WARREN BUFFETT: I'd like to just comrent for a
few mnutes -- and this will be transcribed and up
on the internet at our web page -- 1'd like to
comment for just a fewninutes, and I'd like to
ask Charlie then to give his thoughts on the
matter of David Sokol and the purchase of
Lubri zol stock.

You saw in the novie a clip fromthe
Sal onon situati on and that occurred al nost 20
years ago. It will be 20 years ago this
August. And at the tinme, it was a Sunday,
Charlie was there, and | was el ected the
chairman at -- what, about 3:00 in the
afternoon or so | think on a Sunday at Sal onon,
and I went down to address a press group.

And al nost the first -- sonmewhere in the
early questions, sonebody sort of asked nme, you
know, what happened? Well, 1'd just gotten
to Salonmon fairly recently, so | didn't know
too nmuch about it but the phrase that cane out
of ny mind then -- out of nmy nouth then --
sometines ny nmind and ny nouth are
coordi nated -- the phrase that canme out of ny
mout h then was that what happened was
i nexplicabl e and i nexcusabl e.

Now, it's 20 years later, and | ooki ng back

on Salonon, | still find what happened



i nexplicable and i nexcusable. You know, | wll
never understand exactly why sonme of the events
that transpired did transpire. And to sone
extent, in |ooking at what happened a few
mont hs ago with Dave Sokol's failure to notify
me at all that he'd had any kind of contact
with Gtigroup, in fact, he directed ny
attention to the fact that they represented
Lubri zol and never said a word about any
contact with them and then the purchase of
stock immediately prior to recomendi ng Lubrizol to
Berkshire, | think | -- for reasons that are
laid out in the audit commttee report, which
urge you to read and which is on our website, |
don't think there's any question about the
i nexcusabl e part that Dave viol ated
the code of ethics, he violated our insider
trading rules, and he violated the principles I
laid out -- | lay out every two years in a
direct personal letter to all of our managers
and which |'ve been doing for a long tine. So
| -- you can read the audit commttee report
about that.

The inexplicable part is somewhat -- well,
it's inexplicable, but 1'd like to tal k about
it alittle bit because | wll tell you what

goes through ny mnd in respect to it.



Certainly -- well, one interesting point
is that Dave, to ny know edge, at |east, nade
no attenpt to disguise the fact that he was
buying the stock. | nean, you know, you read
about insider trading cases and people set up
trusts in Luxenbourg or they use nei ghbors who
know nei ghbors or they use third cousins -- |
mean, they have various ways of trying to buy
the stock so that when it's later — the FINRA
supervi sing organi zation | ooks at the
trading activity in the nonths prior to the deal,
they do not see names that junp out at them as
bei ng associated with the deal.

To ny know edge, Dave did nothing Iike

that so he was leaving a total record as to his

pur chases.
Now, | think at |east usually -- and maybe
al ways -- we are queried after any deal. W

are asked who knew about it when, and we supply
a list of whether it's people at the law firm
or people that are in a secretarial position at
our place or the lawfirm W give thema |ist
of everybody that night have known or did know
about the deal prior to the public announcenent
and I -- | don't know whet her they do that 100
percent of the tinme, but certainly it's ny

experience that you get that. And then a while



later, you'll get a list of nanes of people
that FINRA again has picked up as trading and
they ask you if any of those nanes ring a bel
with you, so they're trying to put together
whet her anybody did any inside tradi ng ahead of
tine.

So the odds that if you're trading in your
own nane and you're on that |ist of people who
know of a deal ahead of tinme, the odds that
it's not going to get picked up seemto ne are
very nuch agai nst you

But, to my know edge, Dave did not
di sgui se the tradi ng, which, you know, that's
somewhat inexplicable that if he really felt he
was engaging in insider trading and knew t he
penal ties that could be attached to it, that he
essentially did it right out in the open.

The second fact, which is less -- perhaps
| ess puzzling, but Dave obviously has a net
worth in very high nunbers. He made | think
close to $24 nillion. He earned it from
Berkshire | ast year, and we got our noney's
worth, but he did get $24 nmillion too.

So | would say that there are plenty of
activities in this world that are unsavory that
are conmitted by people with lots of nmoney. So

| don't regard that as totally puzzling. But I



will give you one instance that does meke it
puzzling. It makes it very puzzling to ne.

W bought M dAnerican at the end --

Ber kshi re Hat haway bought M dAnerican at the
end of 1999, bought about 80 percent. Walter
Scott who | just introduced and his famly was
the second | argest hol der, | think somnething
over 10 percent, and then two operating peopl e,
Dave Sokol the senior one, owned or had options
on a big piece and Geg Abel, a terrific
partner of Dave's, also had a piece.

