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GAIN/LOSS 
DJIA 28,323.40 6.9% -0.8% 
S&P 500 3,509.44 7.3% +8.6% 
NASDAQ 11,895.23 9.0% +32.6% 

 
 
Initial jobless claims decreased by 7,000 for the week ending October 31 to 751,000.  Continuing claims for the 
week ending October 24 decreased by 538,000 to 7.285 million. 
 
The October jobs report showed that the economy added 638,000 jobs as the unemployment rate fell to 6.9% 
from 7.7% in Sept.  

The Federal Reserve said the U.S. economy and employment improved since September but held interest rates 
at near-zero as the economy continues to face “considerable risks” ahead. “Economic activity and employment 
have continued to recover but remain well below their levels at the beginning of the year,” the Fed statement 
said. 

The ISM Non-Manufacturing Index for October came in at 56.6, pointing to an ongoing expansion in the services 
sector but at a somewhat slower pace than in September. October marked the fifth straight reading above 50.0% 
-- the dividing line between expansion and contraction -- but it was the lowest reading since May. 

The trade deficit for September narrowed to $63.9 billion from $67.0 billion in August, as export growth ($4.4 
billion) outpaced import growth ($1.2 billion) as global trade activity improved. 

The three major stock market indexes generated the biggest weekly percentage gains since April as Mr. Market 
cheered improving economic and employment data and the prospect of policy gridlock in Washington following 
the election.  For the week, the Dow gained 6.9%, the S&P 500 rose 7.3% and NASDAQ jumped 9.0%.  
 
As the markets opened on Monday morning, successful news on the COVID-19 vaccine front from Pfizer 
and BioNTech sent the stock market soaring. 
 
HI-Quality Company News 
 

 
 
During the third quarter, Berkshire Hathaway-BRKB reported net earnings increased 82% to $30.1 billion primarily due 
to the rebound in Berkshire’s equity investments during the quarter. Accounting rules require Berkshire to include the 
changes in gains/losses of its equity security investments in net income which resulted in a $24.7 billion net gain in the 
third quarter from investments and derivatives compared to a $8.7 billion net gain in the prior year period.  

Berkshire’s four major investment holdings represent 70% of total equities, including American Express at $15.2 billion 
(down 20% since year end or $3.7 billion), Apple at $111.7 billion (up 52% since year end or $38 billion), Bank of 
America at $24.9 billion (down 25% since year end or $8.5 billion), and Coca-Cola at $19.7 billion (down 11% or $2.4 
billion).    



Berkshire’s operating revenues declined 3% during the third quarter of 2020 to $63.0 billion with operating earnings 
down 32% to $5.5 billion due to the adverse impact of the pandemic on operations.  

During the third quarter, Berkshire’s insurance underwriting reported a $213 million loss compared to $440 million in 
profits during the prior year period due in part to COVID-19 losses and costs, hurricane losses and the GEICO 
Giveback program.  GEICO announced the GEICO Giveback credit which provides a 15% credit for all policies 
renewing between 4/8/20 and 10/7/20 as well as new policies due to the lower loss frequencies. The credits are 
expected to average $150 per auto policy and $30 per motorcycle policy for a total of $2.5 billion in premium credits. 
These credits may result in underwriting losses for the balance of the year and into the first quarter of 2021 as driving 
resumes. Insurance investment income declined 32% to $1.0 billion during the quarter, reflecting the significant decline 
in interest rates, resulting in lower interest income on substantial holdings of cash and U.S Treasury Bills. Dividend 
income also declined 16.5% during the quarter due to lower average stock investments. Berkshire believes interest 
rates, which are historically low, to remain low and that investment income will be substantially lower than in 2019 over 
the remainder of the year.  The float of the insurance operations approximated $135 billion as of 9/30/2020, an 
increase of $6 billion since year end 2019. The average cost of float was negative during the first nine months of 2020 
as the underwriting operations generated pre-tax earnings of $1.2 billion.   

