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INTRODUCTION  

Thank you for taking the time to review my site, I welcome each of you. As a further greeting, I 

have prepared a booklet to help you understand our business, goals, philosophy and limitations.  

These pages are aimed at explaining our broad principles of operation, not at giving you detail 

about Jonathan Kine's businesses. For more detail and a continuing update on our progress please 

contact me. A great deal of additional information, including our updates letters, is available at 

our Internet site: www.JonathanKine.com .  

As we form our businesses we will use the same or similar principles as Berkshire Hathaway, as 

their management is a solid example of a well-run, ethical firm. 

OWNER-RELATED BUSINESS PRINCIPLES  

1. Although our form is corporate, our attitude is partnership. I think of our shareholders as 

owner-partners, and of ourselves as managing partners. (Because of the size of our 

shareholdings we are also, for better or worse, controlling partners.) We do not view the 

company itself as the ultimate owner of our business assets but instead view the company 

as a conduit through which our shareholders own the assets.  

 

2. In line with our owner-orientation, most of our directors have a major portion of their net 

worth invested in the company. We eat our own cooking.  

.  

3. Our long-term economic goal (subject to some qualifications mentioned later) is to 

maximize our average annual rate of gain in intrinsic business value on a per-share 

basis. We do not measure the economic significance or performance of by size; we 

measure by per-share progress. We are certain that the rate of per-share progress will 

http://www.jonathankine.com/


diminish in the future - a greatly enlarged capital base will see to that. But we will be 

disappointed if our rate does not exceed that of the average large American corporation.  

 

4. Our preference would be to reach our goal by directly owning a diversified group of 

businesses that generate cash and consistently earn above-average returns on capital. 

Our second choice is to own parts of similar businesses, attained primarily through 

purchases of marketable common stocks by our insurance subsidiaries. The price and 

availability of businesses and the need for insurance capital determine any given year's 

capital allocation.  

  

5. Because of our two-pronged approach to business ownership and because of the 

limitations of conventional accounting, consolidated reported earnings may reveal 

relatively little about our true economic performance. Our partners and I, both as owners 

and managers, virtually ignore such consolidated numbers. However, we will also report 

to you the earnings of each major business we control, numbers we consider of great 

importance. These figures, along with other information we will supply about the 

individual businesses, should generally aid you in making judgments about them.  

 

6. Accounting consequences do not influence our operating or capital-allocation decisions. 

When acquisition costs are similar, we much prefer to purchase $2 of earnings that is not 

reportable by us under standard accounting principles than to purchase $1 of earnings 

that is reportable. This is precisely the choice that often faces us since entire businesses 

(whose earnings will be fully reportable) frequently sell for double the pro-rata price of 

small portions (whose earnings will be largely unreportable). In aggregate and over 

time, we expect the unreported earnings to be fully reflected in our intrinsic business 

value through capital gains.  

 

7. We use debt sparingly and, when we do borrow, we attempt to structure our loans on a 

long-term fixed-rate basis. We will reject interesting opportunities rather than over-

leverage our balance sheet. This conservatism has penalized our results but it is the only 

behavior that leaves us comfortable, considering our fiduciary obligations to 

policyholders, lenders and the many equity holders who have committed unusually large 

portions of their net worth to our care. (As one of the Indianapolis "500" winners said: 

"To finish first, you must first finish.")  

 

 



8. A managerial "wish list" will not be filled at shareholder expense. We will not diversify 

by purchasing entire businesses at control prices that ignore long-term economic 

consequences to our shareholders. We will only do with your money what we would do 

with our own, weighing fully the values you can obtain by diversifying your own 

portfolios through direct purchases in the stock market.  

 

9. We feel noble intentions should be checked periodically against results. We test the 

wisdom of retaining earnings by assessing whether retention, over time, delivers 

shareholders at least $1 of market value for each $1 retained. To date, this test has been 

met. We will continue to apply it on a five-year rolling basis. As our net worth grows, it is 

more difficult to use retained earnings wisely.  

