
vol. 2 issue 4

I’m sure even the Oracle of Omaha has to shake his head sometimes and wonder 
how he has come this far.

I had to rub my eyes a couple of times to make sure I was reading it right, but it is 
true. As of June 30, 2016, Warren Buffett’s company Berkshire Hathaway was sitting 
on $100 billion of cash.1

Just look at all of the zeros in $100,000,000,000! 

It is an insane amount of money, and that is just what Berkshire has sitting in liquid 
deposits.  

That is the ready-to-spend-cash in the Buffett piggybank. On top of that, Berkshire 
has another $166 billion invested in equities plus full ownership of operating sub-
sidiaries that generated $30 billion in cash flow last year.

Obviously, what this man sitting in an office in Omaha has accomplished is incredible. 
What makes it more amazing is that Buffett created this after starting with a dying 
textile mill named Berkshire Hathaway 50 years ago.

From this to $100 billion in cash! Source: Wikipedia

Imagine what the man could have accomplished if he had actually started with a 
business that wasn’t in terminal decline!
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The Berkshire Hathaway billions were not generated by making one lucky call. All of that wealth has been created by 
Buffett making good investment decision after good investment decision.

So this month when I saw a chance for us to lock down a rock-solid 5.6% yield by owning bonds in a company that 
has a major Berkshire Hathaway stamp of approval… I knew we had a winner.

Meet Ted Weschler — A Man Buffett Trusts to Invest His Money
Buffett once was quoted as saying, “My idea of a group decision is to look in the mirror.”2 Given what he has accomplished 
making decisions by himself, I’d say I don’t blame him.

What then does Buffett’s view on trusting only his own judgement say about the investing acumen of a man that Buffett 
handpicked to invest $10 billion of Berkshire Hathaway’s cash?

I’m going to go out on a limb and suggest that it says Buffett thinks this 
particular investor is a pretty sharp cookie.

Let me then introduce you to Ted Weschler. One of only two investing 
lieutenants that Warren Buffett has carefully selected to invest billions 
of dollars of Berkshire’s massive hoard of cash.

A man that Buffett has tabbed to replace him when he eventually  
leaves Berkshire.

Weschler’s investing approach is just like Buffett’s. They run carefully 
selected but concentrated portfolios.

Prior to joining Berkshire in 2012, Weschler ran his own hedge fund 
named Peninsula Capital Advisors. His investment performance man-
aging the fund was spectacular.3

From the time Weschler launched the fund in 2000 until he closed it in 2011, he generated a return of 1,236%, far 
outpacing the overall market, which went virtually nowhere over the same period.4

DaVita is a company that has played a huge part in the investment success that Weschler generated at Peninsula Capital.

Based on the SEC filings that Peninsula made while Weschler managed the fund, we can see that DaVita represented 
between 20–40% of its portfolio at all times from 2001–2011.5

As a concentrated investor who does enormous amounts of research, we can be sure that Ted Weschler understands 
DaVita better than virtually anyone else on the planet.

Since coming to work at Berkshire, Weschler continues to show that he thinks very highly of DaVita. Of the $10 billion 
that Buffett has given Weschler to manage6, 25% of it is currently invested in DaVita shares.7

Given what we know about the investing acumen of Buffett and now Weschler, I’m inclined to think that the long-term 
prospects of DaVita are pretty solid. In fact, with Berkshire and its $100 billion in cash backstopping DaVita as 20% 
shareholders, I’d say those business prospects are rock-solid.
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The man Buffett trusts with billions of his cash. 
Source: Omaha.com
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Let’s dig a little deeper and learn more. 

Buffett Has Always Loved a Business With a Shark-Infested Moat
DaVita is a leading American kidney-care company.  

DaVita operates through a network of 2,295 outpatient dialysis centers in 46 different states plus the District of Columbia. 
The company also provides dialysis services on an inpatient basis through 900 hospitals with laboratory services.

In 2012, DaVita added a health care delivery and management business that services over 800,000 patients when it 
acquired HealthCare Partners.

