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Casual Friday: Pass Fail? Not Quite + Mitigate Capital Gains Through 
Customization? – June 26, 2020 

 

Good afternoon - Bank Stress Tests: 
Last night, the Federal Reserve released the results of its “stress-tests.” 
 
The stress tests are composed of two parts: 

DFAST (Dodd-Frank Act Stress Tests): Bank balance sheets are subjected to adverse 
conditions and regulators then decide if capital ratios are sufficient given likely losses. 
34 of the nations largest and most important financial institutions undergo the tests. All 
the banks passed and comments from regulators are generally positive. 

An additional wrinkle, the Fed is conducting a specialized version of the stress tests to 
account for COVID-19 losses. Results will be released in subsequent date and investors 
do not know the exact scenarios yet. 

CCAR (Comprehensive Capital Analysis and Review). Banks submit their capital 
plans: stock buybacks, dividend policy, acquisitions. Regulators either approve or reject 
the institutions plan. Normally, the approval status and the banks plan are released 
immediately after DFAST results.  This year, banks will release the plan they submitted, 
and the approval status on Monday. So we won’t know specific company dividend 
policy until then. Banks will also need to submit an additional capital plan later this year. 

However, the big news from this test relates to future dividend policy. The Fed imposed 
a blanket rule that banks may not pay out a dividend which exceeds the average of the 
last 4 quarter earnings. Stock buybacks are now expressly prohibited. 

Side note:  From a technical perspective, we simply don’t understand why the regulators 
would eliminate stock buybacks.  They should just set the level of capital allowed to be 
returned to shareholders and allow banks to decide how to allocate it.  After all, if the 
money is being returned to shareholders why should it matter to regulators if it’s a 
dividend or share buyback? As long as the ending capital ratio is tolerable it really 
doesn’t matter from a corporate finance perspective! 
 
While the cap on dividends is not entirely welcome: 

• The measure is not overly draconian – there were fears of mandatory cuts or 
suspensions industry wide. 

• Floating dividends with earnings is reasonable given the fluid nature of Covid, and 
gives the Fed and the banks ability to change policy as needed 

• With one exception, banks in our portfolio fare reasonably well under this new formula 
and therefore we believe they do not face imminent dividend cuts.   

*Average EPS estimated eps (3q19 actual to 2q20 estimated) vs. current dividend 
(payout ratio) 

• Bank of America (BAC): $.49 eps vs. $.18 div (37% payout) 
• JP Morgan (JPM): $1.76 eps  vs $.90 div (51% payout) 
• M&T Bancorp (MTB): $2.69 eps vs. $1.10 div (41% payout) 
• PNC Financial (PNC): $2.26 eps vs. $1.15 div (51% payout) 
• Wells Fargo (WFC): $.42 eps vs. $.51 div  (123% payout) 

*Bloomberg, Barclays estimates 
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Dividend Highlights 

• Dividend growth can often 
provide transparent insight into 
a company’s fundamentals and 
vitality. 

• Dividend growth can provide an 
attractive stream of increasing 
cash flow to satisfy many 
financial objectives. 
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It’s worth noting the banks we cover increased loan loss reserves by a whopping 4-5 times in 1q 2020 and will likely to do the 
same in 2q. Despite these losses, banks were still profitable highlighting the durability of the balance sheets. Dividend yields 
remain attractive “as is” and prices already reflect a lot of doom and gloom. So while not a clear “pass” it could have been 
much worse.   
 
Tax Customized Separate Account Management: 
Seeking to change large cap strategies but worried about capital gains implications? 
Our Tax Alpha Transition Program may help mitigate taxes significantly during transition. 

Advisors have utilized it to ease taxes as they: 

• consolidate strategies/reduce inventory 
• eliminate under-performing strategies 
• deal with forced manager changes 

Berkshire Tax Alpha Transition Program - Platform limitation apply to this offering* 

Please call me for details or Easily Schedule a Time That Works for You. 

Bonus: looking to potentially increase your success rate as you transition more clients to managed accounts? It’s all in how 
you present it! 

https://www.investmentnews.com/advisers-shouldnt-be-afraid-outsource-portfolio-management-194342 

 
Have a good weekend! 