And Walter Scott -- and |'ve told this
story privately a fewtines but not -- | don't
think 1've done it publicly. Wlter Scott cane
to ne a year or two after we'd bought it, and
Walter said, | think we ought to have sone
speci al conpensation arrangenent for Dave and
Geg if they performin a really outstandi ng
manner .

And he said -- | think maybe he suggested
somet hing invol ving equity and he saw nme turn
white. So he said, Wiy don't you design one
and |l et ne know.

So | just scribbled sonmething out on a
yellow pad. It didn't take nme five m nutes.
And we call it sort of in honor of Charlie,

al t hough he didn't know about it, we called it



the Lol | apal ooza, and it provided for a very

| arge cash payout, which I'lIl get toin a
second, based on the five-year conpounded gain
in earnings, and we were starting froma high
base, in other words this was not from any
depressed level, and we set a figure that no
other utility conmpany in the United States was
going to come close to. But if that figure
wer e achi eved, we were going to give

$50 million to Dave and $25 million to G eg
Abel .

And | had Dave cone to the office and
said, Here's what Walter and | are thinking,
and, What do you think of this plan? And it
had these figures on per share that -- that
like | say, nove forward at 16 percent
compounded per year, and then | say, Here's the
pay out.

And he | ooked at it for just a very short
period of tinme and he said -- he said, Warren,
this is nore than generous. But he said,
There's just one change you shoul d nmake.

And | said, Wiat's that?

And he said, You should split it equally
between nme and Greg instead of being $50 nmillion
for me and $25 for Greg. It should be $37 and a

hal f a pi ece.



So | witnessed -- and Walter w tnessed,
you can talk to himabout it -- we w tnessed
Dave voluntarily, wi thout any -- Geg had
nothing to do with it, he wasn't there, we saw
Dave transfer over 12 and a half mllion
dollars, getting no fanfare, no credit
what soever, to his, in effect, junior partner.

And | thought that was rather
extraordi nary, and what really makes it
extraordinary is that $3 million, you know, ten
or so years later would have led to the kind of
troubles that it's led to. | find -- that --
that is really the fact that | find
inexplicable and | think I'lIl probably -- you

know, it's 20 years after Sal onon. Twenty

years fromnow Charlie will be 107, and we
won't nmention what 1'l1 be, but I -- I think 20
years fromnow | wll not understand what

causes a man to voluntarily turn away 12 and a
half mllion dollars to an associate without
getting any credit for it in the world and --
and then ten or so years later buy a

signi ficant anount of stock the week before he
talked to me. And when he tal ked to nme about
Lubrizol, it was either the 14th or 15th, he
says it was the 14th, and | have no reason to

disagree with that. The only reason | couldn't



say specifically was | had eight university
groups, 160 students in on that Friday.

That's the only thing it shows, and | spent
nmost of the day with them And the 10K and the
10Q that got printed out on Saturday have that
date on them the 15th, when | | ooked at
Lubrizol for the first tinme.

You mght be interested in knowing |I've
been | ooki ng up 10Ks and 10Qs for 20 or 30
years, but | don't know how to print them out.
Fortunately, Tracy Britt was in the office.
said, Tracy, can you print this danm thing out?
| don't know howto do it yet. That is why I
don't knowif it was the 14th or 15th. The 10Q
says the 15th.

But at that tinme when Dave called nme on it
he sai d not hi ng about contact with Citigroup or
anything of the sort and he -- and | said, |
don't know anything really about the conpany.

He said, Well, take a look at it. It --
you know, it might fit Berkshire.

| said, How cone?

He said -- he said, |'ve owned it and it's
a good conpany. It's a Berkshire type conpany.

And, you know, | obviously nmade a big
m st ake by not saying, Well, when did you buy

it, but I think if sonmebody says |'ve owned the



stock, you know it sounds to ne |like they
didn"t buy it the previous week.

So there we are with a situation, which is
sad for Berkshire, sad for Dave, stil
i nexplicable in ny mind, and we will undoubtedly
get nore questions on that. W'Il be glad to
answer them Charlie do you have any thoughts
on this.

CHARLIE MUNGER: | think it's generally a
m stake to assunme that rationality is going to
be perfect even in very able people. W prove
that pretty well regularly.

WARREN BUFFETT: Do you have any
expl anation for the irrational ?

CHARLI E MUNGER:  Yeah. | think hubris
contributes to it.

WARREN BUFFETT: Well we've gotten quite a
bit out of himfolks.

