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Berkshire Hathaway reported Q3 2022 earnings this morning
and, as usual, the headline numbers fail to convey the story.
The quarter was very much a mixed bag. In this thread, I'll
provide some thoughts on the good and the bad.
$BRKA $BRKB
1/

Net *loss* was $2.7 billion for Q3 and net *loss* was $41 billion YTD.
After-tax operating *income* was $7.8 billion for Q3 and $24.1 billion YTD.
Obviously, these are very different numbers. What's going on?
2/

Berkshire's quarterly results are distorted by a 2018 accounting rule change that requires
that *unrealized* gains and losses on the company's large equity portfolio must run through
net income. As a result, net income swings around like crazy.
3/

But after-tax operating income wiggles around much less because it represents the business
results of Berkshire's numerous subsidiaries. While there is volatility in after-tax operating
income, you can see that it isn't anywhere near as volatile as net income.
4/

I wrote more about these distortions last quarter and suggest taking a look at that post for
more background on how the mechanics work.
(free to read, no need to be a subscriber. click "let me read it first" when the pop up appears)
5/

Berkshire Hathaway's Distorted Quarterly Results
Accounting changes introduced in 2018 cause wild swings in net income
https://rationalreflections.substack.com/p/berkshire-hathaways-distorted-quarterly

Berkshire has a very large portfolio of equity securities. The long-term performance of these
securities IS of major importance to Berkshire, but the quarterly moves are not indicative of
how Berkshire, the business is performing.
6/
Before looking at operating income, I should mention that book value per class A share is
now $310,652. The current price/book ratio is 1.39.
Buffett may no longer look at book value per share or consider it in repurchase decisions, but
I like to track it.
7/

In Q3, Berkshire repurchased 2,416 Class A shares for slightly over $1 billion, at an average
cost per share of $429,759. The attached image is a subset of my spreadsheet that tracks all
of Berkshire's repurchases, which reconciles exactly to Note 17.
8/

I am disappointed with the pace of repurchases this year, and the deceleration of the
repurchase program as the stock price has fallen.
As of 9/30, Berkshire had $105.2 billion of cash and treasury bills, although $11.6 bn was
spent on Alleghany on 10/19. Plenty of cash!
9/
Based on the share count on page 1 of the 10-Q, between 9/30 and 10/26, Berkshire
repurchased another 1,231 Class A equivalents spending somewhere in the neighborhood of
$500 million.
10/
As of 9/30, Berkshire had $18.6 billion of fixed income securities (although we have more
now with the Alleghany transaction completed). Buffett has done an outstanding job sparing
shareholders of the pain of higher interest rates. Look at the maturity profile (From note 3)
11/

As expected, Berkshire is accounting for Occidental as an equity method investment now
that the ownership stake is over 20%. See this post from August on why this has to be done
and the implications (mostly positive) $OXY
(free intro before paywall)
12/

Berkshire's Ownership of Occidental Exceeds 20%
Accounting treatment for 20% positions has varied over the years, as we can see
from the cases of BNSF, Moody's, DaVita, Kraft Heinz, and American Express
https://rationalreflections.substack.com/p/berkshires-ownership-of-occidental

Due to the fact that $OXY typically reports earnings after Berkshire, its results will be
reported in Berkshire's financials with a one quarter lag. As a result, none of Occidental's Q3
earnings appear in this report.
13/
Berkshire held $306.2 billion of equity investments as of 9/30. During the quarter, there
were pre-tax unrealized losses of $12.9 billion on the equity portfolio. YTD, the figure is pretax loss of $80.5 billion. Note 6 contains more details for those interested.
14/
Before turning to operating results, I just have to post this table from Note 15. Look at the
interest rates on this debt. A thing of beauty! As much as I hate what inflation does to
society, consider what inflation is doing to the real value of Berkshire's debts.
15/

Berkshire posted a pre-tax underwriting loss of $1,150 million in Q3 and $358 million YTD.
The most disturbing results are at GEICO for several reasons, so I will focus on it for the next
few tweets.
16/
GEICO posted a combined ratio of 107.7% for Q3 and 104.9% YTD. But we should really
focus on the loss ratio which was 97% in Q3 and 93.1% YTD. These are pretty awful numbers.
17/

