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Dempster Mill Manufacturing Company

We are presently involved in the control of Dempster Mill Manufacturing Com
pany of Beatrice, Nebraska. Our first stock was purchased as a generally
undervalued security five years ago. A block later became available, and 1
went on the Board about four years ago. In August, 1861, we obtained majori
control, which is indicative of the fact that many of our operations are not ex

actly of the "overnight" variety.

Presently we own 70% of the stock of Dempster with another 10% held by a fe\
associates. With only 150 or so other stockholders, a market on the stock it
virtually non-existent, and in any case, would have no meaning for a controll
block. Our own actions in such a market could drastically affect the quoted f

“By early 1962, the company’s bank prepared to seize the inventory as
security for its loan, then grew alarmed enough to make noises about

shutting Dempster down. Buffett was looking at only a few months before

it all caved in and he would have to report to the partners that a business
into which he had sunk a million dollars of their money was broke.”

EMPSTER

Depenclable WINDMILLS

D

Warren Buffett's turnaround: Dempster Mill

In 1962, "Buffett was looking at months before it caved in." Dempster, his
largest holding, had "a critical cash situation" and "the bank was making

noise about shutting it down."

Here's how Buffett turned a near disaster into a near triple...
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DEMPSTER MILL MANUFACTURING

(4 CO.
Better Bullt History: Incorporated in Nebraska, June 15,

1886. Founded in 1878.
73,[0” 5 S DY lf?lorence Tgbildei & Mfg. C(l)i. (Mgmpcllnf. Tt;sn;l.).
y a former subsidiary, was liquidated in 1835.
5 4 ervice Business: Company manufactures windmills,
pumps, cylinders, water systems, centrifugal
pumps, steel tanks, water supply equipment,
fertilizer equipment, farm implements, etec.

The Dempster name has long been associated with products used in water supply systems for farms,
ranches and suburban homes. The Company is one of only two manufacturers of windmills and wind-
mill towers in the United States, and also manufactures a broad line of electric and gasoline engine
r ored deep and shallow well pumps and complete water systems. In addition, it manufactures
. s for pressure tank use, water tanks, ejection pumps sold under the name of “Prime-O-Jet”
ana “Convert-O-Jet”, submersible electric pumps, pump jacks, hand operated pumps, cistern
pumps, sump pumps and numerous pump accessories and replacement parts.

) Let the slightest breeze bring your
cattle the water they need with—

DEMPSTER

 AEMPSTE

v p.‘ -
L
41\

"The Dempster name had long been associated with farm water systems."
They were one of the country's leading water-system-related windmill and
pump manufacturers. Dempster also sold non-water-system-related
products such as fertilizer pumps, tanks and spreaders.

| WINDMILLS or WATER SYSTEMS
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DEMPSTER MILL MFG.

This situation started as 8 general in 1956, At that time the stock was
selling at $18 with about $72 in book value of which $50 per share was in

current agsets (cash, receivables and inv

Dempster had earned good money in the past, but was only breaking
even currently.

The qualitative situation was on the negative side (a fairly tough industry

pnd unimpressive management), but the figures were extremely attractive.

DEMPSTER MILL MANUFACTURING COMPANY
BALANCE SHEET
November 31), 1955

ASSETS LIABILITIES
Current amets Current lisbilite:
3 397509 Notes payable to banks . s 700
Receivabls: ' Accounts payable:
L T - Trade creditors . 188187
Notes. e Dempster Mill Awurance Company : : 1818
—srar o Sundry S 30,180
douteful recemabl iy 20,187
5
“ioer Accrued lisbilitis:
@2.999 182,09
Tnventories, at the lower of estimated cont (frtin, firstout) or Siase
replacement market ¥
foods 7940
4524
By
Federal and state taxes on income, estimated . . mow
Tota current libilites 5 T
Longterm debe:

Notes payable to banks . am0

Less July 15, 1956 principal payment included in current
liabilities : 5 75,000
75,000

Stockbalders equity
Common sock of $100.00 par valve per share

Authorized 100,000 shares; outscanding 60,146 shares 1202865
) in capital i . 6157
Appropriated for contingencies 500,000
Unappropeated - 270316

44163359

Leaschold improvements, at cost less amortization of $21,967

Patents and goodwill 558008

STATEMENT OF EARNINGS

Year ended November 30, 1955

Sales ¢ . ¢ ¥ - $7,035,909
Less returns and allowances 183,272
Net sales 6,852,637
Cost of sales 5,074,528
Gross profit . . . 1,778,109
Selling, administrative and general expenses 1,320,685
457,424

Other income 55,535
512,959

Other charges . 161,974
Earnings before Federal taxes on income 350,985
Federal taxes on income (estimated) 178,000
Net earnings $ 172,985
Share price $ 18.00
Shares outstanding 60,146
Market capitalization........... 1,082,628
Cash $ 397,909
Receivables 602,595
Inventories 3,222,373
Less: liabilities 1,173,189
Net current assets ... 3,049,688
net current assets per share 50.70
Shareholders' equity ............ 4,416,339
shareholders’ equity per share 73.43

Buffett bought Dempster in 1956. It wasn't much of a business. Sales
flatlined as electric power displaced 90% of windmills between 1936 and
1956. Dempster earned just 4% on equity. But the price was "extremely

attractive."

Buffett paid $18 for ~$72 of book value.
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“Since Dempster was just another cigar butt, Warren applied his
cigar-butt technique, which was to keep buying a stock as long as it
continued to sell below book value. If the price rose for any reason,
he could sell out at a profit. If it didn’t, and he ended up buying
until he owned so much stock that he controlled the company, he
could sell off—that is, liquidate—its assets at a profit.”