Regards, 
Gerry 

 
Contact Berkshire: 

 
Gerard Mihalick, CFA, Portfolio Manager 
gmihalick@berkshiream.com or (570) 825-2600  
 
Jason Reilly, CFP®, VP Advisor Distribution 
jason@berkshiream.com or (570) 825-2600
 
 
Intended for institutional and advisor use only  

*Morningstar Rating Morningstar Rating TM is calculated for investments with at least a three year history. It is calculated based on a Morningstar Risk- Adjusted Return measure 
that accounts for variation in an investment's monthly performance, placing more emphasis on downward variations and rewarding consistent performance. The top 10% of 
investments in each category receive five stars, the next 22.5% receive four stars, the next 35% receive three stars, the next 22.5% receive two stars and the bottom 10% receive 
one star. The Overall Morningstar Rating is derived from a weighted average of the performance figures associated with the three-, five- and 10- year (if applicable) Morningstar 
Rating metrics. Morningstar will not calculate ratings for categories or time periods that contain fewer than five investments. 
 
Berkshire Asset Management, LLC (“BAM”) is a Registered Investment Advisor under the Investment Advisors Act of 1940. Registration as an Investment Advisor does not imply 
any level of skill or training. All information contained herein is for informational purposes only and does not constitute a solicitation or offer to sell securities or investment advisory 
services. Access to BAM is only available to clients pursuant to an investment advisory agreement and accepting delivery of BAM’s Form ADV Part 2A and 2B. You are encouraged 
to read those documents carefully. BAM manages portfolios for individuals and institutions. All investing carries risk including risk of principal loss. No statement made herein shall 
construe investment advice. All statements made herein are opinions of BAM and subject to change. Berkshire assumes no responsibility towards the accuracy of the data 
included. 
 
Berkshire Dividend Growth SMA is available through various custodians, broker-dealers and UMA providers. This email is Intended for Institutional and advisor use only. This email 
may make information of third parties available via website links. The Third Party Content is not created or endorsed by Berkshire nor any business offering products or services 
through it. The delivery of Third Party Content is for general informational purposes only and does not constitute a recommendation or solicitation to purchase or sell any security or 
make any other type of investment or investment decision. In addition, the Third Party Content is not intended to provide tax, legal or investment advice. the Third Party Content 
provided to is obtained from sources believed to be reliable and that no guarantees are made by Berkshire or the providers of the Third Party Content as to its accuracy, 
completeness, timeliness. Berkshire is not responsible for the accuracy or completeness of information in links to non-affiliated third-party articles, which have been produced by 
entities that are not affiliated with Berkshire. Descriptions of, references to, or links to publications does not imply endorsement of that publication by Berkshire. Any opinions or 
recommendations from non-affiliated publications are solely those of the independent authors and are not the opinions or recommendations of Berkshire. 
 
Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). https://berkmgt.com/wp-content/uploads/2020/01/GIPS-
Compliant-Presentation-through-2018-1.pdf Berkshire Asset Management is a fee-based, SEC registered advisory firm serving the portfolio management needs of institutional and 
high-net worth clients. The Dividend Growth Composite contains portfolios invested in Berkshire’s Dividend Growth Strategy with an equity allocation target of 90% - 100%. The 
Dividend Growth Strategy’s primary objective is to generate a growing stream of equity income by investing in a diversified portfolio of equities with stable, high, and growing 
dividends. The benchmark is the S&P 500 Index. The index returns are provided to represent the investment environment existing during the time periods shown. For comparison 