Burlington Northern Santa Fe’s (BNSF) revenues declined 14% during the third quarter to $5.0 billion with net earnings 
declining 8% to $1.3 billion reflecting the negative impact on volumes of the COVID-19 pandemic. BNSF is an 
important part of the national and global supply chain. As an essential business, BNSF has continued to operate 
throughout the duration of the pandemic. However, the pandemic caused significant economic disruptions that 
adversely affected the demand for BNSF’s services. Berkshire believes BNSF’s fundamental business remains strong 
and has ample liquidity to continue business operations during this volatile period.  

Berkshire Hathaway Energy reported revenues charged ahead 9% during the third quarter to $6.2 billion. Net earnings 
rose 18% during the quarter to $1.4 billion reflecting increased tax benefits from renewable energy and increased 
earnings from the real estate brokerage business. 

Berkshire’s Manufacturing businesses reported third quarter revenues declined 5% to $15.2 billion with operating 
earnings down 9% to $2.3 billion. The Industrial Products segment was especially hard hit with revenues down 20% 
and operating earnings plummeting 36%. Precision Castparts experienced lower sales across all its major markets 
due the decline in aerospace sales related to the suspension of Boeing’s 737 Max aircraft and significant declines in 
the aerospace markets. The COVID-19 pandemic produced material declines in commercial air travel. Airlines 
responded by reducing and/or cancelling aircraft orders, which adversely impacted Precision Castparts’ business. The 
company is aggressively restructuring operations in response to the reduced volumes in the aerospace markets with 
plans to reduce its workforce 40% by the end of 2020. Profit margins are expected to continue to be negatively 
impacted for the balance of the year due to inefficiencies associated with the realignment of operations to reduced 
aircraft build rates. Berkshire believes the effect of the pandemic on commercial airlines and aircraft manufacturers 
continues to be particularly severe. The timing and extent of the recovery in the commercial airline and aerospace 
industries may be dependent on the development and wide-scale distribution of medicines or vaccines that effectively 
treat the virus. Berkshire took a non-cash $9.8 billion goodwill impairment charge related to Precision Castparts during 
the second quarter.  Marmon and IMC also each reported double-digit declines in pre-tax earnings during the third 
quarter due to the pandemic. 

Service and Retailing revenues declined 3% during the third quarter to $19.3 billion with pre-tax earnings up 27% to 
$875 million.  The spread of COVID-19 had a significant negative impact on NetJets and FlightSafety operations due 
to lower demand for aviation services due to the pandemic.  Retailing operations reported increases in sales and 
earnings as stores reopened and thanks to strong demand for home furnishings. McLane’s revenues decreased 5% 
during the quarter to $12.0 billion with pre-tax earnings jumping 92% to $96 million reflecting a slightly higher gross 
margin and good operating expense management.  

Berkshire’s balance sheet continues to reflect very significant liquidity and a very strong capital base of $415.2 billion 
as of 9/30/20, a decrease of $9.6 billion since year end. This decline included a goodwill and asset impairment charge 
of $11 billion related primarily to Precision Castparts. Excluding railroad, energy and utility investments, Berkshire 
ended the quarter with $423.9 billion in investments allocated approximately 57.9% to equities ($245.3 billion), 4.6% to 
fixed-income investments ($19.4 billion), 4.0% to equity method investments ($17.2 billion), and 33.5% in cash and 
equivalents ($142.0 billion).  

Free cash flow rose 27% during the first nine months of 2020 to $19.7 billion.  During the first nine months, capital 
expenditures declined 15% to $9.5 billion, including $7.1 billion in the capital-intensive railroad, utilities and energy 
businesses. Berkshire expects additional capital expenditures to approximate $3 billion for BNSF and Berkshire 
Hathaway Energy in 2020. During the first nine months, Berkshire purchased a net $48.9 billion in Treasury Bills and 
fixed-income investments and sold a net $6.2 billion of equity securities, including the sale of all its airline investments. 