Ckay. Let's go to work. We'll start with
Carol Loom s of Fortune Magazine. | night as
well -- 1 should introduce our group here.

We didn't go al phabetical this tine.

W' ve got Carol, and then Andrew Ross Sorkin of
the New York Tinmes, and we have Becky Quick of
CNBC now.

In ternms of ny check-off system |'mstil

going to go to Becky. That's al phabetical.



So, Andrew, it didn't do you any good to try to
move over there into the center spot.

Carol, you're on.
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CAROL LOOM S:  Good norning fromall of
us, and I will make the small preanble that
|"ve nade before. W' ve been getting questions
for a couple of nonths, each of us on our
e-mail. Sometines a question will be sent to
all three of us and sonetinmes they'll just send
to one of us, therefore it becones very hard to
count how many we've had, but certainly it's in
the many hundreds and probably in the -- up
into a thousand, 2,000. And obviously we aren't
going to be able to ask every question -- every
good question. W have a |ot of good questions
we won't be able to get to. But it's just that
you had to pick and choose.

And the other thing | should say is that
what ever we do ask, Warren and Charlie have no
i dea of the question. None. No hint.

WARREN BUFFETT: Sonetinmes we have no idea
of the answer either, but go ahead.

CAROL LOOM'S: So | will begin. | don't
think that anybody will be surprised that it is
a Sokol question.

And actually, the -- this particular
| ong-term sharehol der believed, as Warren has
bel i eved, he says, | do not see why he should
have been expected to ask Sokol about his

Lubri zol stock hol di ngs when he said he owned
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the stock. That wouldn't have been a natura
question. But when you found out the details
of his stock purchases a short tinme later, | do
not understand your reaction. Surely you
realized i mediately that these facts were
goi ng to becone known and that they were going
to danage Berkshire's reputation, sonething you
had said repeatedly you would be ruthless in
protecting. Be ruthless probably would have
meant your firing Sokol on the spot, but you
didn't do that. And then you put out a press
rel ease that nmany Berkshire sharehol ders that |
have tal ked to found totally inadequate. You
have al ways been very direct in stating things.
You were not direct in that press rel ease
except in praising David Sokol. O herw se you
stated sonme facts and behavior that you said
you didn't believe was illegal. And then you
ended the rel ease, |eaving us -- now maybe you
t hought sonehow we were going to read between
the lines -- wthout expressing any anger about
what had happened. Wy were you not incensed?
If you were, why did you not express
your anger? Wy did you handle this matter in
the i nadequate way you did?

WARREN BUFFETT: Yeah. The -- the -- it

wasn't really inmedi ately thereafter.
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| earned on March 14, which was the day we
announced -- now bear in mnd his first
conversation when he said he owned the stock
was January 14. In between January 14 and
March 14, Dave gave no indication that he'd had
any contact with Gtigroup of any kind and as
we | earned later, | nmean, he went -- they net
in maybe Cctober or sonething |ike that

where -- and tal ked about possible acquisition
candi dates for Berkshire. But none of that --
he told ne at one point, he said Evercore and
Cti represent Lubrizol. One of them
represents the directors and one of them
represents the conpany, and not a word about
any contact.

On March 14, when the deal was announced
in the norning, | got a call from John Freund.
John Freund is probably here today. John Freund
works for Citi in Chicago, and he handles --
has handl ed the great majority of our business

in equities for decades, and |'ve got a direct

line to him | talk to himfrequently. And he
call ed and said congratul ations and -- you know
and -- and aren't you proud of our -- words to
the effect.

You can talk to John directly, although

|"ve been told that the Cti |awers have told
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himnot to talk, but that -- know ng the press,
they probably can work somet hing out of him

The -- he's -- essentially his words were
that -- that Cti's team had worked w th Dave
on this acquisition, and they were proud to be
part of it, et cetera, et cetera.

And this was all news to ne, so that set
up sone yellow |lights, at |east.

And the next day, | had Marc Hanburg, our
CFO, call Dave, and Dave readily gave himthe
i nformati on about when he had bought the stock
and how nuch. Marc al so asked hi mwhat the
participation of -- of Citi had been in
reference to Berkshire's side of the
transaction, and Dave said that while he -- he
thought he called a fellow there to get their
phone nunber, which turned out to be sonewhat
of an under st at enent.

Now, during the period when we announced
the deal on March 14, Lubrizol is the one that
needed to prepare a proxy statement. W were
not issuing shares at Berkshire. So there was
no proxy statement, no -- nothing of this --
that sort on our part.

