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The Security I Like Best

WARREN E, BUFFETT

Buffett-Falk & Co., Omaha, Nebr.

Government Employees insurance Go.

Full employment, boomtime
profits and record dividend pay~
ments do not set the stage for
depressed security prices. Most
industries "
have been
riding this
wa\irtey ofd pr?s-
per uring
the past five
years with
few ripples to
disturb the
tide.

The auto in-
surance busi-
ness has not
shared in the
boom, After
the staggering
losses of the
immediate
postwar period, the situation bhe-
fan to right itself in 1849, In
950, stock casualty companies
again took it on the chin with
underwriting experience the secw
ond worst in 15 years. ‘The
recent earnings reports of cas-
ualty companies, particulariy
those with the bulk of writings in
auto lines, have diverted bull
market enthusiasm from their
stocks. On the basis of normal
earning power and asset factors,
many of these stocks appear un-
dexvalued, 3

The nature of the' industry is
such as to ease cyclical bumps.
Auto insurance is regarded as a
necessity by the majority of pur-
chasers. ontracts must be re-
newed yearly at rates based upon
experience. The lag of rates be~
hind costs, although detrimental
in a period of rising prices as has
characterized the 1945-1951 pe-
riod, should prove beneficial if
deflationary forces should be set
in action.

Other industry advantages in-
clude lack of inventory, coliection,

bor and raw material problems.
The hazard of product obso-
lescence and related equipment
obsolescence is also absent.

Government Employees Insur-
ance Corporation was organized
in the mid-30’s to provide com-
plete auto insurance on a nation-
wide basis to an eligible class
including: (1) Federal, State and
municipal government employ-
ees; (2) active and ‘reserve com-
missioned officers and the first
three pay grades of non-commis~
sioned officers of the Armed
Forces; (3) wveterans who were
eligible when on active duty; (4)
former policyholders; (5) faculty
members of universities, colleges
angd schools; (6) government con-
tractor employees engaged in
defense work exclusively, and
(7) stockholders,

Warren E. Buffett

The company has no agents or
branch offices. As a result,
policyholders receive standard
auto insurance policies at pre-
mium discounts running as high
as 30% off manual rates. Claims
are handled promptly through
approximately 500 representatives
throughout the country.

The term “growth company”
has been applied with abandon
during the past few years to com-

. panies whose sales increases rep-

resented little more than inflation
of prices and general easing of
business competition. GEICO
qualifies ag a legitimate growth
company based upon the follow-
ing record:

Premiums Policy-

Yeare Written holders
1936... $103,696.31 3,754
1940... 768,057.86 25,514
1945... 1,688,562.09 561,697
1850... 8,016,975.79 143,944

Of course the investor of today
does not profit from yesterday’s
growth. In GEICO’s case, there is
reason to believe the major por-
tion of growth lies ahead. Prior
to 1950, the company was only
licensed in 15 of 50 jurisdictions
including D. C. and Hawaii. At
the beginning of the year there
were less than 3,000 policyholders
in New York State. Yet 25%
saved on an insurance bill of $125
in New York should look bigger
to the prospect than the 25%
saved on the $50 rate in more
sparsely settled regions.

As cost competition increases in
importance during times of reces-
sion, GEICO's rate attraction
should become even more effec-
tive in diverting business from
the brother-in-law. With insur-
ance rates moving higher due to
inflation, the 259% spread in rates
becomes wider in terms of dollars
and cents,

There is no pressure from
agents {o accept questionable ap-
plicants or renew poor risks. In
States where the rate structure is

inadequate, new promotion inay
be halted.

Probably the biggest attraction
of GEICO is the profit margin
advantage it enjoys. The ratio
of underwriting profit to premi-
ums earned in 1949 was 27.5%
for GEICO as compared to 4.7%
for the 135 stock casualty and
surety companies summarized by
Best’'s. Ag experience turned for
the worse in 1950, Best's aggre-
gate’s profit margin dropped to

A

30% and GEICO’s dropped to
18.0%. GEICO does not write all

casualty . lines; however, bodil
injury and property damage, both
important lines for GEICO, were
among the least profitable lines.
GEICO also does a large amount
of collision writing, which was a
profitable line in 1950,

During the first half of 1951,
practically all insurers operated
in the red on casually lines with
bodily injury and property dam-
age among the most unprofitable.
Whereas GEICO’s profit margin
was cut fo slightly above 9%,
Massachusett’s Bonding & Insur-
ance showed a 16% loss, New
Amsterdam Casualty an 8% loss,
Standard Accident Insurance a
9% loss, ete. ;

Because of the rapid growth of
GEICO, cash dividends have had
to remain low. Stock dividends
and a 25-for-1 split increased the
outstanding shares from 3,000 on
June 1, 1948, to 250,000 on Nov.
10, 1951. Valuable rights to sub-
seribe to stock of affiliated com-~
panies have also been issued.

Benjamin Graham has been
Chairman of the Board since his
investment trust acquired and
distributed a large block of the
stock in 1948. Leo Goodwin, who
has guided GEICO's growth since
inception, is the able President.
At the end of 1950, the 10 mem-
bers of the Board of Directors
owned approximately one - third
of the outstanding stock.

Barnings in 1950 amounted to
$3.92 as contrasted to $4.71 on the
smaller amount of business in
1949. These figures include no
allowance for the increase in the
unearned premium reserve which
was substantial in both years.
Barnings in 1951 will be lower
than 1950, but the wave of rate
increases during the past summey
should evidence themselves in
1952 earnings. Investment income
quadrupled between 1947 and
1850, reflecting the growth of the
company’s assets.

At the présent price of about
eight times the earnings of 1950,
a poor year for the industry, it

appears that no price is being paid
for the tremendous growth poten«
tial of the company.

Tids is part of a continuous jorum uppearing in the “Chronicle,” in which
cach week, u different group of exweris in the invesiment and advisory
field from all sections of the country participuie and give their reasons
Jor javering  particular securily.
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The Security I Like Best

A continuous forum in
in the investment and

which, each week, a different group of experts
advisory field from all sections of the country

participate and give their reasons for favoring a particular security.