https://berkmgt.com/wp-content/uploads/2020/06/Berkshire-Tax-Alpha-Transition-Program-Final.pdf
https://calendly.com/jasonreillyberkshire/berkshire-dividend-strategy?month=2020-06
https://www.investmentnews.com/advisers-shouldnt-be-afraid-outsource-portfolio-management-194342
https://berkmgt.com/wp-content/uploads/2020/01/GIPS-Compliant-Presentation-through-2018-1.pdf
https://berkmgt.com/wp-content/uploads/2020/01/GIPS-Compliant-Presentation-through-2018-1.pdf
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purposes, the index is fully invested, does not include any trading costs, management fees, or other costs, and the reinvestment of dividends and other distributions is assumed. 
An investor cannot invest directly in an index. Gross returns are presented before management and other fees but after all trading expenses. Net returns are calculated by 
deducting actual management fees from gross returns. Returns reflect the reinvestment of dividends and other earnings. Valuations are computed and performance is reported in 
U.S. dollars. To receive a complete list of composite descriptions and/or a compliant presentation, contact Jason Reilly, CFP® Tel: 570-825-2600 or info@berkshiream.com. Past 
performance does not guarantee future results. 
  
Definitions: The S & P 500 Index is a market capitalization weighted index of the largest 500 U.S. stocks. It is a market-value weighted index (stock price times # of shares 
outstanding), with each stock’s weight in the index proportionate to its market value. The index is designed to measure changes in the economy and is representative of most 
major industries. Russell 1000 Growth Index measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. 
The index was developed with a base value of 200 as of August 31, 1992. Russell 1000 Value Index measures the performance of those Russell 1000 companies with lower price-
to-book ratios and lower forecasted growth values. The index was developed with a base value of 200 as of August 31, 1992. You cannot invest directly in an index. BEst 
(Bloomberg Estimates) Earnings Per Share (EPS Adjusted) estimate returns Earnings Per Share from Continuing Operations, which may exclude the effects of one-time and 
extraordinary gains/losses. Beta is a measure of volatility vs. an index. Upside/Downside capture ratios refer to a portfolios performance as a percentage of either positive returns 
(upside) or negative returns (downside) vs. an index. Standard Deviation is a measure of total risk.  Alpha, Beta and capture ratios are represented as calculated by Morningstar. 

Risks: Past performance does not guarantee future results. Different types of investments involve varying degrees of risk, and there can be no assurance that any specific 
investment will either be suitable or profitable for an individual’s investment portfolio. Dividends are subject to change, are not guaranteed, and may be cut. Investing based on 
dividends alone may not be favorable as it does not include all material risks. There is no guarantee any stated (or implied) portfolio or performance objective mentioned by 
Berkshire can be met. Berkshire’s equity style may focus its investments in certain sectors or industries, thereby increasing potential volatility relative to other strategies or indices. 
The dividend strategy may include bundled services also known as a “wrap fee program”. Because there is typically a low turnover in the strategy, this may be more costly for some 
investors. No one should assume that any information presented serves as the receipt of, or a substitute for, personalized individual advice from a qualified advisor or any other 
investment professional. 

Market Commentary, Aggregate Holdings, Securities, Sectors, Portfolio Characteristics Mentioned: No statement made in this presentation shall construe investment advice. This 
presentation is for informational purposes only. Views, comments or research mentioned is not intended to be a forecast of future events. The mention of any security or sector is 
not deemed as a recommendation to buy or sell. Any reference to any security or sector is used to explain the portfolio manager’s rationale for portfolio decisions or philosophy. 
Research or financial statistics cited regarding securities or sectors do not contain all material information about them. Any securities mentioned represent a partial list of holdings 
whereas Berkshire portfolios typically contain approximately 30-40 securities in percentage weightings ranging from 1-5%. A complete list of holdings from a representative 
account is available upon request. Overall portfolio characteristics mentioned are from a representative account deemed representative of the strategy; data may be compiled from 
Bloomberg, Baseline or Berkshire estimates. Individual holdings, performance and aggregate characteristics of actual portfolios may vary based on a variety of factors including 
market conditions, timing of client cash flows and manager discretion. This presentation contains Berkshire opinions and use of Berkshire estimates which are subject to change at 
any time. Berkshire employees may have personal positions in any securities or sectors mentioned. Charts, presentations or articles may be obtained from third parties and 
Berkshire does not guarantee their accuracy. *Platform restrictions may apply.  Preliminary returns are based on composite estimates only.  Individual accounts will vary. All rights 
reserved. 
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