Berkshire has invested $6 billion in five Japanese trading companies and made at least $2 billion of additional 
purchases in Bank of America.  In July 2020, Berkshire Hathaway Energy reached an agreement with Dominion 
Energy to acquire substantially all Dominon’s natural gas transmission and storage business.  In connection with this 
transaction, on November 1, 2020, Berkshire paid $2.7 billion in cash and assumed $5.3 billion of Dominion debt. The 
acquisition of the remainder of the Dominion businesses is expected to close in early 2021. 

Berkshire revised its buyback policy which now permits Berkshire to repurchase shares at prices below Berkshire’s 
intrinsic value, as conservatively determined by Warren Buffett and Charlie Munger.  During the first nine months, 
Berkshire repurchased about $16 billion of its common stock, including a record $9 billion in the third quarter.  These 
repurchases included 11,387,889 Class B shares acquired at an average price of $215.80 and 3,670 Class A shares 
purchased at an average price of $325,251 per share during September 2020. After quarter end, it appears Berkshire 
has acquired approximately an additional $2 billion of its common stock based on its lower share count on the 10-Q as 
of October 26, 2020. With Berkshire’s stock valuation still appearing very attractively valued, we expect further share 
repurchases. Buffett’s largest investment in 2020 is Berkshire Hathaway itself!   

 

Biogen’s-BIIB experimental Alzheimer's disease drug was found effective enough in a large trial to support approval, a 
U.S. Food and Drug Administration panel said. As a next step to a regulatory approval, the drug will be reviewed by 
FDA's independent experts before making their recommendations to the agency. However, the panel of independent 
advisers to the U.S. Food and Drug Administration (FDA) voted that the potential Alzheimer’s treatment from Biogen 
has not been proven to slow progression of the disease. The FDA is expected to make its decision on the drug by 
March and is not obligated to follow the recommendations of the panel. 

 

General Dynamics-GD was awarded a $9.47 billion contract for the construction of Columbia class submarines. The 
contract for the nuclear-powered ballistic missile submarines covers the move to full construction of the first ship in the 
class, the USS Columbia, as well as continued advanced construction of the second ship, the USS Wisconsin. 

In other news, General Dynamics was awarded a $4.4 billion Department of Defense Enterprise Contract over a ten-
year period to help improve collaboration and information sharing across the Department of Defense with the largest 
ever deployment of Microsoft-MSFT Office 365. 

 

Fastenal-FAST reported October net sales dipped 0.4% to $488.2 million with daily sales up 4.1% to $22.2 million as 
there was one fewer business day compared to last year. Sales by end market dipped 0.1% in the manufacturing 
segment with non-residential sales down 9.9%. Daily sales growth by product line was driven by Safety which was up 
32%, with other product sales up 0.8% and fasteners down 4.7%. The percentage of the top 100 national accounts 
growing was 37% compared to 61% last year. The number of public branches growing was 50% compared to 56% last 
year. Employee headcount was down 7.7% at the end of the month to 20,290. 

 
Tractor Supply-TSCO announced that its Board of Directors declared a regular quarterly cash dividend of $0.40 per 
share of the Company’s common stock. In addition, the Company announced its intention to restart its share 
repurchase program which had been suspended in March 2020 due to the uncertainty related to the COVID-19 
pandemic. This capital allocation announcement is consistent with the company’s strategy to generate a healthy 
shareholder return. A strong balance sheet and cash flow generation allows the company to not only invest in the 
business but return cash to shareholders through dividends and opportunistic share repurchases. With recently 
completed refinancing, the company has no near-term maturities and ample capital to position the business for 
continued success. 

 



**** 

Mr. Market celebrated the end of the election with one of the best weekly gains since April. What history has shown us 
is that the financial markets generally respond favorably to the resolution of uncertainty following an election, 
regardless of which party gains or loses control. Policy changes take time to implement, especially if there is a divided 
Congress. This allows our HI-quality management teams time to adapt to any new policy, regulatory or tax changes. 
Investment and asset allocation decisions should be based on a longer term, fundamental discipline as opposed to the 
short-term effects of election results. 

If you have any questions, please let us know. 
 
Sincerely, 

Ingrid R. Hendershot 
 

Ingrid R. Hendershot, CFA 
President 
 