(The articles contained in
#re they to be regarded,

WARREN E. BUFFETT
Buffett-Fulk & Ca., Onialia, Nebr,

Westarn Insurance Securities
Common $iock

Again my favorite security is
the equily stock of a young, rap-
idly growing and ably managed
insurance company,  Although
Government
Employees In-
surance Co.,
my selection
of 15 months
ago, has nau a
price rise of
more than
100%, it still
appears very
attractive as u
vehicle for
long-term cap-
ital growth.

Rarely is an
investor of -
fered the op-
portunity to .
participate in the growth of two
excellently managed and expand-
ing insurance companies on the
grossly undervalued basis which
appears possible in the case of
the Western Insurance Securities
Company. The two operating sub.
sidiaries, Western Casualty &
Surety, and Western Fire, wrote a
premium volume of $26,009,929 in
1952 on  consolidated admitted
assets of $20,590,142, Now licensed
in 38 states, thelr impressive
growth record, both absolutely
and relative {o- the industry, is
summarized in Table I below.

Western  Insurance Securities
owns 92% of Western Casually
and Surety, which in turn owns
99.95%, of Western Fire Insurance,
Other assets of Westerp. Insurance
Securities are minor, consisting of
approximately $180,000 in net
quick assets. The . capitalization
consists of 7,000 shares of $100
par 6% préferred, callable at $125;
35,000 shares of Class A preferred,
callable st $60, which is entitled
to a $250 regular.dividend and
participates further up to a maxi-
mum total of $4 per share; and
50,000 shares .of common stock.
The arrears on the Class A
ently amount to $36.75,

The management headed by
Ray DuBoc is of the highest grade,
Mr, DuBoc has ably steered the
company since its inception in
1924 and has a reputation in the
insurance industry of being a man
of outstanding integrity and abil-
ity. The second tier of executives
is also of top caliber.

During the formative years of
the company, senior charges were

Warren &, Buffett

pres-

s volume derived

this formm are not inteuded 1o be, nor -
as an offec to sell the securities discussed,)

out of line with the earning power
of the enterprise, The reader can
clearly percelve why the same
senior charges that caused such
great difficully when premium
volume ranged about the $3.000,-

000 mark would cause little
trouble upon the atlainment of
premium volume in excess of
$26,000,000,

Adjusting for only 25% of the
increase in the unearned premium
reserve, earnings of $1,367,063 in
1952, a very depressed year for
auto insurers, were sufficient to
cover total senior charges of
$129,500 more than 10 times over,
leaving earnings of $24.74 on each
share of common stock.

It is quite evident that the com-
mon stock bas finally arrived, al-
though investors do not appear to
realize it since the stock is quoted
at less than fwice earnings and at
& discount of approximately 559
from the December 31 1952, book
value of $86.26 per share. Table
II indicates the postwar record of
earnings and dramaticatly illus-
trates the benefits being realized
by the common stock because of
the expanded earnings base. The
book value is calculated with al-
lowance for & 25% equity in the
unearned premium reserve and
is after allowance for call price
plus arrears on the preferreds:

Since. Western has achieved
such an excellent record in in-
creasing its industry share of
premium velume, the reader may
well wonder whether underwrit~
ing standards have been com-
promised. This is definitely not
the case. During the past ten years
Western's operating ratios have
proved quite superior to the aver-
age multiple line company. The
combined loss and.expense ratios
for the two Western . companies
as reparted by the Alfred M. Best
Co. on a case basis ure compared
in Table I with similar ratios

for all stock fire and casualty

companies: {
The “careful reader will not
overlook the ~possibility that

Western's superior performance
has been due o a- coneentration
of Writings in unusually profitable
lines. Actually the reverse is true.
Although represented in all major
lines, Western is still primarily an
automobile insurer with 60% of
from auto
lines. Since automobile under~
writing has proven generally un-
satisfactory in the postwar period,
and particularly so in the last
three years, Western's experience
Was even more favorable relative
to the industry than the tabular
comparison would indicate,

TABLE 1
. - Average Premium Volume Percent of Tolal Slock
19"‘::';;(_)— Western ll;;(v;nﬂ: Five & Casually Premiums
1824-30..... $838, 0.05%
1831-35. 2,667,003 0.20
1936-40... 3,855,403 0.25
1941-45_ 5023219 0.2¢4
1946-50. 13,959,506 0.33
1951 22,055,001 0.38
. » SN e 26,008,929 0.41 (Est.)
TABLE 11
N Common Stock
1‘9.;;; Earnings Asset Value
e e R $20.08 $0.41
1949. 21.66 (21.‘25)
1950, 23.64 44.90
1851 16.61 61.50
R 2474 86.26
. TABLE 1 A
Industry Western Flee Western Casvaity
912% 80.1% 74.6%
876% 84.29 92,49,
83.0% 85.6% 90.7%
B7.1% 91.2% 10L.1%
"94.0% (Est,) 9189 96.7%,
Average._..’ 92.86% 88,6% 81.1%
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Lioydminster Development Co,,
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O'Rourke & Co., Chicago, 11
(Page 43)

e
Baaamess

Western has always maintained
ample loss reserves on unsettled
claims, Underwriting results in
the postwar period have shawn
Western to be over-reserved at
the end of each year, Triennial
examinations conducted by the
insurance commissioners have
confirmed these findings,

Turning to their investment
picture, we of course find a
growth in Invested assets and in-
vestment income paralleling the
growth in premium volume. Con-
solidated net assets have risen
{rom. $5,154,367 in 1940 ‘to their
present level of $20,500,142, West-
ern follows an extremely consery-
ative investment policy, relying
upon growth in premium volume
for expansion in investment in-
come. Of the year-end portfolio
of $21,889243, governments plus
a list of well diversified high
quality municipals total $20,141 -
246 or 82% and stocks only
$1,747,097 or 8%. Net investment
income of $474472 in 1952 was
equal to $6.14 per share of West-
ern Insurance common after mi-
nority interest and assuming
senior charges were covered en-
tirely from investment income,