The Lubrizol Iegal team Jones Day, went
to work with Lubrizol managenent to start

preparing the proxy statenent. W eagerly
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awai ted to see the first draft of that because
| was going to be leaving for Asia on Saturday,
whi ch, | guess, would be the 19th, and | wanted
to see what Lubrizol had to say about this
whole Citi matter or anything else. The nost
interesting part of every proxy statenent is
sonmething that says -- it's basically the
history of the transaction, and it's -- it's
the first thing | read on any deal because it
gi ves you a bl ow by-bl ow of what has taken

pl ace.

And as Marc Hanburg can tell you, |
kept -- and our law firmcan tell you, | Kkept
urging themto get that to ne before |I took off
for Asia.

W got that the afternoon* of Friday the
18th, and it had a fair amount of material in
it about Dave's involvenent with Ctigroup
Then at that point -- | believe it was at that
point -- our law firmgot involved, Minger
Tolles got involved, in their input to the
Lubri zol lawers as to what we had seen that
was different or what we had seen that they
didn't know about that we coul d add.

*Berkshire actually received a draft of the “Background” section the
morni ng of Friday the 18'"
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Ron d son, a director of Berkshire and
partner of Miunger Tolles, was on the trip to
Asia. So we got on the plane on Saturday the
19th and travel ed over the next week until the
26th. And we knew at that point that his
partners at Munger Tolles were interview ng
Dave, as -- nmaybe sonme other people too, but
certainly Dave, and | believe that he was
interviewed at |east three tines about both the
stock purchases, the history of things with --
of his relationship with Gtigroup and they
were assenbling this infornmation.

| don't have a BlackBerry or whatever it
may be. Ron does. So he would get sone
informati on as we were over there, and he was
getting sone input but -- and we deci ded
that when we got back we would need to have a
pronpt neeting of the Berkshire Board about
this matter and we would also | earn what -- the
full details, at |east, of what Bob Denham and
maybe other attorneys at Miunger Toll es | earned
fromtheir interviews wth Dave.

And we back on -- | guess it would be
Saturday the 26th and on the 28th we were going
to bring Charlie into it before calling a board
meeting. But there would have been a board

meeting that week and then about five or so in
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the afternoon, a letter was delivered by Dave's
assi stant which really came out of the bl ue.

And | -- he said to ne he felt he was
retiring on a high point and he gave the
reasons why he was retiring which I laid out
and so on. | don't know whether the
questioning the previous week had affected his
attitude. He would say not. But in any event,
we had that resignation

That resignation as is -- | believe it may
have been put in the audit commttee report --
may have saved us sonme noney. |If we'd fired
him the question would be whether it was with
cause or not with cause, and we woul d have said
it was with cause, but that nmight have very
well gotten litigated and a retirement did
provide, in effect, the same non-I|evel of
severance paynents that a firing with cause
provi ded.

So | drafted up a press rel ease, which has
si nce been the subject of at least mld
criticism and | laid out the good things that
Dave had done, which he had done for the
company. He'd done nmany good things, sone
extraordinary things. And then | laid out sone
actions which | said, based on what | knew

then, did not seemto ne to be unlawful, and |
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tal ked with both Charlie and Ron about that.
Ron woul d have been nore careful in that
wording. |'mnot sure Charlie would have been
"Il et himspeak for hinself on that.

And we ran it -- | ran it by Dave Tuesday
nmorning just to be sure the facts were
accurate, and he said -- he objected nmuch to
something | put in where | said that | thought
that he was, in effect, had had his hopes
dashed for succeeding ne and that was part of
the reason, and he said that was absol utely not
true, that he had no hopes ever of succeeding
me and that | -- you know, basically he was
telling me what was in his nmind, and
shoul dn't be trying to second-guess what was in
his mnd. So | took that part out.

But he affirnmed all of the other facts in
that letter and then |I took it out, | sent it
to hima second tine to nake sure that he
was okay with the facts, and he said that they
wer e accurate.

Now, in there was included the fact that
Dave had no indication that -- that Lubrizo
had any interest in an approach from Berkshire
and that, at |east according to the fina
Lubri zol proxy, is not the case. | have not

tal ked to anybody except John Freund at
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Gtigroup, so I have no idea what took place
with the investnment bankers at Citigroup except
what | read in the Lubrizol proxy. But the
Lubri zol proxy now says that Dave did know t hat
Lubri zol had an interest on Decenber 17*.

But both in the two chances he had to
review it and then when he went on CNBC on a
Thursday and tal ked for a half an hour, he nmade
no attenpt to correct any of the facts init.

Now, on Wednesday when we put out the
report, we had to have a board neeting first.

