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The First Things to Look for in any Management 

You look for the logical things - passion, an interest in running the business, honesty. Such 

as, do they love the business, or do they love the money? This is the first filter. I mean 

real passion; Mrs. B ran Nebraska Furniture Mart until she died at the age of 103 - that's 

passion. If temperament is the most important personal asset in managing money, in 

business, it's passion.  

Secondarily, if you've been doing it a while, you get to know how to do it. But obviously 

no management team is perfect, so you're often stuck making a judgment call. You don't 

want to wait forever to find the perfect team. Incidentally, a friend of mine spent twenty 

years looking for the perfect woman; unfortunately, when he found her, he discovered 

that she was looking for the perfect man. 

A shareholder asked how the pair assesses managers at companies in which they invest. 

Buffett informed the crowd that “a really good business doesn’t need good 

management - and a poor business can’t do well no matter how good management a 

management is.  

Once we see ability, we like to see how they treat their shareholders. Tom Murphy is a 

good example of a great manager. 

Buffett thinks there are two main factors in assessing management: 

• How have their results been? 

• How do they treat the company's shareholders? Look also at how management 

treats themselves relative to the shareholder by reading the proxy circular. 

Buffett went on to say that one of the two or three most important things a Chief 

Executive Officer does is to allocate capital (i.e., invest money - either retained earnings 

or new outside capital). Yet few CEO's are trained for capital allocation because they 

rose through other streams in the business such as operations, sales or finance. 

Referring still to capital allocation, Buffett said most CEO's, when they get the top job, are 

"like a concert pianist arriving at Carnegie Hall - only to be handed a violin". 

Often CEOs who are inexperienced in the field of capital allocation will rely on so called 

"experts" Buffett sees this as extremely dangerous. 

We look for managers that have a passion for their business. We've had terrific luck 

with entrepreneurs who love their businesses like I love Berkshire. They'll tell me to 

butt out if I'm going to screw it up. They are part of Berkshire, but guard their businesses 

jealousy. 
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It would be tough to evaluate a class of MBAs and pick which ones would prove to be the 

best managers, just like it would be tough to pick the best golfer by watching them hit on 

the practice range. 

I recall a study that correlated business success with the age at which a manager started. 

It turns out that those who started young did best. Of course, if you work with what you 

have, you can develop over time, but a lot of it is wiring – I’ve come to believe more so 

than I did 4-5 years ago. I’ve never heard Charlie say anything dumb about business – 

except when he disagrees with me: ) 

What are three traits of successful managers? 

Passion is the number one thing that I look for in a manager. IQ is not really that 

important. They need to be able to work well with others and the ability to get people to 

do what you want them to do. I’d say intelligence, energy, integrity. If you don’t have 

the last one, the first two will kill you. All you have is a crook who works hard. If a person 

doesn’t have integrity, you want them dumb and lazy. 

If you could put 10% of your future earnings on one of your classmates, you would pick 

the one that’s most effective at working with people. These are qualities that are 

elective. If you could pick one to sell short, it would be the person that no one wants to 

work with. You can elect to be the kind of person you want to be. Look at those qualities 

of the two people you’ve selected (one long and one short). They’re all qualities that 

you possess. It’s like marriage. If you want a marriage that’s going to last, look for 

someone with low expectations.  

Don’t keep score. Keeping score doesn’t build organizations, homes, etc. I have never had 

one fight with Charlie. When I took over Solomon I had to pick the best person to run it. I 

interviewed 12 people for 15 minutes each and I asked myself, “Who would I go into a 

foxhole with?” I never look at grades or where you went to school. When I picked Deryck 

Maughan, he never asked me about pay or options or indemnity. He went to work. 

Chains of habit are too light to be felt until they’re too heavy to be broken. 

What to look for when you hire someone? What specific qualities do you seek? 

You don’t need to be brilliant, just reasonably intelligent, Ray Kroc, for example, has good 

intelligence, which he combined with good business principles and passion for business 

and a passion for his particular business.  

Every business student you have has the requisite intelligence and requisite energy. 