The casualty insurance industry
during the past several years has
suffered staggering losses on auto-~
mobile insurance lines, This trend
was sharply reversed during late
1952, Substantiol rate increases in
1951 and 1952 are being brought
to bear on underwriting results
with increasing force as policies
are renewed at much higher pre-
miums. Earnings within the casu-
alty industry are expected to he
on a very satisfactory basis in
1953 and 1954

Waestern, while operating very
profitably during the entire trying
period, may be expected to reoort
increased, earnings as a result of
expanding premium volume, in-
creased assets, and the  higher
rate ° structure. - An earned
premium  volume - of $30,000,-
000 may be conservatively ex-
pected by 1954. Normal earning
power on this volume should
average about $30.00 per share,
with investment income contrib-
uting approximately $8.40 per
share after deducting all senior
charges from investment income.

The patient investor in Western
Insurance common can be reason-
ably assured of a tangible ac-
knowled nt of his enormousl
strengthened equity position, It is
well to bear in mind that the
operating companies have ex-
banded premium  volume some

. 950% In the last 12 years. This hes

required an increase in surplus of
350% and consequently restrictecd
the payment of dividends, Recent
dividend increases by Western
Casually should pave the way for
more prompt payment on arrear-
ages. Any leveling off of premnium
volume will permit more liberal
dividends while a continuation of
the past rate of increase, which .in
my opinlon is very unlikely,
would of course make for much

" greater earnings,

Operating in a stable industry
with an excellent record of growth
and profitability, I believe West-
ern Insurance common to he an
outstanding vehicle for substan-
tial capital appreciation at its
bresent price of about 40. The
stock is traded over-the-counter,

Continued on page 43
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holders, The corresponding net
asset value on June 30, 1952, the
end of the corporation’s previous
fiscal year, was $71.57 per share,

The net ordinary income for
the nine months ended March 3,
1953, amounted to $3,206,860, as
compared with $3,341,133 in the
corresponding period of the pre-
vious year. Net realized profit on
investments at the end of the same
period amounted to $4,861,144,
compared to $3,971,569 for the
corresponding period of the pre-
vious year.

During the three-month period,
the corporation purchased stocks
at a fotal cost of $2,085,108, as

against {otal proceeds from se- .

curities sold of $2,176,248. -The
corporation’s U. 8. Bond and Cash

and Receivables ameunted fo §18,~ _
503,385, or 124% of net assets ©

on March 81, 1933, against $18,~
082821, or 11.8% three months
ugo.  Comman stocks constituted
83.5% of net assets on March 31,
1953, 25 against 84.7% on Deec.
31, 1952,

New additions io the porifolio during
the guarter were 34,100 shares of Bimp~
suns Limited and 10,000 shares of Colgute.
Paimolive-Pcet Company. Chief increages
were 5,000 shares of Northern Pacific Rall<
¥y Company and 5,000 shares of National
Cash  Pegloer, incressing both of these
holdings to 15,000 shares. Sold were 19,320
shares of Duquesne Light Compuny; 8,000
Shares of Philip Morrls Co,. Limited, leay-~
Ibg 5,000 shares in the portfolio; 22,113
shuves of Columbia Oas Systems, the,: and
6,400 shares of Marathon Corporstion, feave

g o buiarce of 10,000 shares i the
portioito,

EARNINGS of The United Cor-
poration for the first quarter of
1953 amounted to $1,036,268, equal
to 7.4 cents per share on the 14,~
£072,1497: shares of common stock
ouistanding, Wm. M. Hickey,
President, announced yesterday.
These earnings compared with
1952 first quarter earnings of
'§867,243, or 6.2 cents per share.
Included in the 1953 earnings
Jwere profits on the sale of securi-
dies amounting to $218,383, or 1.6
‘cents per share. In the 1952 first
qguarter such profils ‘amounted to
only $15,739, or 0.1 cent per share,

The net asset value of United
stock on March 31, 1953, was $72,-
738,177, or $5.17 per share based

Cash and Recelvables iless Nabilities) ...

U, 8. Treusury Securities

Otier Becuritics atd Miscellanénus Invess

Bonds . Lo,

Preferved Slocks oooeiiinnons

Commeon Stocks:
Radiroad b il i o it
Publie Utiiy ...
Of) and nutural gus.
industral and other.

Miscellsneous of) and gas investments

Dedustion for state and municipel faxes an
d.

apnrectation, i realized., .......

7)) | PR

Following is a list of the principal haldings:

U. 8. Treasuyy Crr&i()cugo! ol .
Missourl Pacific RR. Co, Pirst and Ref. 5%

Amerade Petraleurn Corparstion. ..
Supecior Ol Company... .

118,608

0,600

32,600

63,600

15,000

20,000

23.000

#0.000

3 20.000

United Gas Corporagion

Skelly Ol Qompany. .}

Thompson  Products
Guif Ol CGorporation

Eleetrte Bond & Bhate Comps

Titerprovinelal Pips Line Company.
Stgoal . 08 and Gas Compsny Clast A

Intécnational. Peper Company........._....
Pitisburgh Consalidation Coal Company ... ...

on indicated market quotations
for investments owned, On the
same basis the net asset value was
$72811,001, or $5a7 per share
on Dee, 31, 1952 and $70,798,922,
or §3.03 on March 31, 1952,
Comparative first guarter In-
come figures are as follows;

1963 1852

8963633 81,011,541
14,964 10,868

Income-~

218,383

ol hcone..  $1,199,130
Expenses olfier
ihan taxas. ..