It was news to the board. They got the rel ease
alittle bit ahead of time and then we had a
board neeting. W also delivered -- we,
through our law firm we phoned the head of the
enforcenment division of the Securities &
Exchange Commi ssion and told them exactly the
facts regardi ng the stock purchases and
anything el se that they m ght have cared to

know.

*A better and nore precise statenent of what the proxy statenment said is
as follows: “Later on Decenber 17, 2010, Citi inforned M. Sokol that M.
Hanbri ck had indicated that he woul d di scuss Berkshire Hat haway's
possible interest with the Board” (James Hanbrick is Lubrizol’'s CEO.
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So | think we acted in that case, very,
very pronptly, to make sure the Securities &
Exchange Commi ssion and the top of the
enf orcenent division was wel |l -versed on what
had taken place to our know edge to that point.

So from our standpoint and ny standpoint,
Dave was gone, m ni mum severance costs, m ni num
chances for |awsuits about conpensation due him
and we had turned over sone very dammi ng
evidence, in ny view, to both the public and to
the SEC.

What | think bothers people is that there
wasn't some big sense of outrage or sonething
inthe -- in the release and, you know, | plead
guilty tothat. | -- this fellow had done a
| ot of good things for us over 10 or 11 years,
and | felt that if I'mlaying out a whole bunch
of facts that are going to create lots of
problens for himfor years to cone, that | also
list his side of the equation in ternms of what
he'd done for Berkshire.

And | -- and as | said a little bit
earlier, you know, one thing | didn't even |ay
out was this extraordinary act where in effect
he turned over 12 and a half mllion dollars to
a fellow enployee. So that's the history of ny

thinking on it.
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Charlie, do you want to add anythi ng?

CHARLI E MUNGER: Yes. | think we can
concede that that press release was not the
cleverest press release in the history of the
world. The facts were conplicated, and we
didn't foresee appropriately the natura
reaction.

But | would argue that you don't want to
make inportant decisions in anger. You want to
di spl ay as much rut hl essness as your duty
requi res, and you do not want to add one single
i ota because you're angry.

So Tom Mur phy, one of our best
directors -- one of our best directors al ways
told the people at Cap Cities, you can al ways
tell a man to go to hell tomorrow if it's such a
good idea. So the anger part of it -- and |
don't think it was wong to renmenber the man's
virtues as well as his error.

WARREN BUFFETT: | night add as an aside
Charlie and | have worked together for 52
years, and we have di sagreed on a | ot of
things. W' ve never had an argunent. | need
Tom Murphy's advice to remnd nyself of it on
other things, but with Charlie it's never been

necessary.

21



BECKY QUICK: I'd like to ask a question
that cones from Ram Tarakad from Sugar| and,
Texas.

He says, Good norning, M. Buffett and
M. Minger. You have al ways put great enphasis
on hiring and retaining managers that not only
have exceptional talent but al so adhere to
t he higher standards of corporate ethics and
behavi or. Recent events surroundi ng
M. Sokol's actions have denobnstrated that we
were not very far froma situation where
someone runni ng Ber kshire Hat haway had great
talent but lacked the other quality that has
made Berkshire the envy of the business world.
In sone ways we are relieved these events
happened when you were still at the helm But
com ng back to the succession plan that you
have in place, how can you ensure that there
are no nore Sokols in the lineup of
successi onal managers that you have

WARREN BUFFETT: Yeah, he nade an
assunption there about Sokol being the next in
line, which |'mnot sure was warranted, but he
certainly was entitled to think that he was a
candi date, and there are -- that is one of the
reasons that | think it's a good idea if ny

son, Howard Buffett, who would have no -- get
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pai d nothing and have no activities in the
conmpany be the chairman after |I'm not around
because you can nake a mistake in selecting a
CEQ.

| nean, | think the odds of us nmaking a
m stake are very, very low. And certainly the
candidate that | think is the |eading candi date
now, | wouldn't -- | would lay a | ot of npbney
on the fact that he is straight as an arrow.

