
1turtlebay.io

DEMPSTER MILL
Warren Buffett’s Turnaround



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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"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.
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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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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.
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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.”



Over the next five years, Dempster struggled. $7M of sales. 1% return on 
equity. $72 of book value. $50 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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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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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.

8turtlebay.io



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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“‘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, I’m telling Charlie, I’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, 
‘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 I 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



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%
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“Harry adjusted prices of repair parts, thereby 
producing an estimated $200,000 additional 
profit with virtually no loss of volume.”

“We had parts for windmills and certain farm 
equipment where we had a lock on the business 
and by repricing it could stop losing money.”



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 
lines. In less than a year, Dempster's "breakeven point had been cut 
virtually in half."
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Step #3: "Free-up" Capital

"Bottle took inventory from over $4M to under $1M." Buffett settled 
Dempster's debt with $1M of the proceeds. And he "converted" the other 
$2M from the "bad" operating business to "a good business—securities."

Dempster now owned $33 a share of stocks.
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“Bottle was doing—and doing well—the dirty work that 
Buffett couldn’t do. He was squeezing cash from Dempster’s 
underperforming factories, which cash Buffett was funneling 
into stocks and bonds. From Harry Bottle’s clay, Buffett was 
sculpting a wholly different enterprise—one with a 
diversified (and steadily rising) portfolio of securities.”



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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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.
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Buffett listed Dempster in the WSJ:

Profitable manufacturing company for sale; yearly sales of $6M 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."
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“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.”



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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Dempster now had $1.75M from the sale, $0.9M 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"
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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.
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“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.”



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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EQUITY VALUE = ZERO EQUITY VALUE = $875 BILLION
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