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Berkshire Hathaway or S&P 500 Index?

| encountered the name Warren Buffett for the
first time in 1988 at Madame Tussauds wax
museum in London. The figure of him there
was labelled “Warren Buffett — Investor”. As a
citizen of a communist country, neither his
name nor his profession meant anything to me.
The only thing that lingered in my head were
his big strange glasses, a bit like Elton John's.

The next year communism fell, the world
changed completely, | began to get involved in
finance, and sometime in the mid-1990s |
bought shares in Berkshire Hathaway for the
first time and became a fan of Warren Buffett.
During that entire time, from the very
beginning up until today, | have repeatedly
come across commentaries (usually by more or
less unknown commentators) repeating always
the same things: Buffett is already old, he
doesn’t understand the modern world, he’s not
all that successful, Berkshire shares have no
great future, and investors would do better to
buy an index instead. But as the proverb says,
“the dogs may bark but the caravan moves on”.
Such has been the case of Berkshire. The critics
have come along and then disappeared again,
and the price of Berkshire shares rose in the
meantime from the original $22,500 at the end
of 1994 to today’s $278,500, which means by
12.3 times. The S&P 500 Index increased over
the same period from 460 to 3,036, which
means by only 6.6 times. That’s not bad at all
for a person who is not all that successful!

If you think the 1990s are the too-distant past
or not so much relevant, then we can take a
look at more recent years. We bought
Berkshire shares into Vltava Fund at the

beginning of 2012. At that time, they cost
$114,500 apiece and the S&P 500 Index’s value
stood at 1,277. Today, Berkshire shares are
higher by 143% and the index by 137%. At first
glance, then, it seems that the two businesses
are doing about the same. Upon closer
examination, however, we will find something
a bit different.

The collective earnings per share of the
companies in the S&P 500 Index were $86.95
at the end of 2011 according to Standard and
Poor’s. At the close of 2020’s first quarter,
those earnings came to $117.01. That means
that they surprisingly grew by only 35% during
this long period of economic expansion.
Earnings growth contributed only about one-
guarter to the rise in the index. Three-quarters
of the gain in the index was due to expansion
of the P/E from the initial 14.7% to the current
26x.

It's a completely different picture for Berkshire.
If in the case of the S&P 500 Index earnings may
be regarded as quite a good indicator of
fundamental value, then in the case of
Berkshire that function is filled by the figure for
book value. The fundamental value of
Berkshire is of course significantly greater than
is its accounting value, but this change in book
value over a given period shows quite reliably
the change in fundamental value over the same
period. (Of course, Berkshire’s profits can also
be used to estimate value growth, but they are
relatively laborious to calculate. Both results
would be similar.)



The book value per Berkshire share had been
$99,860 at the end of 2011. At the close of first
quarter 2020, it stood at $229,361. This is a
130% increase. If we compare this to the price
increase for Berkshire shares over the same
period, which was 143%, we can see that it
corresponds almost exactly to the rise in book
value.

It is clear from this data that Berkshire is a far
better business than is the index as a whole. Its
value is growing far faster, and the only way the
index managed to keep pace with the price of
the Berkshire share since 2011 is that investors
pushed the index’s price up four times faster
than the rate at which its earnings grew.

Berkshire’s balance sheet also shows less risk
than do companies in the S&P 500 Index. The
index companies’ indebtedness expressed as
Net debt/EBITDA (ex financials) has roughly
doubled since 2011 and is at a historically
elevated level. By contrast, Berkshire’s cash on
the level of the holding company exactly
doubled from $65 billion to $130 billion and its
ratio of total assets to equity remained about
the same.

Concerning our expectation for the next
decade, we expect the expansion in
fundamental value will be similar to that seen
in the past decade. Berkshire’s book value
should continue to grow faster than will the
collective earnings of the index. If index holders
expect to outperform Berkshire shareholders,
their only hope for seeing that happen will be
if the P/E of the index will rise somewhere
above 30x (nearly to an all-time high) and the
Price/Book value (P/BV) of Berkshire will
remain just above 1 (nearly at an all-time low).
I'll let each individual ponder for himself or
herself how probable that is.
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If on the other hand there will be something
more on the order of reversion to the mean,
then it could look like the following at the end
of this decade:

Berkshire Hathaway:

Book value per share: $500,000 (that would
mean growth slower than in the past 8 years)

P/BV of 1.5 (still substantially below the
fundamental value)

Share price: $750,000
Change from today: +169%
S&P 500:

Earnings per share: $170 (that would mean
growth faster than in the past 8 years)

P/E of 20 (still significantly above the long-term
average)

Index level: 3400

Change from today: +12% (excluding
dividends)

Should you wish to play with these
assumptions, you can come to any results you
like, but you most likely will find that your
assumptions would need to be very
aggressively to the advantage of the index and
to the disadvantage of Berkshire for the index
to have a chance even of keeping up with the
Berkshire share price. Berkshire shares are very
cheap today, and their price reflects neither
their current fundamental value nor their
future potential. Moreover, that share price
completely overlooks the very low business risk
of the conglomerate as a whole. Today’s price
includes something | call the Buffett discount.
Buffett will not be managing Berkshire for too



much longer. This, unfortunately, is a biological
inevitability inasmuch as he is 89 years old. It
seems that the market is being a bit short-
sighted here and undervalues the possibility
that the three key people who will manage
Berkshire after him (Greg Abel, Ajit Jain and
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Todd Combs) may together be even a good bit
better than is Buffett himself.

Invest with care !

Follow us www.facebook.com/vitavafund or https://twitter.com/danielgladis

DISCLAIMER

This document expresses the opinion of the author as at the time
it was written and is intended exclusively for promotional
purposes. The investor should base his or her investment
decision on consideration of comprehensive information about
the Fund.

Our projections and estimates are based on a thorough analysis.
Yet they may be and sometimes will be wrong. Do not rely on
them and take your own views into consideration when making
your investment choices. Estimating the intrinsic value of the
share necessarily contains elements of subjectivity and may
prove to be too optimistic or too pessimistic. Long-term
convergence of the stock price and its intrinsic value is likely, but
not guaranteed.

Only a qualified investor pursuant to § 272 of Act No. 240/2013
Coll. may become a shareholder of the Fund. Persons who are
not qualified investors pursuant to the aforementioned provision
of the Act shall not be allowed to invest.

The value of an investment may increase and decrease. Neither
return of the amount originally invested nor increase in the value
of such investment is guaranteed. The Fund’s past performance
is not a reliable indicator of future investment returns.

The information contained in this letter to shareholders may
include statements that, to the extent they are not recitations of
historical fact, constitute forward-looking statements within the
meaning of applicable securities legislation. Forward-looking

statements may include financial and other projections, as well
as statements regarding our future plans, objectives or financial
performance, or the estimates underlying any of the foregoing.
Any such forward-looking statements are based on assumptions
and analyses made by the Fund based upon its experience and
perception of historical trends, current conditions and expected
future developments, as well as other factors we believe are
appropriate in the given circumstances. However, whether
actual results and developments will conform to our
expectations and predictions is subject to a number of risks,
assumptions and uncertainties. In evaluating forward-looking
statements, readers should specifically consider the various
factors which could cause actual events or results to differ
materially from those contained in such statements. Unless
otherwise required by applicable securities laws, we do not
intend, nor do we undertake any obligation, to update or revise
any forward-looking statements to reflect subsequent
information, events, results or circumstances or otherwise.

Before subscribing, prospective investors are urged to seek
independent professional advice as regards both Maltese and
any foreign legislation applicable to the acquisition, holding and
repurchase of shares in the Fund as well as payments to the
shareholders.

The shares of the Fund have not been and will not be registered
under the United States Securities Act of 1933, as amended (the
“1933 Act”) or under any state securities law. The Fund is not a
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registered investment company under the United States European venture capital funds) and managed by an alternative
Investment Company Act of 1940 (the “1940 Act”). investment fund manager.

The Fund is registered with the Czech National Bank as a foreign Investment returns for the individual investments are not
alternative investment fund for offer only to qualified investors audited, are stated in approximate amounts, and may include
(not including European social entrepreneurship funds and dividends and options.
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*Footnotes:

1. Dataasat31December 2018, 2. The MSCI World Index is calculated in local currencies, 3. Information concerning the investment
strategy during 2004-2008, returns, and the change to the present investment strategy can be found in letters to shareholders
and annual reports.
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