Unfortunately, the dialysis business is a strong and growing one. The National Kidney Foundation reports that more 
than 660,000 Americans receive regular treatment for kidney failure (known as end-stage renal disease); 468,000 of 
those are current dialysis patients.

Those numbers are bound to grow. There are currently more than 29 million Americans who have been diagnosed 
with diabetes and another 86 million who have pre-diabetes. Somewhere between 15–30% of those people with 
pre-diabetes will develop full-blown diabetes within half a decade.

It is inevitable that the number of Americans with end-stage renal disease is going to grow.

Patients with end-stage renal disease either require a kidney transplant or constant dialysis for the rest of their lives. 
The dialysis treatment consists of heading to a clinic (like one of DaVita’s) for three four-hour sessions per week. Those 
treatment sessions involve the patient being connected to a dialysis machine that essentially cleans their blood.

For DaVita, this is a good business to be in. What makes it even better is that there are really only two players in this 
industry. Between them, DaVita and Fresenius Medical Care serve over 85% of American dialysis patients, splitting the 
market almost evenly.

The dialysis market is essentially an oligopoly where two companies of significant size plus a couple of other smaller 
players make it virtually impossible for new competition to enter.

This is exactly the kind of dominant business that Warren Buffett has always loved. One with a competitive moat that 
is virtually impossible to displace. A business that will generate a predictable amount of cash flow into the future.

Obviously, Ted Weschler has a similar taste for such businesses.

Weschler rarely speaks publicly, but a couple years ago he explained what it was that made him want to put so much 
of Warren Buffett’s money into DaVita.8

Dialysis Provider

1. Fresenius Medical Care N.A.

2. DaVita Kidney Care

3. U.S. Renal Care

4. Dialysis Clinic Inc.

5. American Renal Associates

6. Satellite Healthcare

7. Atlantic Dialysis Management

8. Northwest Kidney Centers

9. Centers for Dialysis Care**

10. Rogosin Institute

* Does not include pending acquisition of Renal Ventures Management (2,387 patients as of 5/15).      ** Excludes 96 in-center hemodialysis patients,
55 PD patients, and 50 HHD patients in three clinics where CDC owns less than 50%.     *** Growth from 2014–2016

Source: Rationalwalk.com
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The 10 Largest U.S. Dialysis Providers in 2016
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He explained that it was as simple as DaVita ticking all three boxes that Weschler thinks are essential for a company 
to be a good health care investment:

• One, DaVita makes the total cost of health care cheaper because of the services it provides.
• Two, DaVita provides care that can’t be found elsewhere.
• Three, DaVita is run by a talented team that is providing substantial return on capital invested.

The explanation wasn’t terribly complicated, which reminds me of how Buffett has explained some of his best investments. 
There is certainly no doubt that Weschler’s approach has been proven to work given that DaVita’s share price has gone 
up more than tenfold while Weschler has owned it.

The Financials — Generating Billions in Free Cash Flow
Ted Weschler has purchased 20% of DaVita’s shares for Berkshire Hathaway. We are going to join Berkshire by investing 
in DaVita, but we aren’t going to own the shares.

We are going to own DaVita bonds.

That means we are going to be ahead of Warren Buffett’s company in the capital structure of DaVita. In other words, 
we get paid before Berkshire sees any benefits from the cash flow that DaVita generates.

You know that Buffett is going to get paid, so that means that we are, too. However, we are going to get paid first.

Over the period of 2017–20, DaVita believes it will gen-
erate $7.2 billion in operating cash flow. The company 
lays out its projections in the slide on the right.

Operating cash flow is the cash that is generated after 
interest payments on our bonds have been made. Over 
the 2017–20 period after buying back some shares ($600 
million worth) and investing in capital spending ($3.25 
billion worth), DaVita expects to increase the cash on its 
balance sheet from $1.2 billion today to $4.5 billion by 
the end of 2020.9

All of this excess cash flow being generated shouldn’t 
come as a surprise. This is the kind of business that 
investors like Buffett and Weschler love. It is also the kind of cash flow you would expect a company operating in an 
oligopoly to generate.