$1,008,168
86,415
951,953

oy 80,963
$1,118,216
n

13,948
foeome 13x. ... 72,000

68,000
$367,243

31,036,268
s per shure
2,149.5

T4
Mr. Hickey also stated that on

March 31, 15953, The U, S. Court”|

of Appeals far the District of
Columbia: Cireuit affirmed the

Securities and Exchange Commis- -

sion's Order of June 26, 1951, ap-
proving the company’s final plan
for transformation into an invest-
ment company,

IN THE REPORT of General
American  Investors Company,
Inc,; Frank Altschul, Chairman of
the Board, stated that as of March
31, 1953 net assets were $51,747,-
607, After dividends of $249,772,
the decrease for the three months
was $720,017. .

Net assets, after deducting $6,-
200,000 Preferred Stock, were
equal to $25,30 per share of Com-~
mon Stock on the 1,800,220 shares
outstanding, as compared with
$25.70 on Dec. 81, 1952,

Net income from dividends, in-
terest and royalties for the period,
after expenses and state and
municipal taxes, was $300,834. Net
profit from the sale of securities
for the three months was $37,693.

Net assets as .of March 31, 1053
and Dec. 31, 1852, with securities
valued at market, were ag fol-
lows:

Mar. 31,1053 Dec. 31,1853

B242,669 $341,665

7,004,225 7,101,670

1.285.000
20,000

1,280,000
30,315

B14.000
8,006,800
21,420,750
18,050,750
242219

15,7150
5,524,300
~1,778.500
15,051.950

351,996,607
245,000

$31,747,807

Market Vslue
57,004,226
1,105,000

7,369,500
RS = 5,850,000

3,363,000
AR 2,180,000
SStuaniy 1,760,000
1,356,000
1,308,000
3,340,000
1,115,500
1,070,000
1,050,000

" Walter D. Dunbar With
: Kohlmeyer & Co.

H (2peciul to Tk Friancass Cmonicnri
i NEW ORLEANS, La.-- Walter
D. Dunbar has become iated

Two With Davies
iBpecial Lo Pur Pxvanaan Cwnonieiw)
SAN FRANCISCO, Calif.
—Lewis J. Day and Marvin Wong
have I affiliated with

with Kohlmeyer & Co,, 217 Caron~
delet Street, members of the New
York Stock Exchange. Mr. Dun-
bar was formerly active as an
< dndividual dealer in securities,

Davies & Co, 425 Montgomery
Street, members of the New York
and San Francisco Stock Ex-
changes. Mr. Wong was pre-
viously with Stone & Youngberg,

12,519

62¢ |

Continued from page 2

The Security I Like Best

J. P. O'ROURKE

J. P. O'Rourke & Co,,
Chicago, U,

Lioydminster Developmant
Company, Lid,

" A vast majority of so-called
“small investors” today want a
low-priced security that over a
reasonable peried of time will
show some
appreciation
in price.
‘Where else,
on this con-
tinent, should
we look for
this

bhut to our
Canadian
neighbors.
More and
more people
talk of the
many natural
resources  of
Canada. The
greatest magnet of such resources
is the magic word “OIL.”

Companies with both American
and Capadian sponsorship have
Sprung up in recent years and
Jmany more will follow along as
drilling - for oil becomes more
active,

The provincial Governments of
Saskatchewan, Alberta and Brit-
ish Columbia make it a simple
problem for wealthy and influen~
tial groups 10 acquire i¢ases. An
oil lease, unless it is proven, is
more of a handicap than an asset.
Also a lease is an expense item
until it is developed, and oil or
gas is found,

After looking at many newly-

John P. O'Rourke

"formed Drilling Companies, De-

velopment Companies and kindred
ilk, I would say the important
item ~- and something you must
have to be successful — is exper~
ienced management. For the num-
ber of situations capable of suc-
cessful development there is no-~
where near enough experienced
groups available for this work.

Western Canada is a vast coun-
try, and ofl or gas seems to be
everywhere, waiting in the ground
for the experienced man, not only
to bring it to the surface, but to
arrange for sale and transporta-
tion; and of equal, if not more
importance, the maintenance and
upkeep of wells after completion
of the drilling.

It takes much time to review
the many producing situations in
Canada, and to arrive at a favored
few is not easy. The largest oil
situation, and about the most ac-
tive in Western Canada, is Imper-
ial Ofl, a subsidiary of Standard
Oil of New Jersey. Amang the
ieaders in Canadian Qil operation
is Canadian Superior Oil of Cal-
ifornia, now In their fourth year
of operation, Calgary & Edmon-
ton, Amurex now in their second
Year since formation, Pacific Pete,
Royalite Oil, British American
Oil Company, Home Oil Co,, Ltd.
Most of the large American Oil
Companies also have subsidiaries
working in Western Canada.

If you are of an analytical mind
it will probably pay you to check
through the smaller little-known
producing companies; always
keeping a windward eye for satis-
factory management; not overly
extended capitalization; and drill~
ing in a proven area where dis-
tribution facilities are workable.
If the company you select is built
on a solid base, extra capital, as
needed for expansion is available,
and should be quickly supplied.

Such a company, in my opinion,
is loydmi Develoy 1
Company, Iid. of Lloydminster,
Saskatchewan. Their 1852 report
of operations shows 27 wells, oil
or gas, wholly owned in the heavy

type. of |
investment |

oil area of middle western Sas-
katchewan. Mr, O, C. Yates, Pres-
ident of Lloydminster Develop-
ment Co,, Lid, brought in one of
the first gas wells in this area
some 20 years ago. With his part-
ners they formed the Lloydmin-
ster Gas Company, which today
still has the gas franchise for
Lloydminster. In 1946 this group
formed the Development Com-
pany. All gas discovered is sold
to the Gas Company and the oil
produced by Lloydminster Devel-

By JOHN
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opment Company drilling is sold
to the refineries in the town of
Lloydminstéer, The Development
Company have plans for drilling
25 or 30 wells during 1933, Gross
revenue for 1952 (their 3rd year .
of operation) was $137,000, and
1953 gross is estimated at $275,~
000, based on the number of well&*
owned at the end of 1952, The
wells drilled in 1953 should in-
crease. further gross revenue for
this year over the estimate of
$275,000. Price of the stock since
late 1852 has ranged from 1 to
2%. Capitalization — December
31, 1952 was 2,000,000 shares
authorized, $1.00 par, with 665,000
shares outstanding. Bonds out-
standing, $153,000 — 51, % 8, F.
first Mortgage, due June 1, 1966,

Securities Salesman’s Corner|

DUTTON J

One Call Sale!