But m stakes can be made. You know,
the -- the Bible says the neek shall inherit
the earth, but the questionis, will they stay
meek. You know -- and the idea of having an
i ndependent chairman who woul d be voting a | ot
of stock -- because even at ny death, because
of the concentration of A stock and so on, the
executors woul d have a very significant bl ock
of stock, and if sone m stake were nade, it
woul d be easier to change if not only a very
| arge bl ock of stock were available to express
an opinion but also if the chairmanshi p was not
| ocked in with the CEO

It's gotten | ess tough to change CECs at
conmpani es where either their noral or their
intellectual qualities are found | acking but
it's still difficult. If -- you know, it's

particularly difficult if they turn out to be a
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medi ocre CEQO  If the person is really bad, you
know, people will rise up sonmetines and --
particularly if they have nmeetings w thout the
CEO present. But it's not an easy job to
di spl ace a sitting CEO who al so holds the
chairman's position and controls the agenda and
all of that. So | think an i ndependent
chairman, particularly one that represents a
very large bl ock of stock and has no designs
hi nsel f on taking over the place is a safety
measure for the possibility, however renote,
that the wong decision is made. But | will
tell you that the directors at Berkshire wll
be thinking every bit as nuch about the quality
of the person as a human being as they will be
t hi nki ng about their managerial skills because
it's vital that you have sonebody at Berkshire,
innmy view, that is running the place that
really cares nore about Berkshire than he does
about himself in terms of advancenment. And |
think we have multiple candidates that ful fill
that and the idea of an independent
chairmanship is a -- is, you know, part of the
belt and suspenders.

Charlie?

CHARLI E MUNGER: Wl |, you know, your idea

about the Buffett family has a precedent. The
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Rockefellers left the managenent of Standard
O many, many decades, and they -- but they
did intervene once and that was to throw out,
what was it, the head of Standard of |ndi ana,
and it was on noral grounds.

So that sort of thing can happen and you

have another string in our bow.
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ANDREW ROSS SORKIN:  Thi s question cones
froma sharehol der naned Ral ph Cutant who asks,
In your press release, your original press
rel ease, you noted that Dave brought the idea
of purchasing Lubrizol to me on either
January 14 or 15. Initially you said | was
uni npressed. You went on to note on
January 24th you sent another note to Dave
i ndi cating your, quote, skepticism about naking
an offer for the conpany. However in a very
short period of tinme after Dave's di scussion
with Lubrizol's CEO vyou, quote, quickly warnmed
to the idea. Please clarify what caused you
to, quote, warmto the idea so quickly if this
didn't strike you as being a great business at
first glance what changes? And what was David
Sokol's role in convincing you?

WARREN BUFFETT: Yeah, the -- it wasn't
that it didn't -- it struck ne as a business |
didn't know anything about initially. You
know, you're tal king about petrol eum additives.
| -- | never would understand the chemistry of
it, but I -- but that's not necessarily vital.
VWhat is inportant is that | understand the
econom ¢ dynanics of the industry. |Is there --
are there conpetitive noats, is there ease of

entry, all of that sort of thing. | did not
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have any understanding of that at al
initially.

As a matter of fact, | suggested to Dave,
said, Charlie is a lot smarter about oil than
am Wiy don't you give hima call because |
don't -- you know, | -- | just don't know
anyt hi ng about that busi ness.

And | talked to Charlie a few days |later,
and | -- | don't renenber whether | asked him
whet her Dave had call ed or anything but I
mentioned to Charlie, and Charlie says, | don't
understand it either.

So when | talked to Dave |ater he had not
tal ked -- he had not gotten a hold of Charlie.
| told him Forget it. He's as bad as | am

What Dave passed along to ne after having
that dinner with Janes Hanbrick and which |
later confirmed in a |unch when James Hanbrick
came out here on February 8, but it was the
same thing, | -- | thought -- and | still
feel -- 1 thought | got a good understandi ng of
i ndustry dynami cs and how t he busi ness had
devel oped over tine, what the role of oi
compani es was and would be in relation to a
chem cal additive.

The oil conpanies are the biggest

custonmers. They sell base oil to a Lubrizol,
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but they buy the -- they are the big custoners,
and they have gotten out of the business to
quite a degree, although there's two of them
left init.

So this industry had consolidated over
time. | looked at the question of ease of
entry. You know, every time | look at a
busi ness -- when we bought See's Candy in 1972,
| said to nyself if | had a hundred nmillion
dollars and | wanted to go in and take on See's
Candy could | doit. And | cane to the
conclusion, No, so we bought See's Candy. |If
the answer had been yes, we woul dn't have done
it.

| asked nyself that same question, you
know, can | start a soft drink conmpany and take
on Coca-Cola if | have a hundred billion
dollars, you know. Richard Branson tried it
some years ago in sonething called Virgin Col a.
You know, the brand is supposed to be a
promise. |'mnot sure that's the prom se you
want to get if you buy a soft drink, but in any
event, | felt after ny conversation with Dave
subj ect to a second conversation with
James Hanbrick, but covering the same ground
that it's not inpossible at all for people to

enter this business but in terns of the service
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that -- and the relatively | ow cost of what
Lubrizol brings to the party, and in terns of
people trying to break into a market and take
themon -- and it's not a huge market, it's
probably only about a $10 billion nmarket
overall, | decided there's probably a good size
moat on this. They've got lots and |ots of
patents, but nore than that they have a connection
with custoners. They work with custonmers when
new engi nes conme along to develop the right

ki nd of additive.

