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The Snowball; Warren Buffett and the Business of Life
(BT : i%(C - BIESHNMAUSALE)

BEBT

If the replication of any great achievement first requires knowledge of how it
was done, then The Snowball, the most detailed glimpse inside Warren Buffett and his
world that we will ever get, should become a bible for capitalists.

—The Washington Post
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Warren rose in the middle of the night to catch the train to Chicago,
where his Harvard interview would take place. He was nineteen, two
years younger than the average college graduate, and younger still than
the average business-school student. His grades were good but not stellar.
Despite being the son of a US Congressman, he was using no connections
to try to get into Harvard. Since Howard Buffett scratched no backs, his
own back went unscratched, and his son’s as well.

Warren was relying on his knowledge of stocks to make a good



impression in the interview. So far his experience had been that whenever
he started talking about stocks, people could not help but listen. His
relatives, his teachers, his parents’ friends, his fellow students—all wanted
to hear him discourse on this subject.

But he had misunderstood Harvard’s mission, which was to turn
out leaders. When he arrived in Chicago and introduced himself to the
interviewer, the man saw past his confidence as a prodigy in a single
subject straight through to his self-consciousness, his shaky inner core. “I
looked about sixteen and emotionally was about nine. I spent ten minutes
with the Harvard alumnus who was doing the interview, and he assessed
my capabilities and turned me down.”

Warren never got the chance to show off his knowledge of stocks. The
man from Harvard told him gently that he would have a better chance in
a few years. Warren was naive; it did not quite sink in what this meant.
When the letter arrived from Harvard refusing him admission, he was
shocked. His first thought, he says, was, “What am I going to tell my
dad?”

Awkward and stiff-necked he might be, but Howard was undemanding
of his children. The Harvard dream was Warren’s, not his father’s. Howard
was accustomed to failure and resolute in defeat. The real question must
have been: What am I going to tell my mom?

These conversations took place, but their memory has drained away.
And yet Warren would later come to consider his rejection by Harvard the

pivotal episode of his life.

Almost immediately, he started investigating other graduate schools.
While leafing through the Columbia catalog one day, he came across two
names that were familiar to him: Benjamin Graham and David Dodd.

“These were big names to me. I’d just read Graham’s book, but I had
no idea he was teaching at Columbia.”

“Graham’s book” was The Intelligent Investor, published in 1949.
This book of “practical counsel” for all types of investors—the cautious
(or “defensive”) and speculative (or “enterprising”)—blew apart the
conventions of Wall Street, overturning what had heretofore been largely
uninformed speculation in stocks. It explained for the first time in a
way that ordinary people could understand that the stock market does
not operate through black magic. Through examples of real stocks such

as the Northern Pacific Railway and the American-Hawaiian Steamship
Company, Graham illustrated a rational, mathematical approach to



valuing stocks. Investing, he said, should be systematic.

The book had mesmerized Warren. For year crafts, he had been going
downtown to the library and checking out every book available on stocks
and investing. Many of the books dealt with stock-picking systems based
on models and patterns; Warren wanted a system, something that would
work reliably. He had been fascinated by numerical patterns—technical
analysis.

“I read all of them over and over. The book that probably had the
most influence on me was Garfield Drew, who wrote an important book
about odd-lot stock trading. I read that about three times. I read Edwards
and McGee, which is the bible of technical analysis. I would go down to
the library and just clean them out.” But when he found The Intelligent
Investor, he read and reread it. “It was almost like he found a god,” said
Truman Wood, his housemate. After careful study and thought, he
had gone ahead and made a “value” investment on his own. Through a
connection of his father’s, he had heard of a company called Parkersburg
Rig & Reel, which he researched according to Graham'’s rules. He bought
two hundred shares.

According to the catalog Warren had now picked up, the man who
had become his favorite author, Ben Graham, was lecturing in finance at
Columbia University. And David Dodd was there too. Dodd was associate
dean of the Graduate School of Business, and head of the department of
finance. In 1934 Graham and Dodd had coauthored the seminal text on
investing, Security Analysis. The Intelligent Investor was the layman’s version

of Security Analysis. Enrolling at Columbia would mean he could study
with Graham and Dodd. And as Columbia’s catalog pointed out: “No
other city in the world offers as many opportunities to become acquainted
at firsthand with the actual conduct of business. Here a student may come
into personal contact with the outstanding leaders of American business,
many of whom give generously of their time to take part in seminars,
institutes, and conferences... Business establishments of the city cheerfully
welcome groups of students as visitors.” Even Harvard could not offer
this.

Warren now determined that he would go to Columbia. But it was
almost too late.

“I wrote in August, about a month before school started, way past
when you were supposed to do it. Who knows what I wrote? I probably
wrote that I just found this catalog at the University of Omaha, and it



said that you and Ben Graham taught, whereas I thought you guys were

on Mount Olympus someplace just smiling down on the rest of us. And
if I can get in, I'd love to come. I'm sure it was not a very conventional
application. It was probably fairly personal.”

But in a written application, however unconventional, Warren could
shape the impression he made more successfully than in a personal
interview. The application wound up on the desk of David Dodd, who
as associate dean was in charge of admissions. By 1950, after teaching at
Columbia for twenty-seven years, Dodd had effectively become the junior
partner of the famous Benjamin Graham.