Integrity is not hard wired into your DNA. A student at that age can pretty much decide 

what kind a person they are going to be at sixty. If they don’t have integrity, they never 

will.  
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Mr. Buffett, it has been well documented that you don’t manage your managers. Do 

you possess a strong intuition about people or do you have a process when you 

evaluate the management of companies that you are looking to purchase? 

The question I ask is will they still work after they have sold their business? Do they love 

the money or the business? If it’s the business, then we have a deal. If it’s the money, 

that’s ok, it’s just not what we are looking for. I don’t have to identify all of the ten’s out 

there; I just have to make sure the ones I make deals with are tens.  

I can’t look at the class and say, “You’re a 6.5. You’re an 8.” I just need to find a few 10s. 

Do I have an intuition when judging a business owner? Sometimes. People give 

themselves away; I don’t know what it is.  

We don’t have any contracts at Berkshire; people stay because they have a passion for 

their business and I don’t want to screw that up. Not much changes at 65 years old. I have 

40 CEO’s working for companies owned by Berkshire. Since 1965, not one of them has 

left Berkshire Hathaway. If I told Lou Simpson of Geico to be at the office at 9am and he 

could only get one hour for lunch, he would leave. I don’t need to identify every ten out 

there, just the ones we invest in. 

What qualities in managers set them apart as great leaders, in essence, where do you 

find the right balance between "hard" and "soft" skills? 

We have 45 managers. Some of them we communicate with once a year, some once a 

month, some every day. 

What we look for in managers is a passion for the business. They usually come to us. I’ve 

never bought from a financial seller. We can’t run the business so I am counting on them 

to behave well; we have very little in the form of contracts. The business needs to 

continue just the same after I hand them the check as before. My big question is whether 

he will still get up at 6 AM just the same with $500 million, and continue to send money 

to Omaha. I have to look them in the eye and decide whether they love the business or 

they love the money. It’s fine if they love the money, but they have to love the business 

more. Why do I come in at 7 every morning, can’t wait to get to work? It’s because I get 

to paint my own painting and I like applause. 

Should managers learn about investing? 

I think corporate managers should learn to be better investors because it would make 

them better managers. 

Charlie makes a good point. Managers should learn about investing. I have friends who 

are CEOs and they outsource their investing to a financial advisor because they don’t feel 

comfortable analysing Coke and Gillette and picking one stock vs. the other.  
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Yet when an investment banker shows up with fancy slides and a slick presentation, an 

hour later the CEO is willing to do a $3 billion acquisition. It’s extraordinary the 

willingness of corporate CEOs to make decisions about buying companies for billions of 

dollars when they aren’t willing to make an investment for $10,000 in their personal 

account. It’s basically the same thing. 

Thoughts on management compensation 

If you run a copper company and it’s at $3.50/lb., you could be the village idiot and coin 

money. But if it’s at 80-90 cents/lb., which is what it’s been for most of my life, there can 

be tough times. 

We have a wide range of businesses at Berkshire – some are easy to run and some not. 

We have a wide range of compensation systems. Most people, left to select their own 

compensation systems, [will pick one that gives them big guaranteed rewards]. 

If we owned a copper-mining company in its entirely, we’d base compensation on costs 

of production, which management has control over, rather than things based on market 

prices, which they don’t control. Costs won’t fluctuate a lot. Compensation should tie to 

what is under the control of management. Try to understand what management can have 

impact on. 

At GEICO, we measure and compensate management and employees on two factors: unit 

growth and the profitability of seasoned business. (New business initially costs us money 

and we want it, so we don’t penalize for it.) 

If oil is $70 per barrel, I don’t think management has anything to do with it – in fact, they 

denied they did in front of Congress. I’d measure the cost of finding new reserves over 

time – the ability to discover and extract oil at low unit costs. Some firms are much better 

at this than others. 

Buffett: We have 68 operating companies and I have responsibility for compensation of 

40 managers (some have businesses grouped under them). I can’t think of anyone we’ve 

lost over a 40-year period because of different views on compensation. We’ve never had 

a comp consultant (maybe at a subsidiary, but they’re smart enough not to tell me 

[Laughter]). It’s not rocket science. But a complicated, confusing system works to the 

advantage of people who have their hand on the switch. 