So | felt that | had an understanding --
didn't understand one thing about chem stry
than when | started, but | felt | had an
under st andi ng of the economi cs of the business,
the same way | felt when the Iscar people
talked to ne. | nean, who would think you can
take some Tungsten out of the ground and shine
it and put it in little carbide tools and that you
coul d have sone durable conpetitive advant age,
but | decided |Iscar had sone durable
conpetitive advantage after looking at it for a
whi | e.

That's the conclusion | -- | have come to
the conclusion that -- and Charlie as well --
that the Lubrizol position is the dom nant --

or the No. 1 conpany, not dom nant, but the
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No. 1 conpany in ternms of market share and that
business is sustainable and that it's a very
good busi ness over tinme. It helps -- you know,
they are hel pi ng engi nes run | onger, run

snoot her, you know. You know, when netal is
acting on netal, the lubricants are inportant,
and they' re always going to be around, and |
think Lubrizol will be the | eading conpany for
a very, very long tine. And that's the
conclusion | cane to.

And | did not have a fix on that, nor did
Charlie, prior to Dave rel aying onto ne what he
had | earned at that dinner, which incidentally,
Lubri zol had been telling the world -- | nean
they nmade investor presentations and all that
guite extensively over the years. | sinply

hadn't paid any real attention to it. And when

it was explained to ne, | thought | understood
it, and | still think I understand it. | think
Lubrizol will be a very, very good addition to

Berkshire, and | saw Janes Hanbrick just
yesterday and despite the turnoil around this,
they are very enthused about beconing part of
Berkshire, that they regard it as the idea
horme.

Charlie?

CHARLI E MUNGER:  Yeah, you know, |scar
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and Lubrizol, to sone extent, are sisters under
the skin. You ve got very small narkets that
aren't really too attractive to anybody with
any sense to enter and (inaudible) in

service, so if you have any nore like that why,

pl ease give Warren a call.
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ANDREW ROSS SORKIN:  The question is, can
you explain the conmpany's policy for your own
personal investing outside of Berkshire and
that of your other nmanagers, and why aren't al
trades in investnments first cleared through a
conpliance departnent |ike that of npbst other
conpani es?

WARREN BUFFETT: Well, | don't think it is
true of nost other conpanies. W have 260, 000
enpl oyees, and we have one conpany that's a
subsi diary of Ceneral Re called New Engl and Asset
Managerment but that's the only conpany that
advi ses people on investnent or operates in the
i nvestnent field.

At Berkshire, there are presently three
peopl e that can execute trades and then there
are a few other clerical people that would see
what was done. But we are not a investmnent

advisory firm We're not a nutual fund or

anything of the sort. So if we -- we have
some, | think, pretty clear rules that are
going to be | ooked at, again, | can assure you

by the audit comrittee. But in terns of the
code of conduct, code of ethics, and insider
trading rules, which go to the nanagers, |

don't think there's anything ambi guous in those.

Now, to extend those beyond -- | don't
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know, Marc, how many people those go to but --

whet her 60 or 70 or sonething, |I'mnot sure of
the number -- but the problemw th rules, you
know, is, | mean, you've got to have them and we

enphasi ze not only the letter of them but the
spirit. That's why | wite that letter every
coupl e years

I was on the audit conmttee, for exanple,
of Coca-Col a, and Coca-Col a has about one-fifth
as many enpl oyees -- or did then, had about
50, 000 -- had about one-fifth as many enpl oyees
as Berkshire, and each tine the audit commttee
met we had eight or ten code violations. |
mean, people -- if you take Berkshire at
260, 000 peopl e, you know, that's about the
nunber of households in the greater
metropolitan Oraha. And as perfect as we |ike
to think we are in Omha, | will tell you
there's a ot of things going on in Qmaha right
as we sit here that, you know, do not match the
rul es.

Soit's a--it's areal problem The
probl em obviously, with the Sokol thing is it
hit very, very high up, you know.

But we had a case sonetine back where a
fellow that was a friend of mne, vice

presi dent of one of our subsidiaries, and, like
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| say, a personal friend, and we supplied the
evidence that sent himto jail. You know,

it -- it has happened. W had a -- as
renenber sone years ago | think it was in
Wyodbury, New York, we may have had a wonan
arrested in the offices just because we want to
make very clear, you know, what -- that we nean
business and as the -- as the audit committee
said that this is not public relations, this is
reality.