There are times when you can
make a sale on your first call.
There is no difference in the pro-
cedure of what goes on between
the salesiman and ‘the -prospect
whether the sale takes place dur-
ing the first call or after many
interviews. If you can establish
confidence . and find -out what
your prospect wants you can do
business the first time you meet
just as well as the second or third.
Here is a case history of a one
call sale.

This prospect answered an ad-
vertisement offering a service in
regard to taxes, He mailed his
list in for analysis and after the
work was completed he was
mailed the proper information
that he had requested. He tele-
phoned his thanks and when he
did s0 a brief conversation ensued.
The salesman that handled this

lead made an appointment for, the s

following day which was a Satur-
day morning.

When he called the prospect
ushered him into his living room,
pulled up an easy chair and Pro-
ceeded to light his pipe. The
salesman took notice that this
man was ready for a prolonged
opportunily to do some talking.
He led him on. He asked some
questions. Then he noticed that
the prospect’s wife was hovering
near by. He asked if she would
like to join. She did for a few
moments and left for her house~
hold chores. The monologue con-
tinued and the prospect finally
covered almost everything from
his past carcer to his views on
religion, Finally, after almost two
hours had passed he sald, *My,
I didn’t realize how much you've
had to listen to. You've come
way out here to talk 1o me about

Monday morning. A relnvestment
naturally followed. In addition,
the entire account is now under
the watching care of the sales-
man  who so well - entrenched |
himself with this customer in one
call that all he has to do from
now .on is to give service and
handle the account properly.
Some time ‘ago 1 headed up a
column by quoting a saying that
I noticed on the wall of a busi-
ness firm's reception office,. It
went something like this:
“They say Samson slew one
thousand Philistines with the
Jaw-bone of an ass. Every
day 10,000 sples are killed
with the same weapon,”

Schiafly Nolan Stock
To Be Offered at $4

Subject to SEC approval; L. ‘H..
Rothehild & Co., New York, plans
to publicly offer an issue of 130,~
000 shares of common stock (par
25 cents) of Schlafly Nolan Oil
Ca., Inc., at $4 per share.

Schlafly Nolan Oil Ce, Inc,
organized in Delaware on Feb, 18,
1953, proposes to engage in the
exploration for oil and gas and
the. developmeni of prospective
oil and gas properties in Illinois,
Indiana and Kentucky, ¢

investments and you have had |

hardly a chance 1o say a word.”

This was the salesman's cue. :
Here is where he made the ‘sale.-

He replied, “I've been listening

10 your very interesting ‘conver-

sation Mr. Joves and, quite
frankly, I've wanted to do so.

1t is always a help to me to know

what my clients want, what they
are thinking, and what is on their
minds, In this way we can under-
stand each other better and we
can work fogether so that our
business relations are mutually
beneficial. Now that you have
told me these things I am sure
that if we some day do some
business that it will he dane to
your satisfaction.” The prospect
replied, “That's the first time in
my life I've ever met a salesman
who had sense enough to keep
quiet and let me do some of the
talking, Now let’s look at my
Willys Overland. I have three

+ hundred shares of it and I think

it'’s time to sell it. Whal do you
think?

Arrangements were made to sell
the Willys Overland the following
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Opportunities Unlimited
IN JAPAN

Write for our Monthly Stock
Digest, and our other reports
that give you a pretty clear
picture of the Japanese
economy as a whole,
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The Security I Like Best

A continuous forum jn which, each week, a different group of experts

fn the investment and
participate and give their reasons

{The articles contained in this

advisory field from all sections of the country

for favoring a particular security.

forum are not intended 1o he, nor

wre they 10 be regarded, as an offer o sell the securities discussed.)

WARREN E. BUFFETT
Manager »Scwn!! Private Invesiment

Groups
Omaha, Nebr,

HOME PROTECTIVE £0.
(A Life losurance Stock)

Home Protective Co, probably
represents the last “undiscovered”™
equity security of a major life in-
surance company. This lack of in-
vestor aware-
ness causes the
security to sell
atless than
half ofthe
lowest priec -
earnings ratio
placed oncom=
purable com~
panies. Home
Protective is
currently sell-
ing at less than
four times
earnings. Any
gducation of
Investors {o
the facts con-
cerning the company should resuli
in a substantially bigher appraisal.

Home Protective has only 61,469
shares of stock outstanding, The
company owns 98% % of the out-
standing stock of the Home Lile
Insurance Co. of America, a lead-~
ing Pennsylvania insurer with
over 400,000 palicyholders. Afier
allowing for inter-company items,
Home Protective has very little in
the way of other assets and labil-
ities. As u practical matter, with
only 11:% of the stock of Home
Lite held by others, Home Protec-
tive Co. is the Home Life Insur-
ance Co. of America from a
stockhelder standpoint.

Whereas some years back the
company had & very dubious [i-
naneial position, strict adhercnce
to the highest standards of invest~
ment in the placement of new
funds plus utilization of retuined
carnings in very  substantial
charges against over-valued assets
have given Hame a very strong
financial picture.. While in 1946
government-guaranteed mortgages
only accounted for about 13% of
assets, they now represent over
50% of assets which is greatly
above the industry average. Dur-
ing the same period the average
rale carned on assets has inereased
from 2.04% to 3.60%, This gain
based on present assets of $1.100
pex sharve amounts to over $16 per
share annually.