Last year alone, DaVita generated just under $2 billion in operating cash flow, so these forward-looking numbers are 
very reasonable. That combined with the $1.2 billion in cash that the company has on its balance sheet puts DaVita in 
a strong financial position.

How Does DaVita Stand up to Our C.A.S.H. System?
We evaluate each of our high-yield bond opportunities by looking at four key metrics that affect the company’s ability 
to pay us back. If a company doesn’t measure up to any of these metrics, we take a pass.

Let’s take a quick look at how DaVita stacks up…

Cash
Our first concern is how much actual cash the company has on hand.

DaVita has $1.2 billion in cash and is generating more each and every month. By the end of 2020, the company believes 
it will have $4.5 billion in cash sitting on its balance sheet.

Operating Non-Controlling Maintenance Free Cash Development Cash
Cash Flow Interest CapEx Flow CapEx Available

DaVita’s Business Is A Cash Flow Machine
Cash Scenario 2017–2020

Source: DaVita

*Cash and ST investments balance as of 12/31/16.
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Unfortunately, the diabetes trends in the United States are going to be what drives all of this cash flow. The patients 
that DaVita already has have to come in for dialysis treatment three times a week. There is no option for them — they 
need it to survive. That means the DaVita’s cash flow is reliable and predictable.

With tens of millions of Americans expected to be diagnosed with diabetes in the coming years, the number of patients 
that rely on dialysis is going to increase. So too will DaVita’s cash flow.

Assets
A firm’s assets give us more information on its ability to repay debt.

DaVita’s main asset is the nationwide network of dialysis clinics that it has built out. These clinics have positioned 
DaVita as one of the two main players in an oligopoly.

These assets are the moat that protects the DaVita business. It would be virtually impossible for any significant new 
competition to get into this market given the strength that the two existing dominant players have developed.

It is this moat that has made DaVita such a large equity position for Ted Weschler and Berkshire Hathaway. It is this 
moat that makes it readily apparent that DaVita will have no problems making its contractually obligated interest and 
principal payments.

Safety
Is our investment safe if we buy these bonds?

Warren Buffett’s first rule of investing is “Don’t lose money.” His second rule of investing is “Don’t forget rule No. 1.”

You can bet that Ted Weschler adheres to the exact same investing approach. His investment performance over the 
years certainly suggests he does. Given that he has put up to 40% of his fund into DaVita at times over the years 
means he must feel that this company is incredibly safe.

Given that he has been able to put $2.5 billion of Berkshire’s cash into DaVita means that Buffett must have a similar view.

Weschler’s stamp of approval means something but we can see the quality of this business ourselves. DaVita’s balance 
sheet has lots of cash and the business is generating even more of it every month.

With DaVita’s dominant position in this oligopoly, that cash-generating ability isn’t something that is going to change 
anytime soon.

Health
The overall health of the business should ensure debt is repaid.

This is a very healthy company. It has lots of cash, extremely reliable cash inflows, strong growth potential and one of 
the strongest market positions that you will ever see.

You can certainly see why Ted Weschler has made so much money owning shares of DaVita over the years. We can 
feel even better about our chances given that our bonds are going to position us ahead of Weschler and Berkshire in 
the DaVita capital structure going forward.

Conclusion — This Is a Great Time to Be Buying Bonds Backed by Buffett
Like all markets, the high-yield market is rather cyclical. There are up cycles and there are down cycles.

Right now we are in an up cycle. Everything has been going pretty well in the economy, the stock market is booming 
and interest rates are extremely low.

All of those factors have taken away investor fear, and instead, investors feel greedy. The result is that finding really 
attractive, deeply discounted high-yield bonds is difficult today.
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That will change, but until it does, we must take what the market gives us.

For us here at Contract Income Alert, that means it is time to focus on quality. DaVita is a perfect example of that. This 
is a great company with the blessing of a great equity investor.

The fact that Berkshire with its $100 billion in cash owns 20% of DaVita make these bonds even more secure. Could 
Weschler and Buffett be looking to eventually acquire the entire company?