The final category is "control" situations, where we either control the co
pany or take a very large position and attempt to influence i of the
campany. Such operations should delinitely be measured on the basis of
several years. Ina given year, they may produce nothing as it is usually
to our advantage to have the stock be stagnant market-wise for a long P?r
while we are acquiring it. These situations, too, have relatively little in
common with the behavior of the Dow. Sometimes, of course, we buy jn!
a general with the thought in mind thal {t might develop into a control sitt
tion. I the price remains low enough for a long period, this might very
well happen. Usually, {t moves up before we have a substantial percentage
of the company's stock, and we sell at higher levels and complete a success-
ful general operation.

Our willingness and {inancial ability to assume a controlling position
glves us two-way stretch on many purchases {n our group of gener-
als. I the market changes its opinion for the better, the security
will advance in price. If it doesn't, we will continue to acquire
stock unti] we can look to the business itself rather than the market
for vindication of our judgment.

Many times in this category we have the desirable "two strings to our bow"
situation where we should either achieve appreciation of market prices [roy
external factors or from the acquisition of a controlling position in 2 Lusi -
ness at a bargalin price. While the forraer happens in the overwhu liaing
majority of cases, the latter represents an insurance policy most inv- st

Our three (nvestment categories are not differentlated by thelr expected
profitabllity over en extended period of time. We are hopeful that they
will each, over a ten or fifteen year period, produce something like the
ten percentage point margin over.the Dow that {s our goal. However,

in & given year they will have violently different behavior characterlstics,
depending primarily on the type of year it turns out to be for the stock
market generally. Briefly this {6 how they shape up:

“Generala" - A category of generally undervalued stocks, determined
primarily by quantitative standards, but with conslderable attention
algo pald to the qualitative factor. There {s often little or nothing
to indicate tmmediate market improvement. The tesues lack glamour
or market sponsorshlp. Thefr main qualification {6 & bargain price;
that {5, an overall valuatlon on the enterprise substantlally below
what careful analysis indicates {te value to a private owner to be.
Again let me emphasize that while the quantitative comes first and
15 essential, the qualitative {8 {mportant. We ltke good management
— we like a decent industry — we like & certain amount of "ferment"
in & previously dormant management or stockholder group. But we
demand value. The general groupbehavesvery much {n sympathy
with the Dow and will turn in a big minus result during a year of
substantial decline by the Dow. Contrarywise, it should be the star
performer in a strongly advancing market., Over the years we ex-
pect it, of course, to achieve a satisfactory margin over the Dow.

""Workouts" - These are the securities with a timetable. They arise from
corporate activity —_ eell-ouls, mergers, reorganizations, spin-offs,
etc. In this category we are not talking about rumors or "inslde
information" pertaining to such developments, but to publicly an-
nounced activities of thie sort. We wait until we can read it in the
paper. The rigk pertains not primarily to general market behavior
(although that is sometimes tied in to a degree), but Instead to
something upsetting the applecart 8o that the expected development
does not materialize. Such killjoys could include anti-trust or
other negative government action, stockholder disapproval, with-
holding of tax rulings, etc. The gross profits in many workouts
appear quite small. A friend refers to this a6 getting the last nickel
after the other fellow has made the first ninety-five cents. However,
the predictabllity coupled with a short holding period produces quite
decent annual rates of return. This category produces more steady
absolute profits from year to year than generals do. In years of
market decline, it piles up a big edge for us; during bull makets,
it {6 a drag on performance. On & long term basis, 1 expect it to.
achleve the same sort of margin over the Dow attatned by generals.

ment operations don't have. We have continued to enlarge the pouilians iic

"Controls" - These arc rarities, but when they occur they are likely to
be of significant size. Unless we otart off with the purchaee of a
aizable block of stock, controle develop from the general calegory.
They result {rom situations where & cheap security does nothing

wige for such an extended period of time that we are able to

buy & elgnificent percentage of the company's slock. At that point
we are probably in a position to assume some degree of, or perhaps

complete, control of the company's activities, Whether we become

Buffett's plan: keep buying Dempster stock at a discount. If the price
jumped, he'd sell for a gain. And if the "price remained low for an
extended period of time," he'd buy enough to take "control" and close the
discount himself.

This was Buffett's "two strings to our bow" approach.



DEMPSTER MILL

(in dollars) Year ended November 30,
1956 1957 1958 1959 1960
NEt SALES .. eeeiieiieciie e 6,375,372 6,564,228 6,015,715 7,052,697 7,285,938
year-over-year -7% 3% -8% 17% 3%
Operating profit .....c.auinwnwmnissnnnnnssssisie 180,540 73,550 61,464 328,422 114,789
operating margin 3% 1% 1% 5% 2%
Net profit 33,307 3,985 25,799 146,025 41,549
Shares outstanding 60,146 60,146 60,146 60,146 60,146
Net profit per share ..........cocoviiniiiieniiieet e 0.55 0.07 0.43 2.43 0.69
Return on beginning sharcholders' equity 1% 0% 1% 3% 1%
Shareholders™equity s ussersranmeanrenssnssases 4,377,539 4,309,349 4,317,104 4,390,954 4,384,386
shareholders' equity per share 72.78 71.65 71.78 73.00 72.90
Dividends .. ... 72,174 2,175 18,044 72,175 48,117
dividends per share 1.20 1.20 0.30 1.20 0.80
Shargprice——high eeeenmranrnnrrrnanen s 23.00 18.50 18.50 25.50 22.50
Share:price.—— 10W: o nsnnpnasanemsirssnss 17.00 17.00 14.50 18.50 19.00

We continued to buy the stock {n small quantities for five years, During
most of thie perlod | was a director and was becoming conelstently less
impressed with the earninge prospects under exialing management. [low-
ever, | also became more famlllar with the assels and operations and iny
evaluation of the quantitative faclors remained very favorable,

Our purchases over the previous five years had been in the $16--$25 rane.