Home’s business ig entirely non-
participating. © The  stockholder
need make no guesses as to what
belongs to him and what really
belongs to the policyholder. Cur-
rently Home has close to $300 mil-
lion of insurance in force with
practically no low-profit group.
The business is almost entirely
ordinary and industrial with the
latter fully as profitable as the
The lapse ratio of the
company has been very low indi-
cating well-seasoned business and
experienced mortality has been
excellent,

Dividends have been small while
the company has been writing
down assets to realistic values and
the 50-cent annual rate will prob-
ably be continued for some years
while the capltal base is enlarged
in line with the amount of busi-
ness on the books. However, the
earnings power has been main-
taining a steady march upward
and with a continuation of higher
yields, low 1apsation and favorable
mortality, a greater base of busi~
ness should create further in-
creases in earnings. ‘With each
share of Home Protective repre~
senting $1,100 in assets, a 1% of 19

Warren E. Buflett

il

h in interest rates represents

2 85.50 per share change in earn-
ing power. While it takes consid~
erable time to be fully effective,
we have witnessed such a change

within the past year and.it has.

not yet been reflected in Home's
earnings.

The company possesses an addi-
tional “kicker” in large holdings
of eonliguous undeveloped land on
the Main Line in Philadelphia,
Given proper zoning such holdings
can have substantially greater
value, particularly when related
1o only 61,463 shares outstanding.

Adjusting for changes in insur-
ance in force at conservative rates,
the following earnings are indi-
cated for the past six years:

Adfusted
Barvnings
Year prr Share
;-m %9,9%
N2 ; + 39,38
X‘!:‘";X % :-‘: 2
1954 :
135 3842
18356, o bt 2262

A continuation of such Inereases
which  appears likely added to
greater investor recognition should
provide substantial capital gains

to today’s buyer at the 85 level in’

the Over-the-Counter market.

G. SHELBY FRIEDRICHS
Partner: Howard. Weil, Lubouisse,
Friedriche & Co., New Orleaus, Lo,

Mewbers, New Orleans Stock Exchange
and Midwert Stock Exchange

Southdown Sugars, Ine.

The security 1 like Lest offers
stability, high intrinsic value and
built-in - growth of income which
should have appeal during this
time of unset-
tled market
conditions,
generally.

Southdown
Sugars, Ine,
owns in fee
over 48000
acres of land
located in- the
most attrac-
tive on-shore
area for the
exploration of
oil and gas in
the United 2
States — south
Louisiana, Al- G. Shelby Friedrichs
though operating a stable and
profitable cane sugar business, the
mineral income, after taxes, from
acreage leased to major oil com-
panies last year exceeded net in«
come from sugav operations, and
will increase materially over the
coming years. Southdown Sugars
enjoys the advantages of partici-
pation in the results of production
operations on its fee acreage with-
out assuming any of the attendant

Aisks, In addition. the land value

of much of Southdown’s property
for industrial, commercial and
residential purposes, adds sub-
stantially to the intrinsic value of
the stock,

The company is hasically a com-
pletely integrated producer and
refiner of cane sugar, operating
three raw sugar factories and one
refinery. Southdown has EPProxi-
mately 18,000 acres of cultivable
land and purchases cane from
other growers to supply the ca-
pacity requirements of its sugar
factories. The company also im-
ports Cuban raw sugar to fill re-
finery requirements. Income from

Eeeese———
This Week’s
Forum Participants and
Their Selections

Home Protective Company-~War-
ren E. Buffett, Manager — Sev-
eral Private Investment Groups,
Omaha, Neb. (Page 2). :

Southdown Sugars, Ine. — C.
Shelby. Friedrichs, Partner,
Howard, Well, Labouisse, Fried-
richs & Co, New Orleans, La.
(Page 2).
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this operation has been in the
neighorhood of $1,500,000 per an-
num, before taxes. ;

The exploration for oil and gas
in south Louisiana, dating back 1y
the eavly 1930s, has had a marked
effect on the company. Nearly all
of the 46,000 acres of fce lund
have. been under lease fo major
oil companies in recent years, and
Southdown - has been receiving
royalty income since the discovery
uf the Gibson Field in Terrebonue
Parish in 1937, Lease and royalty
income hag increased frord $350.500
10 §1,275,000 (before taxes) i1 the
Jast five years (average 26 por
atnum) and gives every indicu-
tion of continuing to increase al
approximately this rate,

The development of the vil and
gas industyy, eombined with the
discovery of substantial sulphur
depozits, "plus large reserves af
salt' and an ample supply of fresh
water, - have combiced to make
south Leuisiana & cenler for the
petro-chemical industry, Plans
have .been announced by such
companies as Dow Chemical, W, It,
Grace, Kaiser Aluminum, Olin
revere and duPont for the invesi-
ment of more than $250 million in
plants Jocated alang the Missis-
sippi River between New Orleans
and Baton Rouge, Additions to the
world’s largest il refinery =
"Ees0’s Baton Rouge plant—to the
Shell plant at Norco and to Stand-
ard Qil of Indiana's refinery at
Destrehan have also served to fur-
{her industrialize this arcs. The
discovery of ofl and gas in the
Gulf of Mexico, .off the Louisiang
coast, has also served to intensify
activity in this arvea and has
brought congiderable expangion in
oil field equipment and allied in-
_dustries. ;

The result of all of this has been
to bring about much improvement
in land values, particularly those
situated along strategic walerways,
such as the Mississippi River, the
Intra~Coastal Canal, ete, and the
major. highways. This influx of
industry has also hrought sub-
stantizl inereases in the popula-
tion of the area, adding to the
values of land for residential pur-
poses. Approximatety 13,000 acres
of Southdown's land is located ou
the Mississippi River and all of
the remainder {s traversed by
cither main highways or other
waterways, or both,

In an attempt to measure the
intrinsic values that have thus
been ereated, my firm {after con-
sultation with oil geologists and
land men and real estate experts)
has made the accompanying ap-
praisal of Southdown's properties,
The values attributed are of the
“horse-back variety and take into
consideration mineral values as
well as surface values, In my

Continued on page 119
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jCover the Eutire Nation
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Try “HANSEATIC’
Take advaniage of onr nation
wide network of private wires.
affording teaders fast and yeli-
able cervive and blaoket cover-
age. reaching banks, brokers and
dealers throughout the TUnited
States,

Next time you have n trading
problem, don’t limit yeurself 10
regional service, Our large trad-
ing department and extensive
faeilities not only broaden your
potential murkets—they aleo s
sure yon of aceurste executions
time and time again.
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American Steck Exchenge
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: A continnons.forum in which, each

participate and give their reasons

WARREN E. BUFFETT
Manager, Several Private Investment
Croups; Omaha, Neb.