Given the competitive moat the business has, I certainly think it is a strong possibility. Buffett is always looking to 
acquire full ownership in businesses with predictable cash flow growth.

Today, let’s join Weschler, Buffett and Berkshire and start receiving a very nice income stream from DaVita.

Our 5.0% Annual Income Stream From DaVita Bonds
Today, we’re going to buy DaVita bonds that mature on 
Aug. 15, 2022. These bonds pay an annual interest rate 
of 5.75% based on the $1,000 “par value” of each bond. 
Each bond is legally obligated to pay investors $28.75 
via two “coupon payments” each year.

Our DaVita bonds are trading at roughly 103 cents on 
the dollar. The market recognizes the fact that this com-
pany is solid and therefore prices the bonds accordingly.

I’d love to get the bonds at a discounted price, but I’m 
thrilled to be able to lock in a 5.6% effective yield on this 
company that has a major Berkshire Hathaway blessing. 

On the right is a table that shows exactly what payments 
you can expect for each of the bonds you buy today.

Remember, these bonds have a $1,000 “par value,” 
which means the company owes investors $1,000 for 
every bond outstanding. Today you can buy the bonds 
for about $1,030 each (and I would use a limit order to 
make sure you don’t pay more than $1,040).

Once again, these bonds carry a 5.75% interest rate. 
So for every bond you purchase, you’ll receive a $28.75 
payment twice a year. Those payments should add up to $287.50 over the remaining life of the bond. Remember, even 
if you buy these bonds at a discount, DaVita is still legally obligated to pay you the full $28.75 twice each year. That 
gives you an effective annual income of 5.6% from this bond based on the current bond price of $1,030.

Our bonds are scheduled to mature on Aug. 15, 2022, or roughly five years after this issue is printed. You’ll receive the 
full $1,000 per bond on that date, or before if the company chooses to refinance early.

Between the $287.50 in interest payments and the $1,000 you’ll receive when the bonds mature, you should accumulate 
profits of $256.22 for each bond. That’s a contractually obligated 24.8% return with a very comfortable level of risk.

Editor’s Note 
When you buy a bond, you’re responsible to pay the “accrued interest” on the bond. This is the interest that has accumulated since our 
corporation made its last interest payment. The interest is added on to the “base price” for the bond and included in your purchase price. 
The good news is that when our bond pays its next interest payment, you’ll receive the full amount of interest since the last payment.

The tables in this report include accrued interest as of Aug. 23, 2017. If you’re buying the bond later, the amount of accrued interest will in-
crease slightly for every day that passes. So your purchase price may be slightly higher depending on what day you purchase your bonds.

Investment

DaVita Healthcare Partners Inc — 5.75 8/15/2022 — 
Cusip: 23918KAP3

Coupon/Interest Payments

Principal Payment

Guaranteed Profit

$1,030.00

$1.28

$1,031.28

$28.75

$28.75

$28.75

$28.75

$28.75

$28.75

$28.75

$28.75

$28.75

$28.75

$287.50

$1,000.00

$1,287.50

$(1,031.28)

$256.22

24.8%

Principal

(55 days accrued interest)

Total Investment

2/15/2018 Coupon Payment

8/15/2018 Coupon Payment

2/15/2019 Coupon Payment

8/15/2019 Coupon Payment

2/15/2020 Coupon Payment

8/15/2020 Coupon Payment

2/15/2021 Coupon Payment

8/15/2021 Coupon Payment

2/15/2022 Coupon Payment

8/15/2022 Coupon Payment

Total Coupon Payments

12/1/2022 Maturity

Total Payments

Initial Investment

Profit

Total Return
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• Get your broker on the phone

• Tell him you want to buy DaVita bonds

• Explain these are the 5.75% bonds maturing on 8/15/2022

• The CUSIP is 23918KAP3

• Tell your broker to pay no more than $1,040 in principal

• Tell him you understand there will be additional accrued interest

• (Each bond should cost roughly $1,031 based on the current $1,030 price)

• Your broker will place the trade and call you back with a “fill.”