Here's a letter that went out from
Johns Manville. | didn't know anythi ng about
it until Todd Raba gave it to ne the other day,
but it describes what -- dated April 27, and it
said, The audit conmittee clearly found that
M. Sokol conprom sed the integrity rel ated
val ues of both Berkshire and JM have worked so
hard to ingrain in the fabric of both
conmpanies. This should serve as a tragic
| esson | earned for every enpl oyee in JM
And then in bol df ace, There are no gray areas
when it cones to integrity. And it goes on.

So we hope to get sone value out of this
experience that will help us reinforce with not
only the 60 or 70 managers but with 260, 000
peopl e that we do nean business on this, and

we' ve shown them we nean busi ness when we -- we
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have sent nore than one person to jail.

But there will be -- you know, if we -- we
can have all the records in the world and if
somebody wants to trade outside them or
somet hing, you know, | -- they're not going to
tell us they're trading in their cousin's nane.
You know, it just doesn't work that way. And
then it -- we will have occasions in the future
when people do wong things. Usually they get
handl ed at the subsidiary level. | nean, it's
somebody doi ng sonething, whether it's getting
a kickback froma vendor or stealing out of a
cash register, whatever it nmay be, and then,
you know, we get the occasional nega one, which
is very painful, but we will -- if there's anything
we can do in the rules that will rmake it even nore
explicit or get across further the idea that
rules are not made to be danced around but
rather the spirit of them extends beyond them
we want to be sure we do it.

Charlie?

CHARLI E MUNGER: Yeah, all that said, if
you |l ook at the greatest institutions in the
worl d, they select very trustworthy people, and
they trust thema lot, and it's so nmuch fun to
be trusted, and there's so nuch sel f-respect

you get fromit when you are trusted and are
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worthy of the trust that | think your best
compliance cultures are the ones whi ch have
this attitude of trust and some of the ones
wi th the biggest conpliance departnments, |ike
Wall Street, have the nobst scandal s.

So it's not so sinple that you can neke
your behavior better automatically just by
maki ng the conpliance departnent bigger and
bi gger and bigger. This general culture of
trust is what works.

And, you know, Berkshire hasn't had that
many scandal s of consequence, and | don't think

we're going to get huge nunbers either.
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WARREN BUFFETT: Because they're
transcribing this and we want to get it al
correct, Ron has one point or two points that
he wants to correct in terns of dates that |
used, so we are going to give the mcrophone to
hi m

RON OLSON:  Not that they're all that
telling, but I thought since we are creating a
record I wanted to clarify two points.

The Berkshire law firm mainly Minger
Tolles & A son worked with the Lubrizol counse
in pulling together what Warren described as
Lubri zol's proxy describing the background of
the transacti on.

W as counsel for Berkshire started to
work on that gathering of facts pertaining to
Berkshire's invol venment, essentially David
Sokol's and Warren's, during the week of
March 15.

Warren, in speaking to you about the facts
this norning, | believe, placed the begi nning
of that work in the subsequent week.

So | sinmply wanted to clarify that as we
gathered the facts, and that gathering included
several interviews of David Sokol, during that
week.

Secondly, in describing internal policies
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at Berkshire to protect against ni sbehavior or
negl i gent behavior, Berkshire maintains a --
somet hing that those in the tradi ng busi ness
describe as restricted lists, and on that
restricted list are any securities in which
Berkshire is buying, selling, has a peculiar
interest, and that prohibits any of the
corporate officers or the top officers of the
subsi diaries of Berkshire fromparticipating in
trades of those securities without the consent
of the CFO, Marc Hanburg. That is what |
wanted to clarify, Warren

WARREN BUFFETT: Thanks, Ron.

Kok ok ok ok ok k kK K K Kk kK kK k ok ok ok ok ok k kK K R K K ko kk ok ok ok ok k kK K K K K K kK kKK k ok Kk

RON OLSON: | wanted to clarify my
clarification. Sounds like a |awer, doesn't
it?

WARREN BUFFETT: It sounds |like a | awer.

RON OLSON:  Marc Hanburg was concer ned
that when | spoke of our insider trading policy
and nentioned that we had a restricted |ist,
that it -- somebody may interpret that as
suggesting that Lubrizol was on that restricted
list. It was not. \What goes on our restricted
list are securities that we have a position in
that we publicly reported.

So | just sinply wanted clarify that
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point. Lubrizol is not on the restricted list.
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