Oil and Gas Proparty Managemsot, Ine.

A more fitting title for my
selection would be “The Inflation
Hedge 1 Like Best."” Should infla-
tion continue O & G may well be
the vehicle to
give the in- |
vestor the 8
same super- ‘M
charged ‘per-
formance that §
highly - lever~
aged invest- g
ment trusts
and warrants
didin.the:
~early 40's, X

O & G was. o
organized in’
1953 by inter- "

fn

Private Wires to Principal Clties

I
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Spécialists in

"RIGHTS & SCRIP

Since 1917

MeDornter (o

New York Btock Exchange
American Btock Exehange

120 BROADWAY, NEW YORK 5
TEL, REctor 2-7815

Trading Markets
i Air Control Products, Inc,
1 § Bank of Virginia
‘B Alabama-Tennessee Natural
; ; Gas Company :
Soatheastern Telephone Co.

Scott, Horner &
3 - Mason, Inc,
Lynchburg, Va.

= perience in oil matters has un-

¢ tinguish

ests. affillated
with the Em-
pire Trust to
buy and manage iproducing oil
and gas properties. The manage~
ment is of the highest caliber and
the Empire’s reputation and . ex-

Warren E. Buffets

doubtedly heen of considerable
value. Purchases have been made
sublect 1o suvbstantial oil nay-

: ments with a large portion of in-

come in early years used to ex-
these payments, ‘This
method might be compared to real

< estate purchased subject to large
= mortgages
exclusive of that portion needed

with rental iocome,

for operating expenses, utilized

for mortgage veduetion,  The tax

laws facilitate ‘this method very
e

Giass Reserviy
18.017.000 hys
500,957,000 MCP
The net reserves for stoek and
debentures reflect the' reduction
from gross reserves of amounts
sufficient to vetire oll payments

ff and loans, "The debentures are in-

come bonds and are not ex
their interest- (which
cumulates) until most of the oil
payments have beern- liguidated,
Accordingly, it may be estimated
that approximately $15 . million

] Trading Markets '
Botany Mills
Punta Allegre Sugar
San Juan Racing
Trans Ocean Corp. of Calif,
W. L. Maxson

&feﬂ\edeompam'

ESTABLISHED 1930 i
37 Wall $t, K. Y Tel. HAnover 2-4850

will'be required to retire the dé-
bentures with interest. Operating
expenses of course must. be de-
ucted from the gross values in
the last column of the table and
in the case.of plant products,
which represent half the oil re-
serves, will be more than aver-
age. Allowing $33 million for
operatgnﬁ expenses and . possible
taxes still leaves a potential for
the common of $40 million, Future
acquisitions could increase this
substantially.

The, 380,000 shares. of, common
have a total market value of
about $5 million which makes the
arithmetie of the picture fascinat-

ing. An increase in the price of

: G %
'9\‘\ Seminole Oif “'-e%‘
4% Foderal Uranium %,

Doman Helicopter

oil of 15 cents per barrel or-1 cent
per MCF in the case of gas is
e?ual to the entire market value
of the common. If oil over the

in price 50 cents per barrel, the

Cavendish Uranium
Radorock Resources
Acoustica Associates |
Philippine 0il Devpt, |

Dakamont Exploration
© Mexican Guif Sulphur

CAPPER & CO.
1 Exchange P, Jersay City, N, J,
HEnderson 2-8570--N.Y.1 Dighy 9.343¢
Tolstyne JOY 118

gain in-value would be equal to
almost 400% of the current total

market price of the common,

At the end of 1955 the company
had about $49 million of ©il pay-
ments and about $17 million of
loans and debentures abead of the
380,000 shares of common. How-~
ever, over $33 million of the pay-
ments is applicable to one prop-
erty and it is important to note
that payments are obligations of
only the specific property, not the
company. The -balance of pay-
ments amounted to,less than $l4
million and were reduced by $4 .

¢ of the campany. %

pected y o &

next few years were to.increase t

"14 in-ibe Over-the
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week, a different group of experts -

im the investment and advisory field from all sections of the country

for favoring a particular se.r.urily.),

The articles contained in this forum are not intended 1o be, for |
s :n tb:y t: :o regarded, au an offer to sell the seeurities discussed.)

considerably when applied to, oil
by allowing all paym_enls as a di~*
reci exclusion from income. Ac-
counting-wise, the resuh’ is. to"
show a very small gross income
while ‘the equity s being buiit

< up substantially. Accordingly, the.

financial services do not show ac-
curately the operating - pictfire ‘of
O & G. and the interested reader
should - study ‘the annual reports

~The equity money. for 0.&G

“was originally raised by* the sale

of $10 million’income. debentures
with: 300,000--shares -of stock: at-

: tached.- This issue was' exceplion-

ally well placed in large blocks
with ‘Wall Street houses, invest-
‘meat trusts, ete. The underwrit--
ing fee on . the sale amounted: to
about' ¥ of 1%. An additional

- 80,000 shares ' of common’ were

s0ld to the promoting group with
the Empire Trust reputedly own-
ing over 50,000 shares in a sube
sidiary. Large issues of wafrants
and options are conspicuous by
their absence,

The "equity money of O & G
was invested by the end of 1954,

*Thus the company has' acquired

its properties ‘on "a somewhat
mMore reaennalle basis than might

be expected at curient higher |

prices for oil in.the groynd.

" The table below shows the sub~
stantial reserves of’ the .covipany
and illustrates the dynanile pos-
sibilittes: of the small ‘issue .of
common stock even should ho in-
crease in oil and gas prices oceur.