Over the next five years, Dempster struggled. S7M of sales. 1% return on
equity. $72 of book value. S50 of current assets. Dempster had gone
nowhere, and neither had the stock price, which idled in the $16 to $25

range.

Buffett bought 30% and joined the board.
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Year_ended November 30, - _11/30/61
1958 1959, 1960 1981 Cash $ 166,000
U. S. Gov't. Securities - at cost -
Net sales $ 6,015,715 7,052,697 7,285,938 8,968,937 ||Other marketable securities - at
market (which exceeds cost) -
Cost of sales. 4,731,424 5,401,181 5,825,125 7,293,338 Total cash and securities — 65000
Gross profit. 1,284,291 1,651,516 1,460,813 1,675,599 A . tvable (net) 1. 040. 000
Selling, administrative and general expenses 1,222,827 1,323,094 1,346,024 1,594,737 mf,i‘;‘:‘;; recelvable tne 4,203,000
Operating profit (loss) 61,464 328,422 114,789 80,862 [ Frepatdexences, ato; —pa2.000
Other income (deductions): d .
Gain (loss) on disposal of assets... 868 2,611 3,141 2,807 || Other assets 45,000
Interest and dividend income 1,517 1,558 9,727 — Net plant and equipment 1,383, 000
Miscellaneous 1,913 3,997 1,053 11894 [| Totalaseets £6,919.000
Interest expense. (21,463) (19,563) (47,161) (57,191) || notes payabie $1,230, 000
Earnings (loss) before income taxes... 44,299 317,025 81,549 7675 || 'Othentiabittian o, -1.908,000
Federal income taxes (credit), estimated (a) e 18,500 171,000 40,000 24,000 ‘ ’
Net earnings (105s) (b) .o 25,799 146,025 41,549 13,872 || Net worth 60, 146 shs. 11/30/61 _4.601,000
Total liabllities and net worth $6.919, 000

By mid-1961 we owned about 30% of Dempster {(we had made several ten-
der offers with poor results), but in August and September 1861 made

scveral large purchases at $30.25 per share, which coupled with a sub-
sequc nl tender offcr at the same price, brought our holdlng to over 70%.

VWe obtained control in August, 1861 at an average price of about $28 per

share, having bought some stock as low as $16 in earlier years, but the

vast majority in an offer of $30.25 in August. When control of a company
Dempster is a manufacturer of farm implements and water systems with sal:
in 1961 of about $9 million. Operations have produced only nominal profits i
relation to invested capital during recent years. This reflected a poor mana
ment situation, along with a fairly tough industry situation. Presently, cons
dated net worth (book value) is about $4. 5 million, or $75 per share, consoli
working capital about $50 per share, and at yearend we valued our interest &
$35 per share. While I claim no oracular vision in a matter such as this, 1

In August 1961, Buffett increased his holdings from 30% to 70% via a
$30.25 tender. He now controlled Dempster and assumed the position of
chairman of the board. "It was the first [time] he took control of a
company."

His average cost: $28 (vs $76 book value)
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“The warehouse bulged with windmill parts as Dempster sucked - ==
up cash. By early 1962, the company’s bank prepared to seize gmiTw o
the inventory as security for its loan, then grew alarmed Accounte receivabie (ne :;g;g;ggg
enough to make noises about shutting Dempster down. Buffett|| ™ s i
was looking at only a few months before it all caved in and he e :
would have to report to the partners that a business into which ||s@@ . oo
he had sunk a million dollars of their money was broke.” s s in s g o shasor.on

B0ARD OF DIRFCTORS® MITILNG.
November 22, 1960.

A meeting of the Board of Dirc cton al the Denpster ML

Company wes held on the 22nd dey of November, 1960, at the hour

the conference room, after due and pe el el given
of the 30szd of Directors. The following members of Board

Messrs. Clyde B. Dempster, Worren E. Buffe t, Easl
oy M. Green, Ralph E. Helkes, Crorge S+ kilpatsd
Mccy, Hale MeCown, C. A. Olson and J. H. Thomsen.

Messrs, Lee B. Dimon, Executive vuc Fres!
Monen, Jr. were clsc present.

The minutes of the Directors
spproved.

There were no questions
eleven months of the fiscal year.

Mr. Olsen reviewed the pr
sbles prior to the close of the
forccast st the beginning of th

san s;ate:, but the large; cash met, we will deplete our work 3 capital unuu
cincd extension on s

ed to Februazy, Mr. Oluon stated, b net earnings, P %

fore the close of the fiscal yeaz. must ll.“ be h't in mind.

The operations {or the past decade have been characterized by static sales,
low inventory turnover and virtually noprofitsinrelationtoinvested capital,

But Dempster had a problem: Inventory

Inventory turned just 2x a year and consumed 60% of Dempster's balance
sheet. Even worse: Dempster borrowed money to build inventory in 1961.
Now Dempster had "a critical cash situation" and the "bank was making
noise about shutting it down.



Producers of Dependable

DEMPSTER = e

Dempst€R Mite ManufacTuring Company

BeaTrice.leBRASKA

December 14, 1962

At this time of year I'm sure it's as natural for you as
it is for me to count our blessings, reminisce over the happen-
ings of the year and make a few well intended resolution:

Early this spring things here at Dempster looked

The enormity of our problems to some looked imp
come. We were saddled with a sizeable debt, hug 2nd,
a other things, extremely vulnerable to malicious, umnwarranted

p-

It would appear the age old proverb "where there's a will
there's a way" is true, for every one here zt Dempster pitched in —
worked hard - and we have licked most of these problems that locked
impossible to overcome.