A thin, frail, balding man who cared for a disabled wife at home,
Dodd was the son of a Presbyterian minister and eight years older than
Warren’s father. While Dodd may have been touched in some way by the
personal nature of the application, it was also true that at Columbia, he
and Graham were more interested in their students’ aptitude for business
and investing than their emotional maturity. Graham and Dodd were not

trying to create leaders. They taught a specialized craft.

Whatever the reason, after the deadline, and without an interview,
Warren was accepted by Columbia.
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Buffett scorned the way these deals transferred riches from
shareholders to managers and corporate raiders, helped by a long, long
line of toll-taking bankers, brokers, and lawyers. “We don’t do hostile
takeovers,” he said. The deals of the 1980s repelled him above all because
they were loaded with debt. To those reared during the Depression,
debt was something to be used only with a careful eye for the worst-case
scenario. In the 1980s, however, debt became mere “leverage”, a way of

boosting profits using borrowed money. “Leverage” arrived at the same
time that the US government began running large deficits courtesy of
“Reaganomics”—the “supply-side” idea that cutting taxes would ultimately
increase tax revenues by stoking the economy. Fierce debates raged among
economists over whether tax cuts could actually pay for themselves and, if
so, by how much. The economy was heating up at the time from consumer
spending, also fueled by debt; John and Jane Q. Public had gradually been



accustoming themselves to buying everything with credit cards, building
up a balance that they would never pay off until from their plastic death
did them part. The Depression-era culture of hearding and saving had
turned turtle, into a culture of buy now, pay later.

Buffett still paid cash and chose the role of the white knight

in takeovers. Early one morning in February 1985, while he was in
Washington, Tom Murphy called and woke him to say he had just bought
the ABC television network.

“You've got to come and tell me how I'm going to pay for it,” Murphy
said. ABC was caught in the crosshairs of the corporate raiders. The
company had hung a lure out to see whether Murphy would save it by
doing a friendly deal—and Murphy bit.

“Think about how it will change your life,” Buffett said. Murphy
was a devout Catholic who never wasted money on anything—and
this was Hollywood. Buffett may well have been thinking about the
incongruity between the modest, retiring Murphy and the glamorous
world of television, as Murphy believed—but Buffett’s next move signaled
that he wouldn’t mind such a change himself. Or so it seemed, since he
recommended to Murphy that Cap Cities/ABC recruit a “gorilla” investor
who could protect it if its turn came to be gobbled up by the corporate
raiders. To no one’s surprise, Murphy suggested that this investor should
be Buffett himself. Likewise, Buffett had no trouble quickly agreeing to
spend $517 million of Berkshire’s money for fifteen percent of Cap Cities.

By saving Cap Cities from prospective raiders, Buffett had now
become a player in the biggest media deal in history; Berkshire’s share
alone was six times the size of the Nebraska Furniture Mart. At a total of
$3.5 billion, he and Murphy had also paid a fancy price for ABC, which
was struggling and had slipped to third place in the ratings.

“The network business is no lollapalooza,” Buffett would later say.
Yet he had watched the awesome ascendance of television from its infancy

and knew well both its power to shape public opinion and its business
potential. The combined assets were formidable: Together ABC and
Cap Cities would own nearly a hundred publications, twenty-four radio
stations, twelve major TV stations, and more than fifty cable systems.
Buffett wanted Cap Cities/ABC so much that he was willing to leave the
board of the Washington Post, as was required by FCC regulations because
of the potential conflict between the two companies’ television interests.
He did so, however, knowing that Kay and Don Graham would need only



permission, not encouragement, to call on him informally for advice. He

went to bed that night a happy man.
The year 1985 would be a humdinger. During the same week that
Buffett's investing vielded Berkshire $332 million from a single stock—

General Foods, when it was taken over by Philip Morris—Forbes caught
on to how rich he was and added him to its list of America’s 400 richest
people. At the time, it took $150 million to make that list. But Buffett,
at age fifty-five, was now a billionaire, one of only fourteen ranked by
Forbes. His favorite childhood book could be retitled One Thousand Ways to
Make a Million Dollars. The cascading, compounding slew of pennies from

weighing machines and other ventures had never, in his boyhood dreams,
looked like this.

Berkshire Hathaway, its first few shares originally bought for $7.50,
was now trading at more than $2,000 a share. But Buffett refused to “split”

the stock into smaller pieces, citing the way brokerage fees would multiply
needlessly along with the number of shares. While this was certainly true,
there was also no denying that this policy made Berkshire more like a
partnership—or even a club, and the high stock price drew attention to
Berkshire like nothing else.
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scorn [sko:n] v. 23, FE#M lure [ljua] . 18, #Z

repel [ri'pel] v #iH, iR, {HRE devout [di'vaut] adj. BRUHI, EBE)

rear [ria] vt. ¥ &, HidE, WL incongruity [inkon'gru(:)iti] n. REMA, K&
leverage ['li:varid3] ». ¥, FLFF/ER] iE, A—3

boost [bu:st] ve. #&5, #EikE, EH ascendance [a'sendons] n. ARSI &, £#
deficit [ defisit] n. ¥, AEHi infancy ['infensi] n. ¥, 44

fierce [fias] adj. XEZUMY, #AFUM, REH formidable [‘fo:midabl] adj. E K#I, EFEH,
gradually [‘greedjuali] adv. ZFH#TH AIaky

hoard [ho:d] vi. &, FE#