Alternatively, you can log on to your brokerage account, locate the DaVita 5.75% 8/15/2022 bonds with the CUSIP 
23918KAP3. Make sure you use a $1,040 limit for these bonds (this way you pay no more than 104 cents on the dollar).

Once you own the bonds, you are legally entitled to payments of $28.75 two times every year.

Your first payment should hit your account on Feb. 15, 2018. Also, DaVita is legally required to pay you $1,000 per 
bond on Aug. 15, 2022. Between the coupon payments and your $1,000 principal payment, you will receive a 24.8% 
return over that period with an effective annual income stream of 5.6%.

Here’s to growing your income,

 
Zach Scheidt 
Editor, Contract Income Alert 
@ZachScheidt

MAKE UP TO AN EXTRA $2,000 PER MONTH (BARE MINIMUM)

This is the easiest way we’ve ever found for you that could make an extra $2,000 per month.

But only if you hurry.

I cannot guarantee how long we’ll be allow us to keep this video online.

Click here to see how to make a minimum of $2,000 per month — guaranteed.

ACTION TO TAKE: 
Buy the DaVita 5.75% bonds at $104 or better.

https://twitter.com/zachscheidt
http://www.agorafinancial.info/bareminimum
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Contract Income Alert Portfolio Positions

Debt Restructuring Positions

Prices Current as of Market Open 08/23/2017

COMPANY SYMBOL BUY  BUY CURRENT CURRENT GAIN/ COUPONS NEXT 
 (CUSIP) DATE PRICE DATE PRICE LOSS RECEIVED PAYOUT DATE

EP Energy * 29977HAB6 4/11/16 $51.05 8/23/17 $75.42 75.29% $140.63 11/1/17
Resolute Energy 76116AAB4 7/27/16 $79.09 8/23/17 $99.93 37.10% $85.00 11/1/17
iHeartCommunications 184502BN1 9/1/16 $82.00 8/23/17 $76.00 6.40% $112.50 9/1/17
Atwood Oceanics 050095AM0 9/28/16 $79.88 8/23/17 $95.98 28.29% $65.00 2/1/18
K Hovnanian Enterprises 442488BU5 11/9/16 $87.28 8/23/17 $90.70 6.79% $25.00 11/1/17
Walter Investment Mgmt. 93317WAC6 11/23/16 $77.27 8/23/17 $57.46 -15.44% $78.75 12/15/17
Bill Barret 06846NAD6 12/21/16 $96.00 8/23/17 $86.98 -5.75% $35.00 10/15/17
Scientific Games 80874YAQ3 1/18/17 $91.60 8/23/17 $103.25 16.33% $33.13 11/15/17
ION Geophysical 462044AE8 2/15/17 $95.74 8/23/17 $98.51 7.13% $40.63 11/15/17
Iron Mountain 46284PAP9 3/15/17 $100.47 8/23/17 $102.86 5.25% $28.75 8/15/17
Tempur Sealy Intl 88023UAG6 4/19/17 $98.74 8/23/17 $102.67 6.77% $27.50 12/15/17
Freeport-McMoRan 35671DBL8 5/24/17 $94.21 8/23/17 $98.34 4.39% $0.00 11/14/17
Carrizo Oil and Gas 144577AH6 6/29/17 $100.00 8/23/17 $97.16 -2.84% $0.00 12/1/17
Antero Resources 03674XAC0 7/26/17 $102.22 8/23/17 $99.77 -2.39% $0.00 12/1/17
DaVita 23918KAP3 8/23/17 NEW! 8/23/17 NEW! NEW! NEW! 2/15/18

* EP Energy and Everest Acquisition are joint issuers. 

COMPANY SYMBOL BUY  BUY CURRENT CURRENT GAIN/ COUPONS NEXT 
 (CUSIP) DATE PRICE DATE PRICE LOSS RECEIVED PAYOUT DATE

Gymboree Corp. 403777AB1 5/25/16 $51.98 8/23/17 xx xx $91.26 xx
Erickson Inc.  29482PAB6 6/29/16 $53.01 8/23/17 ** xx $0.00 xx

** Being converted into new shares of Erickson stock. 
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