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Berkshire Hathaway 2016 Annual Report Pros and Cons 
  

Pro Con 
1. 19% compounded annual gain in per-share book value 

since 1965, from $19 to $172,108 (page 2). 
2. 20.8% compounded annual gain in per-share market 

value since 1965 compared to 9.7% for the S&P 500 
(page 2). 

3. Gain in net worth of $27.5 billion, increasing per-
share book value by 10.7% (page 3). 

4. Acquisition of 50% Geico at the beginning of 1996 for 
cash (page 4). 

5. Acquisition of 76% (now 90%) of MidAmerican 
Energy in early 2000 for cash (page 4). 

6. Comment: I like the honesty with which Warren 
speaks about his mistakes. His shareholder letters 
educate you better than any investment book you 
could read. 

7. After-tax earnings from operations increased from 
$0.67 billion in 1999 to $17.57 billion in 2016, in a 
mostly linear fashion, showing a 21.19% compounded 
annual growth rate (CAGR) (page 5). 

8. Berkshire’s share repurchase program allows Warren 
to buy shares at 120% or less of book value, which he 
considers to be a significant discount to intrinsic value 
(which basically creates a floor of $172,108 x 120% = 
$206,529.6 per A share or $206,529.6 / 1500 = 
$137.69 per B share) (page 7). 

9. Property/casualty insurance companies were the 
growth engine since 1967. They receive premiums 
upfront and pay claims later, which leaves them 
holding money (float) that will go to others 
eventually, but they can invest it meanwhile to 
produce income. Float increased from $39 million in 
1970 to $91,577 million in 2016, which translates to 
an 18.38% CAGR (page 8). 

10. Berkshire has had an underwriting profit for 14 years 
now, totalling pre-tax earnings of $28 billion. An 
underwriting profit is obtained when premiums 
received exceed total expenses and eventual losses 
(page 9). 

11. Underwriting profit increased 16% and float increased 
4.39% year on year (page 11). 

12. Berkshire Hathaway Energy has increased net 
earnings 22% over the last three years (page 13). 

13. Manufacturing, service and retailing operations, which 
sell anything from lollipops to jet airplanes, have 
increased net earnings about 26% over the last three 
years (page 14). Duracell and Precision Castparts, 
bought in 2016, are likely to increase earnings for this 
group in 2017 (page 15). 

14. Finance-related companies increased pre-tax earnings 
about 16% over the last three years (page 18). 

15. Investments in stocks totalled $122 billion, with a cost 
basis of $66 billion. Not included in this figure is the 
investment in Kraft Heinz which had a market value 
of $28.4 billion and cost basis of $9.8 billion. Also not 
included is $5 billion in Bank of America preferred 
stock that pays $300 million per year and has a 
warrant that, if exercised, would deliver a $10.5 
billion profit (page 19). 

1. Acquisition of Dexter Shoe (whose value went to 
zero) in 1993 for $434 million with 25,203 shares of 
Berkshire that were worth more than $6 billion at 
yearend 2016 (page 4).  

2. Purchase of General Re in late 1998 for 272,000 
Berkshire shares, increasing outstanding shares by 
21.8%, giving far more value than received (page 4). 

3. After-tax earnings from realised capital gains 
increased from $0.89 billion in 1999 to $6.50 billion 
in 2016, being negative in only two years, but grew 
in a volatile manner (page 5). 

4. Warren’s comment: company size precludes brilliant 
results, but Berkshire’s collection of good businesses, 
together with their financial strength and owner-
oriented culture, should deliver decent results (I 
would prefer good to great results, so I might look 
more at small companies in the future) (page 6). 

5. Revenue has decreased about 15% over the last three 
years for BNSF railroad, while net earnings have 
been mixed (page 13). 

6. $86 billion in cash and cash equivalents, not invested 
in companies and earning a very low return (page 
20). 

7. Net earnings of $24,074 million on equity of 
$286,359 million give us a return on equity of 8.41%, 
below the 12% return on equity for the average 
American company (page 35/36). 

8. Comprehensive income was mixed for the last three 
years, mainly due to changes in unrealised 
appreciation of investments. In 2015 comprehensive 
income was $15,333 million, down from $18,579 
million. The main cause was a decrease of $8,520 
million in Berkshire investments’ market value. In 
2016 comprehensive income was $27,390 million, 
and a big contributor was an investment gain of 
$13,858 million (page 37). 

9. Cash flow from operations has been flat for the last 
three years at around $32 billion (page 38). 

10. Investments in fixed income securities of $23.5 
billion (I’m guessing this happens just because 
Warren hasn’t found more good companies to buy 
yet) (page 47). 

11. At yearend 2016, Berkshire defined benefit pension 
plans were underfunded by $2,353 million (which is 
not all that serious, considering they have $86 billion 
in cash) (page 71). 

12. One of the main risks for Berkshire is equity price 
risk, the risk that the market value of the stocks in its 
investment portfolio (60% of the total fair value of 
equity securities and other investments are 
concentrated in five issuers) may decrease. If prices 
decline 30%, for example, shareholder’s equity 
declines 8.4% (page 105). 

13. Comment: one risk that is not mentioned in the 
annual report is key man risk. Warren is 86 years old 
and I suspect that when he dies, a bit of the magic 
that makes Berkshire Hathaway unique will 
disappear. 
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16. Warren’s comment: investors should stick with low 
cost index funds, instead of hiring fund managers that 
charge high fees (usually the managers reap outsized 
rewards, not the clients) (page 24). 

17. Berkshire’s acquisition criteria also provide us with 
general guidelines about what kind of companies we 
should be looking for and investing in (page 30). 

18. Total revenues increased every year, from $162,463 
million at yearend 2012 to $223,604 million at 
yearend 2016, a 37.63% total increase or 8.31% 
CAGR (page 32). 

19. Net earnings per share increased from $8,977 in 2012 
to $14,645 in 2016, a 63% total increase or 13.02% 
CAGR, although they were flat in 2016 and 2015, and 
also 2014 and 2013 (page 32). 

20. Book value per share increased every year from 
$114,214 at yearend 2012 to $172,108 at yearend 
2016, a total growth of 50.69%, or 10,8% CAGR 
(page 32). 

21. Read Con 7. If we take the cash out of shareholder’s 
equity ($286,359 - $86,000), we have a return on 
equity of $24,074 / $200,359 = 12.02%, on par with 
the average American company. If we also take 
investments from shareholder’s equity ($286,359-
$86,000-$122,000), and subtract earnings from capital 
gains from total net earnings ($24,074-$6,500), we 
arrive at a return on equity of  $17,574 / $78,359 = 
22,43% on operations (page 35/36)! 

22. Notes payable and other borrowings total $101,644 
million, meaning a very conservative long-term debt 
to capital ratio of 16.37% (page 35). 

23. Acquisition of Precision Castparts for $32.7 billion, 
and Duracell for $4.2 billion in 2016 (page 45). 

24. Acquisition of the Van Tuyl Group for $4.1 billion, 
and Altalink for $2.7 billion in 2015 (page 46). 

25. Investments in preferred stock worth $21.4 billion 
(page 49). 

26. Acquisition of Medical Liability Mutual Insurance 
Company by National Indemnity Company for 
tangible book value at the closing date plus $100 
million, to be completed in late 2017 (page 73). 

27. The Owner’s Manual, on page 108, states 15 business 
principles to help new investors understand how 
Berkshire works. 

28. More than 98% of Warren’s net worth is in Berkshire 
stock. He eats his own cooking (page 108). 

 