I was put on one comp committee, and Charlie can tell you what happened... 

Munger: We were the largest shareholder at Salomon, we were both on the board and 

Warren was on the comp committee. [When it came time for bonuses, there was] a 

frenzy of envy. Warren pushed toward slightly – and I emphasize slightly – more 

reasonable compensation and was voted down. 
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Buffett: Charlie used the term envy, not greed. Our experience is that envy is what really 

drives people. You can give someone a $2 million bonus and they’re happy until they 

see the next guy got $2.1 million and then they’re miserable. 

Charlie has pointed out that of the seven deadly sins, envy is the most useless, because 

you just make yourself miserable and can’t sleep. There’s real upside to gluttony – I’ve 

had some great times with gluttony. And we won’t get into lust. [Laughter] 

I get worried when people agree with us. We have managers that will make tens of 

millions annually. Everyone wants to be treated fairly. The rationale should be 

understood, but there is no cross Berkshire rationale. It is ridiculous to put a cost of 

capital on each business. No difference if 40m or 43m or some other number is used in 

the business. The real thing is to pay managers for widening the moat that differentiates 

our business from competitors. I can’t think of a manager who has left us over 

compensation. 

How important are managers? 

We’ve spent many years buying many things without meeting managements at all. The 

$5 billion of stocks we bought in the first quarter are mostly run by managements we’ve 

never talked to. We read a lot, 10Ks, etc. 

If we buy the entire business, we care very much about management and whether they’ll 

behave in the future as they have in the past. We’ve had good luck with this. 

But in marketable securities, we read the annual reports. Charlie and I read an annual 

report recently – it was very fancy – for an oil company that didn’t talk about finding 

costs per MCF [million cubic feet of gas] or barrel [of oil]. The most important metric, 

over time, wasn’t even discussed and when it was touched on, it was in a dishonest 

manner. That tells us a lot about the individual running the company. If he’s not willing 

to talk to the owners, even once a year, that makes me question the person. In 

marketable securities, however, we’ve still bought into some extremely good businesses 

run by people we didn’t care for because we thought they couldn’t screw them up. 

Munger: Two things matter: if the quality of the business is good enough, it can carry bad 

management. The reverse isn’t true, though. It’s very rare for a great manager to take 

over a bad business, say the textile business, and make it great. You shouldn’t look for 

Warrens. 

Buffett: It took me 20 years [to get out of the textile business]. If you asked me to run a 

tough business, I wouldn’t do it. It’s too tough. Even the best manager in the world 

couldn’t fix it. If you gave me first draft pick of all CEOs in America and you said it was my 

job to run Ford Motor now, I wouldn’t do it. 
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How do you assess a manager’s capabilities? 

You have to understand that we cheat. If you give me 100 MBAs (I am meeting over 30 

schools this year), I no more could take the 100 and rank them - it would be impossible. 

We buy businesses with great management in place. We have seen their record. They 

come with the business.  

Our job is not to select great managers; our job is to retain them. A majority of them are 

wealthy. They don’t have a monetary reason to work in many cases. We have 19 people 

at head- quarters and 250,000 around the world. Our job is to make sure they have the 

same enthusiasm. We have to see passion in their eyes and believe the passion will 

remain, but we can create an environment to keep them happy. At these annual 

meetings, we tell them what a great job they did and make them feel appreciated. We 

don’t have contracts — it doesn’t work. Our managers are appreciated. 

I can’t be of help if you are looking at a group of MBAs. They know at this point in life how 

to fool you, what answers to give you. I would look for people with a passion for the job, 

doing more than their share, who are good communicators. In baseball, you have to hang 

up your cleats at 40, but our guys go on and on and on. Mrs. B worked until she was 103, 

then died the next year. That’s a good lesson for our managers.  

CM: Story of Howard Amundsen; a young man asked him how do you get ahead? He 

replied, ‘I always keep a few million dollars lying around just in case a good opportunity 

shows up.’ 

 