With these bad moments now behind us, we can look
year with considerably more optimism and confidence.
we will, through mutual cooperation and determination,
the many things necessary to once again make Dempster a
aggressive company.

The Directors, officers and I, personally, wish to thank you
for your loyalty and cooperation and extend our wishes for

A Merry Christmas and A Happy New Year.

Sincerely

Dempster Resigns as Chief of
Mill Manufacturing Co.

Initially, we worked with the old management toward more effective utiliza-
tion of capltal, beller operating margins, reduction of overhead, etc. These
efforts were complelely fruitless. After spinning our wheels for about six
months, it became obvious that while lip service was being given to our ob-
jective, either through inability or unwillingness, nothing was being accom-
plished. A change was necessary.

A good friend, whose inclination is not toward enthusiastic descriptions,
highly recommended Harry Bottle for our type of problem. On April 17,
1962, 1 met Harry in Loe Angeles, presented a deal which provided for re-
wards to hirn based upon our objectives being met, and on April 23rd he was
sitting in the president's chair in Beatrice.

““We were going to dinner with the Grahams and the Mungers, Susie and I. We met them at the
Captain’s Table on El Segundo in L.A. During the dinner, 'm telling Charlie, 'm in this mess with
this company; I’ve got this jerk running Dempster, and the inventories keep going up and up.’

Munger, who dissected his law clients’ businesses and thought like a manager, said immediately,

m

‘Well, I know this guy that used to bring around tough situations out here—Harry Bottle.

“Hiring Harry may have been the most important management decision | ever made. Dempster was
in big trouble under two previous managers, and the banks were treating us as a potential bankrupt.
If Dempster had gone down, my life and fortunes would have been a lot different. — Warren Buffett

The solution: Harry Bottle

Buffett asked Munger for advice on Dempster. Munger told him about a
"guy that used to bring around tough situations—Harry Bottle." Buffett
hired Bottle in April 1962 and by year-end, Bottle had turned around

Dempster.

How'd he do it?
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One idea came from Warren and Charlie. Upon investigating our sales
pricing structure we were valuing replacement and repair parts equal to the
total of the sum of the completed item.

So lacking any cost data to determine correct pricing, they suggested we
simply categorize all parts into three categories.

1. An item 100% proprietary, not available except from us. Increase
up to 500%06.
2 An item semi proprietary Increase 200 to 300%0.
5 Non proprietary Increase O to 100%.

We turned this inventory with an estimared inventory value of $300

thousand into a resale value exceeding $2 million. Incidentally, we had

few, 11'.”1‘\, objecrions to ou1 pricing strategy and continued to sell these
parts at higher sales prices with little, if any, sales resistance.

This, of course, led us into other pricing updates and to support con-
tinued upward sales price adjustments. A cost data system was installed
and maintained.

Mr. Buffett asked about the gross margin on repairs and if prices could

be increased on this portion of the business. Most repair price sheets have been

reviewed in the last eighteen months, Mr. Thomsen said, and he did not believe we

would be in line for any increasecs at this time. S ere/ Mee-ﬁv\g-l/vr/M}"

“We had parts for windmills and certain farm “Harry adjusted prices of repair parts, thereby
equipment where we had a lock on the business | | producing an estimated $200,000 additional
and by repricing it could stop losing money.” profit with virtually no loss of volume.”

Step #1: Raise Prices

Replacement parts accounted for 15% of Dempster's sales. Buffett, who
argued for higher spare prices even before he took control, told Bottle to
raise prices as follows:

- Fully-proprietary: 500%
- Semi-proprietary: 200 - 300%
- Non-proprietary: 0 - 100%

turtlebay.io
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Dempster Mitt ManusacTuring Company

BeaTrice.NeBRASKA

47 December 17, 1962
%[y

TO OUR DEMPSTER CUSTOMBR:

Holiday greetings are normally expressed by card — but we felt a deep desire to say
more than Merry Christmas and Happy New Year, thus, are sending our holiday message
by letter.

We entered 1962 faced with many (‘hmlunw\ — inve
high, expenses excessive, cash tion low and emp
We'Lamediately eatablished s set of basic corporate
of our operation

bau debts were

comp
ectives to direct all ph|~t»

Some of the things done, we must admit were distasteful to all of us — but we were
surplus

T Py P it
obtain a growing share of the impl

Our programmed objectives paid off oved — prndur(nm schedules saterial-
ized — the cash position began we port our financ
position has been sufficiently perate in 1963 in a normal fashion
Our friends and business associates now realize et Dempster is going places and in
business to stay

Proudly we look to 1963 with enthusiasn and optimism — we are dedicated to work hard
and diligently for improved quality and service. We assure you that Dempster will
solidify and consolidate its' position and build the kind of successful, strong Comp-
any of which you will be proud. This kind of Company assures our future together.

We appreciate the opportunity to engage in & person to person chat with you by means
of this letter. On behalf of the officers, directors, and employees of our Company,
we thank you for your past business — extend our heartiest Christmas Greetings and
wish you an abundance of prosperity in the coming year

In sincerest appreciation of our pleasant business relations, we remain

Yours very truly,

£

4 1
2
s1der

A ENY
;:

OTTLE
nt

cul administration and selling expense from $150,000 to
$75,000 per month;

cut factory overhead burden from $6 to $4.50 per direct
labor hour;

closed the five branches operating unprofitably (leaving
us with three good ones) and replaced them with more pro-
ductive distributors;

cleaned up a headache at an auxiliary factory operation at
Columbus, Nebraska;

eliminated jobbed lines tying up considerable money (which
could be used profitably in securities) while producing rnio
profits;

arry is unquestionably the man of the year. Every goal we have set for
Harry has been met, and all the surprises have been on the pleasant side.