 

10. We will issue common stock only when we receive as much in business value as we give. 

This rule applies to all forms of issuance - not only mergers or public stock offerings, but 

stock- for-debt swaps, stock options, and convertible securities as well. We will not sell 

small portions of your company - and that is what the issuance of shares amounts to - on 

a basis inconsistent with the value of the entire enterprise.  

 

11. You should be fully aware of one attitude that hurts our financial performance: 

Regardless of price, we have no interest at all in selling any good businesses that we 

own. We are also very reluctant to sell sub-par businesses as long as we expect them to 

generate at least some cash and as long as we feel good about their managers and labor 

relations. We hope not to repeat the capital-allocation mistakes that led us into such sub- 

par businesses. And we react with great caution to suggestions that our poor businesses 

can be restored to satisfactory profitability by major capital expenditures. (The 

projections will be dazzling and the advocates sincere, but, in the end, major additional 

investment in a terrible industry usually is about as rewarding as struggling in 

quicksand.) Nevertheless, gin rummy managerial behavior (discard your least promising 

business at each turn) is not our style. We would rather have our overall results 

penalized a bit than engage in that kind of behavior.  

 

12. We will be candid in our reporting to you, emphasizing the pluses and minuses important 

in appraising business value. Our guideline is to tell you the business facts that we would 

want to know if our positions were reversed. We owe you no less. Moreover, as a 

company with a communications business, it would be inexcusable for us to apply lesser 

standards of accuracy, balance and incisiveness when reporting on ourselves than we 

would expect our news people to apply when reporting on others. We also believe candor 



benefits us as managers: The CEO who misleads others in public may eventually mislead 

himself in private. 

  

13. Despite our policy of candor, we will discuss our activities in marketable securities only 

to the extent legally required. Good investment ideas are rare, valuable and subject to 

competitive appropriation just as good product or business acquisition ideas are. 

Therefore we normally will not talk about our investment ideas. This ban extends even to 

securities we have sold (because we may purchase them again) and to stocks we are 

incorrectly rumored to be buying. If we deny those reports but say "no comment" on 

other occasions, the no-comments become confirmation.  

INTRINSIC VALUE  

Now let's focus on two terms that I mentioned earlier and that you will encounter in future 

reports.  

Let's start with intrinsic value, an all-important concept that offers the only logical approach to 

evaluating the relative attractiveness of investments and businesses. Intrinsic value can be 

defined simply: It is the discounted value of the cash that can be taken out of a business during 

its remaining life.  

The calculation of intrinsic value, though, is not so simple. As our definition suggests, intrinsic 

value is an estimate rather than a precise figure, and it is additionally an estimate that must be 

changed if interest rates move or forecasts of future cash flows are revised. Two people looking 

at the same set of facts moreover will almost inevitably come up with at least slightly different 

intrinsic value figures. That is one reason we never give you our estimates of intrinsic value. 

What our annual reports do supply, though, are the facts that we ourselves use to calculate this 

value.  

Meanwhile, we regularly report our per-share book value, an easily calculable number, though 

one of limited use. The limitations do not arise from our holdings of marketable securities, which 

are carried on our books at their current prices. Rather the inadequacies of book value have to do 

with the companies we control, whose values as stated on our books may be far different from 

their intrinsic values.  

You can gain some insight into the differences between book value and intrinsic value by 

looking at one form of investment, a college education. Think of the education's cost as its "book 

value." If this cost is to be accurate, it should include the earnings that were foregone by the 

student because he chose college rather than a job.  

For this exercise, we will ignore the important non-economic benefits of an education and focus 

strictly on its economic value. First, we must estimate the earnings that the graduate will receive 

over his lifetime and subtract from that figure an estimate of what he would have earned had he 

lacked his education. That gives us an excess earnings figure, which must then be discounted, at 



an appropriate interest rate, back to graduation day. The dollar result equals the intrinsic 

economic value of the education.  

Some graduates will find that the book value of their education exceeds its intrinsic value, which 

means that whoever paid for the education didn't get his money's worth. In other cases, the 

intrinsic value of an education will far exceed its book value, a result that proves capital was 

wisely deployed. In all cases, what is clear is that book value is meaningless as an indicator of 

intrinsic value.  

 


