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This letter is dated April 2006

Dear God, I Pray for Patience and | want it Right Now!
Modern American Prayer, by Oren Arnold

My 15 year old son Philip recently wrote a report on legendary investor
Warren Buffet for his English class. During his research, he was surprised to
learn that Mr. Buffet emphasized patience as a key to achieving investment
success. He asked me questions like, “why is patience such a big deal,
waiting around is easy” repeatedly during his research. | found it ironic and
a little amusing that he became impatient with me as | tried to explain why
being patient can be difficult. “Why is it so tough Dad, it's easy to do nothing.”
| was unable to convince him otherwise and he eventually became so
frustrated that we decided to drop the subject, at least for now.

The conversation reminded me of my first investment. | was in college and a
good friend and | decided that we would invest our savings in something that
would provide a higher return than we were earning in our savings accounts.
We made several investment research trips to the library and read though
Standard & Poor’s reports, The Wall Street Journal newspapers, Barron’s
and just about all the investment related material we could get our hands on.

We were young, eager and full of confidence so we quickly dismissed the
idea of investing in large established American companies. We assumed that
since most investors knew about blue chip stocks they were unlikely to be
bargains. We also figured that because they were so big their growth years
were behind them. We were looking for investments with big upside potential
and naturally most interested in new companies with hot high-tech products.

We learned through our research that the general view among investors at
the time (1986) was that companies based in Asia, particularly in Japan,
offered more growth potential than companies based in the United States.
This made sense to us in light of all we had seen in the media about the
declining competitiveness of United States particularly relative to Japan and
other Asian countries.
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We soon became discouraged by the many difficulties associated with
researching and investing in foreign stocks so we shifted our focus to initial
public offerings (IPO’s) of American companies. We were excited about
getting in early on a young company with great potential. Our search for fast,
big profits eventually led us to Scat Hovercraft, a company that was soon to
go public that boasted of new technologies and an exciting line of innovative
products. We called the underwriter of Scat’s IPO and were put in touch with
an enthusiastic stock broker who told us about Scat’s lucrative contracts to
provide hovercrafts to the U.S. military. Excited by the new company and the
new products my friend and | invested our savings in Scat.

You can probably guess what happened next. Scat’s stock went up for a
week or so and then took a nose dive. After a few weeks of watching the
stock drop just about every trading day my friend and | decided to sell before
we lost our entire savings. We ended up losing more than 80% of our money
and Scat eventually went bankrupt. The bulk of the savings that | had built
up from years of cutting grass and working at McDonald’s was lost in just a
few months. You can imagine how | felt.

In June of 1988, a couple of years after my ill-fated Scat purchase, billionaire
Warren Buffett started investing in the Coca Cola Company', one of the large
established American companies that my friend and | dismissed as having
its best years behind it. The Coca Cola Company was a big old company at
the time of Mr. Buffet’s purchase; more precisely the company was 102 years
old. Remarkably the company’s main product and profit driver had remained
largely unchanged since the company was founded in 1886. At the time of
purchase, the 58 year old Mr. Buffett had been a customer of the company
for 50 years. As a kid he would buy 6 cokes at his grandfather’s grocery store
for a quarter and resell them in his neighborhood for a nickel each?. Mr.
Buffett invested a total of $1.299 billion of Berkshire Hathaway’s cash in
shares of The Coca Cola Company during 1988 and 1989. According to
Berkshire Hathaway’s latest annual report, as of 12-31-05 the company’s
Coca Cola investment was valued at $8.062 billion®. During the 17 years that
Mr. Buffet has held onto Coke’s stock the share price has had periods sharp
advances, steep declines and stretches like the last few years when it has
been mostly flat. Still, the average annual compounded rate of return on
Berkshire’s investment in Coke shares is over 12%*. The big old American
company has served Mr. Buffett pretty well. Perhaps | should refer to it as an
international company rather than American since Coke now generates more
than 70% of its revenue outside of North America®. As a matter of fact Coke
is currently the number one selling branded drink in Asia.



| am sharing the stories of my hovercraft investment and Mr. Buffet’'s Coca
Cola investment as a reminder that investors who patiently stick with the tried
and true often outperform those that eagerly jump on the bold and the new.
| think this point is timely particularly in light of the fact that the largest
companies in America are priced as bargains when compared to their
smaller peers® and generating a growing percentage of their revenue from
overseas’.

| will give this letter to my son Philip but at 15 | do not expect him to embrace
the idea of patience just yet. | only hope that when he makes his own “Scat
Hovercraft” type speculation he does not lose too much money and more
importantly that he learns from the experience.

Phil McCauley
April 2006
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