He has accomplished one thing after another that has been labeled as {mpos -

sible, and has always taken the tough things first. Our breskeven point hag
been cut virtually in half, slow-moving or dead merchand{se has been 801d

DEMPSTER MILL
(Breakeven Point)

$1.6 million SG&A
19% gross margins

$8.4 million sales
(Before Harry Bottle)

$0.9 million SG&A
27% gross margins

$3.4 million sales
(After Harry Bottle)

Breakeven estimates don't adjust for variable SG&A or fixed COGS expenses.

Step #2: Cut Costs

Bottle cut SG&A from $1.6M to $0.9M and overhead expenses from $6.00

to $4.50 per labor hour. He also closed money-losing plants and product

virtually in half."

turtlebay.io
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Harry was the perfect man for the job. 1 have recited his triumphs before
and the accompanying comparative balance sheets speak louder than any
words in demonstraling the re-employment of capital.

DEMPSTER MILL Dempster Mill Manufacturing Company

Twelve months ended,
11/30/61 11/30/62 6/30/63 7/31/63

(dollars in thousands except per-share amounts)

In our most recent annual letter, I described Harry Bottle as the "man of

Cash 166 60 144 387 ||the year. " This was an understatement.
Marketable securities — at market - 834 2,029 2,049
few:'al?les i’ggg 1222 1,(2):3 zgg Last year Harry did an extraordinary job of converting unproductive asset
nventories 5 g = ) - -
Prepaid & other % 225 12 12 1{110 cash which we lhen, of course, began to invest in undervalued‘ securi-
CUITENE BSSELS ....oooorreeseeereeeeseeeeeeeeeeeeeees e 5491 3,549 4424 4202 | |lies. Harry has conlinued this year to turn under-utilized assets into cas
Property, plant & equipment, net 1,383 945 872 862 ||Harry (1) look the Inventory from over $4 milllon (much of it elow
Investments & other 45 5 62 62 moving) Lo under $1 million reducing carrying coste and
TOtal ASSELS .. .evvvvevvereeeerieereeeeeiisieeeeees e 6,919 4,499 5,358 5,126 obsolcscense risks tremendously;
gaﬁbICS&olhcr :2:2 346 ?Z; 274 (2) correspondingly freed up capilal for marketable security
ol £ R R
§ thich w d over $400,000;
Equity 4.601 4153 4839 4852 purchascs from which we gained over $ H
Total liabilities & equity .........cccoevmrririscuene 6,919 4499 5,358 5,126 valuation, (2) To some Cxltnl, we have converted the assets {rom the many-

actur hi 8 i 'hi e
aass 2374 206 1o ||laCturing business which has been a poor business, to& business which we

1383 oas _ 812 se2 ||think is & good business <= securities. (3) By buying agsets at & bargain
5,831 3,319 2,935 2,803
(1.230) - (125) - “Bottle was doing—and doing well—the dirty work that
4601 3319 2810 2803 1 Byffett couldn’t do. He was squeezing cash fi D ter’

- 834 2029 2049 . q g cash from Dempster’s
4601 _ 4153 _ 4839 _ 4852 || underperforming factories, which cash Buffett was funneling

into stocks and bonds. From Harry Bottle’s clay, Buffett was

7650 5341 4522 45.10 R . . .

B 1342 3205 3207 || Sculpting a wholly different enterprise—one with a

7650 _ 6683 _ 7787 _ 7807 || diversified (and steadily rising) portfolio of securities.”

Working capital ..
Fixed assets

Invested capital .
Less: debt .....
Net operating assets
Marketable securities ..

Net operating assets per share ..
Marketable securities per share .

Equity per share ................

Step #3: "Free-up" Capital
"Bottle took inventory from over $4M to under S1M." Buffett settled
Dempster's debt with S1M of the proceeds. And he "converted" the other

S$2M from the "bad" operating business to "a good business—securities."

Dempster now owned $33 a share of stocks.

turtlebay.io
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One sidelight for the fundamentalists in our group. B.P.L. owns 71.7% 0

