"The key to investing is not assessing how much an
industry is going to affect society, or how much it will

\ grow, but rather determining the competitive advantage of
any given company and, above all, the durability of that

v advantage.”
4 - Warren Buffett

Peter Flannery CFP FA

Warren Buffett hangs up the elephant gun

If you want to shoot rare, fast-
moving elephants, you should

always carry a loaded gun.

Warren Buffett

After over 60 years as arguably the most successful investor ever in listed and private
equity assets, Warren Buffett is stepping down, handing the reins of Berkshire
Hathaway over to Greg Able.

What does this mean for us?

Two things come to mind:

1) Berkshire Hathaway was challenged in recent years, keeping up with historical investment
growth, even with Warren Buffett's elephant gun. They became victims of their own success.
Huge growth, over many years, consistently. Becoming so large that their options for
investing diminished. They need very large positions to ‘move the needle’. However,
Berkshire Hathaway remains a sound and worthy investment. Berkshire has also been
investing in Japan where quality businesses are available as well as better pricing than many
US based options.

2) We can continue with the key learnings on his and Charlie Munger’s investing method. They
are fundamental and will serve us well in the future, but we need the right mindset to be able
to use them purposefully and successfully. Things like the high return on equity, low dividend
payout ratio, sound business economics, concentrated portfolio, the long attention span, being
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prepared to invest differently to ‘the herd’, especially when the market noise and industry
experts mindlessly pontificate otherwise.

In short, Warren Buffett’s investing magic lives on, providing we diligently apply the tools that have been
given to us all. That means ‘swimming upstream’ at times, but knowing that the fundamentals will keep
our investments secure and provide long-term growth.

The business, not the stock

The stock could be generally characterised as for example, the trading price, trading price movement,
dividend yield, p/e ratio, PEG ratio, quarterly / annual earnings, technical analysis (e.g. 200 day
moving average around the trading price), revenue and earnings outlook next 12 month's and the
‘news’ that emerges that might affect the trading price. Analysts can carry out a number of different
types of analysis (e.g. discounted cash flow analysis), usually looking to work out where the trading
price might be in the short term.

The health and direction of the sector in which a stock exists will likely also be taken into account. The
idea is to buy hold or sell in an attempt to ‘second guess’ or beat the market. For example fund
managers and brokers may look to chase rising trading prices of stocks in a growing and popular
sector. They are right — until they are not.

The Business may include some specific analysis outlined above and will also consider the
underlying business economics.

The durable competitive advantage, otherwise known as the moat, is a good example a business
economic. The reality is that this economic is rare, very rare. But when it can be located, it signals a
business that has strong product / service pricing power which translates to strong profitability. That
means investors have the opportunity to make more money long term compared to others who invest
in stocks that might be bought, held or sold based on more superficial metrics (e.g. trading price
movement, the latest earnings result not meeting market expectations).

The eco system (collection of products and services) is another example of a useful business
economic. A business with one product or service means high risk, especially if that product or
service fails to perform. Apple and McDonald’s are good examples of businesses with good eco
systems.

One service or products leads to another. The hamburger ... would you like chips with that ...means
McDonalds makes money on two products (the burger and the chips). If the customer wants chicken
nuggets then that is more profit for the business.

Apple offers a range of products and services, each one enhancing the eco system and enhancing the
user experience. Also their products and services are easy to use — ‘plug and play’.

By the way, whilst Apple faces challenges from time to time, it was the first US trillion dollar company

by market capitalisation. At one-time, it made up 50% (market capitalisation) of Berkshire Hathaway's
portfolio.

60 years

60 years is a length of time that provides some serious compounding of capital. Indeed, time is the
friend of a quality business.

60 years is also a length of time that brings a greater probability of investing mistakes. The longer we
invest the harder it is to generate double digit returns.

The unique ‘value’ methodology as per Warren Buffett and Charlie Munger has been key to their
success.

It's NOT buying cheap stocks. It is buying quality businesses at favourable trading prices.

60 years. Take a look at the result ...
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Look closely, you will see the compounded annual gain from page 15 of the 2025 annual report ... 19.9% per
annum: 1964 — 2024.
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“Buy the business, not the stock. Don’t buy too many.
Concentrate the portfolio”.

Charlie Munger

"The key to investing is not assessing how much an
industry is going to affect society, or how much it will
grow, but rather determining the competitive advantage
of any given company and, above all, the durability of
that advantage.”

Warren Buffett
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