Figures are based on the 1955 |
annual veport and ‘we understand !
n little change since-

there has bee

that date. * -
Net Reserve

for Stk. & Des.

26,600.000 Hls.
13¢,800.000 MCF

Esti, Gross Valpe

Of Nai Reses L
£23.130.000 122,55 4ht.9 -
$17.982,000 (3¢ MCF)

million in 1955 alone. Currently *

the average payout on these is
probably less than three ' years
away, - » et S

It is interesting to compare
G with 1t more well knowi
counterpart.— Producing Proper-
tigs, Jpe.. This compan v, also
started with:about $10 nillion of
equity capital although it "@idn't

.get ‘under way until varly 1955,

At a recent date PP's production
Was ‘running about 2,200 bayvels
per day - against over 7,000 for
QO & G and their net r eserves
were also less then a third those
of O & G. On the other harid,
thev had invested only about halt
of their equity money so it 5 ot
ta be implied that they were do-
ing a poorer job of investing (e
money—it is. just that they wut
off .ta a later start, However, PP
common is selling in the market
for about.$14 million and, in our
opInioN;, represents less value and
‘potential than' is present in Q&G
selling for $5 million. 1t O & G
were to command only the same
valuation, it would mean a price
of over $33 per share, - - .,
0 & G also owns u half interest
in Yemen' Development
shich holds a concession On - two-
hirds of Yemen covering” 40,000
Square miles including 'a large
basin area. Geological reports
are favorable althongh Suez (-
rest’ will undoubtedly delay test-
ing this avea. Offsetting thig vlus
potential in the picture is'a minus
botential in that the largest prop-
ey of O & G isinvplveqd in
ditication cencerning gas prices.
O & G's nosition has been uvheld
by the FPC; however, the matter
i# now Hefore the courts, 3t
O & G-common, selling around
-Counter Magp-
ket, should do very well if pres-
ent oil prices are maintained and
Presents outstanding possibilities

Corp.

+ 7 tury Engineers hag participa

}

j
1
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e

This Week’s i

+Forum Participants and |
'+ Their Selectlons

nd Gas Property Manage.
Oi:ne::, ine.—Warren, E_. Buffett,
Manager, General Private. In-
vestment Groups, Omaha, Neb,
(Page 2)

Century Engineers, Inc. —Robert
D. Tucker, Research Dept., Mo_r-,
gan & Co., Los “Angeles,’ C’ghi;'
(Page 2) - LK
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should inflatiort continue; -Behind

$635 milllon, of obligations with an-
estimated gross- value of  oil and
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gas offsetting theke obligations of-
$150 million, the $5 miillion mar-,

Ket « valuation. on ' the+ common

seems to offey considerably higher
chances for. gain’ than for loss. ‘A
small investnient’in O & G should

do the job that a:many times

largetr investinent in a non-lever-

aged ‘oll holding would do while

exposing -the. holdet. to: a much

smaller maximum loss.

ROBERT D, TUCKER
Researeh Department.

Margan & Co., Loa Angeles, Calif.. ..
Member’ Loz Angeles Stock Exchange
Cenfury. Engineers, Inc, by :
Century Engineers is a highly
-compatent technical organization

- ey
JAPANESE
STOCKS .
after remaining  at practically
stationary levels for three yeurs

now appear to be stirring due
" toimproved Japanese economy,

* For:curremt information
Lall or wyite -

Yamaichi

 Securities' Co., Ltd,

. Bstadlished: 1397
Home Cfrice Tokpo — 70 Branches
" Brokers & Investinent Bgnkers

) 111Breadway,K.Y.6 COrtlandt1-568

which was formed in 1949 with
the express aim of getting to-

13

gether:a
. group of engi-
meers well
gualified in
several  fields
to be the
over-flow .en-
.Eineering de-
partment” for
‘large . conmipg--
nies .and " the
,overall  engi-
vneering des.
partment for
» small - compa~
" nies. This \as
the'basis of

awsert’ D. Tucker

Firm Trading Markets 5
... -Maintained in
- All the Securities of —

. WESTCOAST
_ TRANSMISSION
_Con’wany.' Limited
YWIS'ENEIL axo COMPANY

13 King. 1, 'West — Toronto, Sasada
TRADING DEPT. EMpire 3-8204

e .. the company's’
beginning and its early activity,

Howeveéy, it soon became evident
that to7take advantage of the cre-
~ative ability: of the, engineers they
.should. be’ subplemented with
Prototype shop facilities and.
eventually, "with manufacturing -
~facilities, 5
From the ' 1849 beginning
Wherein'three engineers produced
u total gross revenue of $36,000 to
1956 when a total company organ-
ization of approximately 350 peo-
‘ple will gross approximately $6.8
avittion; this plan hads been closely
dollowed. The engineering ynd '

: Bnms lm.:&'lklton. hc.

| 37 Wall Street, New York 5, N. Yf

UnHerwritcrs——Dislri}utgn
L Fer e Deglepge

~Investment Securities

.« Canadian and Domesiic

scientific personnel at Century,

are men who are weil ‘Qualified

ta: disc_nss theoretical problems
with military scientists one min-
ute- and discuss fabrication prob-
lems With their own experimental
mechanics the next, . . ¢

: Ce'x;(ury‘ls pregently operating
in five g

latgd. tields “of - activity. Their”
witimate ;

Weapoi System iy presently” sub-"
divideqd into the following fields:

{1} Adreraft Armament: Cen-
tury. has designed and produged
yarious sirborne rocket launchers,
Tor all Slzes of rockets now: in
Production, - Also launchers and
pylons for missiles,
© 42} Eleetro-mechanicy) Divi-.
slon: This field includes precision
data recording s 1

A meras, timing '
devices and various servo mecha-
gxisms" Details of. the military
items in 3

this field are classified,

(3) Aircraft Structures: Cen-

ted in
the - design . of major structural
components of. current military
alreraft. Thev haye designed and

separate, ‘but’ not .unre- .

aim of having overall - v
systems capability for a complete - -

L Wog,

T %,

o Bsayined

e
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