7/31/63
11/30/61 Unaudited || Dempster acquired at a cost of §1,262,577.27. On June 30, 1363 Dempst
Cash $ 166,000 s~ 89,000 |[hada small safe deposit box at the Omaha National Bank contalning securi
ThepS, Covit: SecUritics & Sticost - 298,000 Jlyorth $2,028,415.25. Our 71.7% share of $2,028,415.25 amounts o
Other marketable securities - at ’ 4 T
market (which exceeds cost) = 2,049,000 ||$1,454,373.70. Thus, everything above ground (and part of {t undergroun
Total cash and securities 4683020 2,436,000 {5 profit. My securily analyst fricnds may find this a rather primitive,
Accountn recelvable (net 1,040,000 sed.000 melhod of accounting, but I must confess that I {ind a bit more substance
nvento
p,epn‘ﬁwensea. ete, 82,000 12,000 ||In this fingers and toes method than in any prayerful rellance thal someon
Current asaets 5, 541,000 4,202,000 will pay me 35 times nex! ycar's earnings.
Other t 45,000 62,000 cvasi ; : g
Netepl:::tsinsd equipment 1,383,000 62,000 ||A6 can also be seen, Dempsier earned a very satisfactory operating Prom
Aeintassets 25,919,900 $5.126.900 |0 the first hall (as well a6 & substantial unrealized galn (n securities) and
Notes payable $1,230,000 < ) i i w conducted, has
Other liabilities Wt 214,000 ||thETE 18 little question that the operating business, &6 now ¢ ?
Total liabilittes 2,318,000 272,000 ||g Jeast moderate earning power on the vastly reduced assets needed lo cor
Net worth 60, 146 shs. 11/30/61 ductit, Because of a very important seasonal factor and algo the presenct
62,146 shs. 7/31/63 4,601,000 4,852,000 |= - - - — " :
Total liabilities and net worth $6.519, 000 $s5.126.000 | ties. Harry has conlinued this year (o turn under-utilized assels into cas
Working capital 4,443,000 1,941,000 || but in addition, he has made the remaining needed assels productive. Thi
Fixed assets ...... 1,383,000 862,000
I d capital .. 5,831,000 2803,000 | || through these and many other steps, restored the earning
Less: debt .. (1,230,000 - capacity to a level commensurate with the capital employed,
Net operating assets .. 4,601,000 2,803,000
Marketable securities - 2,049,000 Net sales 35,654,618
Equity .. 4,601,000 4,852,000 | || o and expenses, exchusive of coss relting o property, plant end equipment
and debenfure Inerest expense (note a):
Net operating assets per Share ............ccccoe. ceewe 76.50 45.10 COSt Of sales $4v1551010
Marketable securities per share .. - 32.97 Selling’ administrative and genem CDERSES.e
Equity per share .................. 76.50 78.07 i .
Pro orma eamings befre coss relating to property,plant and
Return on invested capital — pre-tax proforma 1% 19% quipment, inferet on debentures and deral income taes,

LA/ AV

5346

Dempster's $33 portfolio exceeded Buffett's $28 basis. "Thus, everything
above ground was profit." And due to the price increases, cost cuts and
"vastly reduced" inventory levels, the remaining $45 of "above-ground"
equity now earned a "very satisfactory" 19%.
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Producers of Dependoble
Water Supply Equipment

DEMPSTER

DempsT€r MiLt ManufacTuring Company

BeaTrice. leBRASKA
July 20, 1963

TO THE STOCKHOLDERS
OF DEMPSTER MILL MFG. CO:

Enclosed is the notice of a special meeting of the stockholders, to be
held in Beatrice on Wednesday, July 31, 1963, at 7:00 o'clock P. M
This letter, is written so that you will be in a position to give advance
consideration to the matters that will be voted on at this meeting

Attached are financial statements showing the unaudited earnings for the
first seven months of the fiscal year as well as a balance sheet showing
the financial condition of the Company on June 30, 1963. It is apparent
that the fine job Harry Bottle started as president last year has been con-
tinued this year. There is a very substantial seasonal element to our
business, so that operations at about breakeven are expected during the
balance of the year. Nevertheless, it appears that operations for the full
vear will result in one of the best years in recent history.

This dramatic improvement in operating results has been produced by
eliminating unprofitable lines, closing unprofitable branch locations,
eliminating unneeded overhead, adjusting prices where warranted, etc.

In addition to restoring the Company to profitable operations, these
actions have substantially reduced the capital needs of the business. Ac-
cordingly, on June 30th we owned $1, 772,000 of marketable securities
with a market value on that date of $2,028,000. It appears that the Com-
pany will soon be in a position where only about 60% of its assets will be
utilized in the manufacturing business. This over-capitalization presents

important problems to the management in its efforts to produce a satis-
factory return on the total capital committed to the Corporation.

The management has given consideration to many alternative methods of
employing this capital in the business as well as explored possibilities
whereby these excess funds might be made directly available to share-
holders without the imposition of very substantial ordinary income taxes.
It appears to be impossible to make any pro rata distribution without such
a distribution being taxable as an ordinary dividend. Our legal advisors
have recommended that the most effective way of placing this capital in
the hands of Dempster stockholders would be through sale of the operating

assets of the Company as a going concern, to be followed by the Liquida-
tion of the corporation. This does not mean a Liquidation of the operating
business, for it will have been previously sold as a going concern.
all funds may be distributed pro rata to stockholders subject only to a
capital gains tax on the excess amount received over each stockiolder's

tax basis of his stock. It is particularly recommended that this action be
taken promptly since the Company has about exhausted the tax carryforward
as computed by our auditors and henceforth our operating profits will be
subject to 52% Federal income taxes.

We wish to emphasize Dempster will be sold as an operating business anc
the buyer will purchase the right to use the Dempster name in operations

After the sale, it is the present intention of the Board to proceed with the

orderly distribution of proceeds from the sale and from the dispssition of

other assets except for those assets which may be conveniently distributed
in kind.

While it is obviously impossible to estimate what the final realica
stockholders may be, it would appear certain to be substantially nigner
than current or past quotations on Dempster stock, Therefore, it would
appear advisable for stockholders to retain their shares, at least until
further word as to how sales efforts have proceeded

We hope all stockholders can attend the special meeting 5o that all quest:
may be answered. If you cannot attend, any written questions will be
answered promptly.

Yours very truly,
7,7 ) v = é’&‘
Si e & Zf‘/

Warren E. Buifett
Chairman of the Board

Success created a new problem: taxes

After exhausting their NOLs, Dempster faced (a) a 52% tax rate on

operating profits and (b) double taxation on securities. Buffett's solution?

Sell Dempster's operating assets and liquidate the company.

turtlebay.io
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PROSPECTUS

DEMPSTER MILL MFG. CO.

5,000 SHARES
6% PREFERRED STOCK
($100 par value)

Dividends cumulative from and including date of issue (expected to be about February 10,
1964) payable semiannually on the first day of January and July in each year.