It means that in Q3, for every dollar of premiums coming in the door, 97% are being paid out
to policyholders. To this, we add 10.7% representing the expense ratio to arrive at the
combined ratio.
18/
The concern I have is that GEICO has been cutting expenses like crazy in response to this
situation. The expense ratio in Q3 2022 of 10.7% is down from 14.6% in Q3 2021 -- over
$350 million in cuts!
19/
GEICO has been hammered by inflation in used car prices and other factors -- the narrative
on page 28 of 10-Q is a must-read. It is natural that management would try to cut costs, but
take a look at this article (one of many) on recent layoffs:

GEICO announces major layoffs
One department sees its workforce slashed
https://www.insurancebusinessmag.com/us/news/breaking-news/geico-announces-maj…

20/

This would lead me to believe that GEICO believes that the downturn they are facing is not
"transitory". Also, the reduction in ad spend is a concern. I am not going to get into
Progressive's results in this thread (maybe a future article), but they are much better.
21/
Are we dealing with a temporary headwind at GEICO or a threat to the long term
competitiveness (and profitability) of the brand? I do not want to jump to conclusions but
GEICO has been a star of Berkshire's insurance group and any long term impairment would
be painful.
22/
Won't go into primary and reinsurance in detail in this thread but here are results.
Underwriting losses across board, although reinsurance actually performed quite well given
Hurricane Ian. Berkshire could still pull off an overall insurance u/w profit for the full year.
23/

Net investment income was $1,408 million in Q3, up from $1,161 million in Q3 2021 due to
increases in dividend income and much higher interest rates on cash equivalents.
24/

BNSF's posted net earnings of $1,442 million for Q3, down from $1,538 million in Q3 2021.
The operating ratio increased 8.2 points to 67.7% due to increases in compensation. Fuel and
other expenses were much higher due to inflation (although fuel surcharges rose as well).
25/

Although physical volume shipped is down, revenue per car is up along with fuel surcharge
revenue which drove railroad operating revenue to $6,530 million in Q3 22 up from $5,591
million in Q3 21. We can see the physical volume decline in this table.
26/

I posted a detailed write-up on BNSF in August. BNSF will post its own 10-Q on Monday
which I plan to review and maybe I will write a thread on it. Here is the write-up from
August (free intro prior to paywall):
27/

Burlington Northern Santa Fe
A review of Berkshire Hathaway's twelve years of ownership
https://rationalreflections.substack.com/p/burlington-northern-santa-fe

BHE posted net earnings attributable to Berkshire shareholders of $1,585 million in Q3 22
vs. $1,496 million in Q3 21. One interesting thing to note is the decline in the real estate
brokerage group (which is owned by BHE).
28/

Earnings have plummeted in the real estate brokerage group, unsurprisingly. Won't get into
all of the BHE operations in this thread -- good summary on page 35 of the 10-Q
29/

Let's take a high level look at Berkshire's diverse Manufacturing, Service, and Retailing
Group. I have quarterly data going back several years. This is a subset of the spreadsheet
showing revenue and earnings since prior to COVID.
30/

And here are margins of the groups for the same period.
31/

Pages 36-41 of the 10-Q provides a good narrative of the group.
One thing to note is the margin compression in the Manufacturing consumer products group
and in retailing. There are suggestions in the narrative that the consumer is starting to be
more reluctant to spend.
32/

One reason Buffett's views on the macroeconomy are important is because he has so much
realtime data on all sectors of the economy. He loves getting data and no doubt scrutinizes it.
Reading between the lines, I see recession warnings in the narrative.
33/
This thread is not a comprehensive review of Q3 results, but does have the main notes that I
took as I spent several hours looking at the results and updating spreadsheets. I might write
more later this weekend or next week but wanted to post initial thoughts now.
34/
If you found this thread useful, please follow my twitter account and subscribe to Rational
Reflections where I write on many topics, including BRK. You can subscribe for free to get
quite a bit of content, although there is a paid option as well.
35/

Rational Reflections
Join thousands of subscribers who read our Weekly Digest free of charge. Paid
subscribers receive additional articles and profiles of interesting companies. Click
to read Rational Reflections, by The…
https://rationalreflections.substack.com/subscribe

The paid option's primary benefit is access to a series of business profiles. There are
currently nine profiles, of which one is free. (George Risk).
There are also paid profile of BNSF and Union Pacific.
Thanks for reading this thread.
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Full archive of all the posts from Business Profiles of Rational Reflections.
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