying cheap stocks to buying better companies when they are well priced. Munger also discussed that 
when valuing companies “false precision does nothing but get you in trouble.” He called this error: 
“physics envy.” Though he didn’t say it one can surmise that this false precision can lead to 
overconfidence (not enough margin of safety) and excess complexity which adds risk. 

Buffett and Munger touched on some other important investment topics which I will summarize below: 

• When asked about where the level of bond yields would be, Buffett said he doesn’t know and 
neither does anyone else. He did say: “one thing we know, long-term bonds are a terrible 
investment” at current rates. 

• Asked about Kraft Heinz Co. (KHC) he talked about the “not terrific organic growth” due to low 
population growth. He still believes consumer packaged goods companies are a good business in 
terms of returns on tangible net assets. 

• On the benefit of the corporate tax cut passed in late 2017, Buffett noted that it was “good for 
shareholders in general” and Berkshire shareholders specifically. When discussing Berkshire’s 
first quarter operating earnings, Buffett stated that operating earnings were aided in a material 
way by the tax but the businesses performed well also. He also discussed that sometimes the 
benefits of a corporate tax cut get competed away, but sometimes it doesn’t. 

• Munger argued that American investors are missing China. He said investors should be looking 
for opportunities in China and that “China is a better hunting ground.” Buffett seemed less 
convinced, but noted that “markets work toward efficiency as they age” and China is a less 
developed stock market than the U.S. Also interesting that Buffett gave the advice that if he was 
in school today, he would learn the Chinese language (if U.S.) and English (if Chinese). Beyond 
the language, Buffett said it is important to understand the culture of the other society
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