Redeemable upon thirty (30) days previous notice at $105 per share plus unpaid accrued
dividends.

The shares offered hereby are not being underwritten and will not be offered for sale by
securities dealers! The offering is being made by the Company through its officers and directors
(named herein under “Management and Control”) who may be deemed to be “Underwriters”
under the Securities Act of 1933. No underwriting commissions will be paid. The Shares will be
offered in part to the holders of the Company’s $344,000 of non-negotiable promissory notes
which are convertible into Preferred Shares (see “Plan of Distribution” and “Introductory

tatement”).

This constitutes the initial offering of Preferred Stock of the Company and there can be no
assurance that a market will be established for the shares offered hereby. The Company con-
templates the issuance and sale through Underwriters, of $300,000 of 614 % Senior Subordinated
Sinking Fund Debentures conditioned upon the sale of a minimum of 4,000 shares of the Pre-
ferred Stock offered hereby, of which there can be no assurance. Even though less than 4,000
shares of Preferred Stock are sold, there will be no cancellation of sales of the Preferred Stock
or refund of the proceeds received from the purchasers thereof.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION

PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS.
ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

Price to “Underwriting Proceeds to
Publie () | Discount | Company (1 ()
Per Share ... $100 None $100
Total (maximum) $500,000 None $500,000

(1) Plus accrued dividends, if any.
(2) Before deduction of expenses estimated at $6,500.

The shares of Preferred Stock are offered subject to prior sale, when, as, and if issued and
|_subject to approval of certain legal matters by counsel.

PROFITABLE MANUFACTURING
COMPANY FOR SALE

Dempster Mill Manufacturing Co. with general offices and plant at Beatrice, Nebraska,
will be sold as a going concern at 3 public sale on September 30, 1963, subject to
negotiated sale until Sept. 13, 1963. Company Is a leading farm equipment, fertilizer
applicating equipment and water systems manufacturer. Main lines are- NHs and solu-
tions fertilizer applicating equipment including patented metering pump; water sys-
tems; planting, seeding and cultivating equipment. The presentmanagementwill remain,

Yearly sales are approximately $6,000,000. Net profits first seven months were more
than $375,000. Distribution 1s through 4000 distributors and dealers concentrated in
the Great Plains, Southwest and Rocky Mountains with additional distribution on the
Pacific Coast, and in the South East and East North Central States. Sales offices and
warehouses at Omaha, Wichita and Amanitlo Plant and offices, 290,000 sq. ft. For de-
tailed information contact, Mr. Harry T. Bottle, President.

DEMPSTER MILL MANUFACTURING COMPANY

BEATRICE, NEBRASKA « PHONE 223-4026

“Buffett tried to sell Dempster privately
but found no takers at his price, so in
August he notified the shareholders
that the company was for sale and ran
an ad in the Wall Street Journal.”

Buffett listed Dempster in the WSJ:
Profitable manufacturing company for sale; yearly sales of S6M and $0.4M
of seven-month net profits; will be sold as a going concern at a public sale

on September 30, 1963.

He found a buyer "at the last minute."

turtlebay.io
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DEMPSTER MILL MFG. CO.
Balance Sheet
September 30, 1963
ASSETS
CURRENT ASSETS:

Cash

Receivable from stockholder (Paid November 8, 1963)...

Inventories, at cost (note 1):
Raw materials ...... $
Work in process
Finished goods

Prepaid expenses -....

TOTAL CURRENT ASSETS.
PROPERTY, PLANT AND EQUIPMENT, AT COST (notes 1 and 2)
OTHER ASSETS—organization costs
(to be amortized over 60 months)

LIABILITIES

CURRENT LIABILITY—portion of purchase contract with First
Beatrice Corp. payable in cash or by assumption of liabilities payable
in cash (note 1)...

LONG-TERM DEBT

Long-term lease obligation (notes 1 and 2)... . - e $

614 % junior subordinated convertible deh ntures (note 3).n

5%% junior subordinated capital debentures (note 3)..........

STOCKHOLDERS’ EQUITY: -

6% cumulative nonvoting preferred sto
share. Authorized 5,000 shares; none

Common stock of $10 par valuc per share. Aufhmwed 200 000
shares; issued and outstanding 50,000 shares.

COMMITMENTS (note 4)

of 1;100 par value per

119,434
229,440

. 651,126

825,000
400,000

- 100,000

Net sales $ 5,654,618
Costs and expenses, exclusive of costs relaung to property, plant and equipment
and dehenture interest expense (note a;

$ 4,155,010
Sellmg, inis ive and general expenses. 962,192 5,117,202
Pro forma earnings before costs relating to property, plant and
equipment, interest on debentures and Federal income taxes....
Cosigrelating 4o property, plant and oquipment (note b):

Am rtization of related bond issue expense. X
Interest on related bond issu 50,000 151,151

Interest on debentures:

A. 19,500
$ 888,178 ﬂl/gvg: gznmr Subordmahed Smkmg F};\Ix:an)heah‘zn"t:l:x, Series 26000
8,950 A% Junior Subordinated Cnplm.l Debentures..... ﬂ
Pro forma earnings before Federal income taxes......
Federal income taxes, estimated
Pro forma net earnings.
000000 Preferred s‘cocl:vdi‘sidend requt
21,572
1,918,700
825,000 In 1963, the heavy corporate taxes we were facing (Harry surprised me by
. the speed with which he had earned up our tax loss carry-forward) coupled
2,300 with excess liquid funds within the corporation compelled us to either in
$ 2746 000 some way de-incorporate or to sell the business.
We set out to do either one or the other before the end of 1863, De-incor-
porating had many problems but would have, in effect, doubled earnings
for our partners and also eliminated the problem of corporate capital
gain tax on Dempster securities.
$ 921,000
“At virtually the last minute, after several earlier deals had fallen through
at reasonably advanced stages, a sale of assets was made, Although there
were a good many wrinkles to the sale, the net effect wag to bring approxi
1,325,600 mately book value, This, coupled with the gain we have in our portfolio of
The seller is asking for land, bul equipment
- and inventory . . - 3 . i $ 1,750, 000.00
500,000 Needed for new equipment for military work . . . . . . . 225, 000. 00
= To finance additional inventory . L 425,000. 00
To finance accounts receivable . . . . . . s e w W %300, 000. 00
Cash Account needed . . . . . . . . . . . ___ 100,000.00

TOTAL PROJECTED TO COVER REQUIREMENTS $ 2,800,000.00

The buyer? A group led by the Dempster family.

On October 1, 1963, Charles Dempster, the founder's grandson, paid

$1.75M for the company's inventories, fixed assets and trade names. "The

net effect was to bring approximately book value."
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FIRST BEATRICE CORP

(10/1/1963)

Dempster aSSet SALE .. ...ccoueiiiiiiiiiiie s $ 1,750
Reeceivables tnUN0O il e s s ey 900
Marketable SECUTILIES .........cciuiiiiieiiiiiie e 2,100
(O T USSP SRURURRRPPRRN 450
LLESS: TESEIVES .. .evviiiiiiiieieeee ettt e e e e e e e e e e (200)
INET @SSELS .. evviiiiiiiiiiiiieeees e eeee et e e e e e ettt e e e e eeaaeeeeeaeeeeeaaeesnnnnnnnnnnnes 5,000
Shares oUtSTANAING «vvsesmssmsmmsmmssmess s s s e s riss 62
Net aSsets PEr SNATE .. ... ..ooiiiiiiiiiiiiieee et $ 80.46

Dempster renamed First Beatrice Corp after asset sale
In thousands except per-share amounts

Includes estimates

At virtually the last minute, after several earlier deals had fallen through
at reasonably advanced stages, a sale of assets was made. Although there
were a good many wrinkles to the eale, the net effect was to bring approxi:
mately book value. This, coupled with the gain we have in our portfolio of
marketable securities, gives us a realization of about $80 per share.

Dempster now had $1.75M from the sale, S0.9M of retained receivables,
$2.1M of securities and $0.45M of cash. Buffett changed Dempster's
name to First Beatrice, liquidated the receivables and distributed the cash

and securities.

The distributions: "about $80 a share"

turtlebay.io
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DEMPSTER MILL DEMPSTER MILL
(Buffett Partnership return from first purchase in 1956) (Buffett Partnership return from average cost and change of control date)
CAGR Sale Purchase CAGR Sale Purchase
(1963-1956) (1963) (1956) (1963-1961) (1963) (1961)
Book value per share ....... 1% $ 80.00 72.78 Book value per share ......... 2% $ 80.00 76.50
1 1107 [ J—— 2% 1.0 0.2 Multiple 65% 1.0 04
Share price ..........eveenns 2% 80.00 18.00 Share price ........ococccrveres 69% 80.00 28.00
Multiple of invested capital 44 Multiple of invested capital 29

“In 1963, Buffett sold [Dempster]—netting the partnership a $2.3 million profit
and nearly tripling its investment. Three things made it work: the initial bargain
price, Buffett’s patience in holding on and his and Bottle’s turnaround.”

At $80 a share, Buffett made 4.4x on the initial 1956 $18 purchase and
2.9x on his $28 average cost. Dempster accounted for 1/3rd of Buffett
Partnership's 38.7% return in 1963. And the $2.3M profit was the
partnership's largest gain to date.

18



2 B H
| DERKSHIRE K1ATHAWAY INC.
1963 1964
Fiscal Year Fiscal Year
(Buffett exits) (Buffett enters)
INet sales . . . $5004600)] |Dwame- o - - oo - o2 o2 e s oo om o om owm o os e $49,982,830
%t:na;geiﬁzetﬂi?in ‘;:ﬁg?:ip‘g mcgs(t; ;feli';:‘g to property, plant end equipment Cost of sales, administrative and selling expenses . o . 48351012
Cost of sales $ 4,155,010 Depessiafion . . . . . . . .« o e e e ... 1,101,147
Selling, administrative and general expenses. . 962,192 5,117,202
Pro forma earnings before costs relating to property, plant and 49,455,159
equipment, interest on debentures and Federal income taxes................ 537416 OPERATING PROFIT (LOSS) . . . . . . . . . . . . 527,671
Full Year

2023 2022

(dollars in millions)
[nSurance-underwriting.........co.ccccvvevesssscssivivnrnensssss $5428 S (30)
Insurance-investment iNCOME......c.cvveerevvrsvvsrvees 9,567 6,484
Railroad 5,087 5,946
Utilities and energy....ummssmsssmsssssmssassisssis 2331 3,904
Other businesses 15,112 14,040
Other* (175) 509
Operating €arnings.........e.eveeresevvesssesseseesssssesses $37,350  $30,853

EQUITY VALUE = ZERO EQUITY VALUE = $875 BILLION

One year later, Buffett took control of another company: Berkshire
Hathaway. Berkshire and Dempster both earned around $530K. Berkshire
now earns $37B and has a trillion-dollar balance sheet. Dempster, on the

other hand, is bankrupt.

The difference: Warren Buffett
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Sources

* The Snowball (Alice Schroeder)

* Buffett (Roger Lowenstein)

* Of Permanent Value (Andrew Kilpatrick)
* The Cattleman
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Contact

Website: turtlebay.io
Twitter: @turtlebay io
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