Berkshire Dividend Strategy

Casual Friday: Banks’ Big Dividend Increases + AbbVie Acquistion – June 28, 2019

Berkshire Dividend Growth and Income Strategy
Dividend Strategy Scorecard 3.31.2019 - Dividend Strategy Fact Sheet 3.31.2019
Banks received broad approval of their 2019 capital return plans (CCAR). The results were
better than expected and the median "all-in yield" (calculated as dividend yield + share
repurchase/current price) of the tested banks will exceed 11%. Look for this capital return
structure to be a continued tailwind for the sector in the years ahead.
Strong Dividend Increases Announced for Banks in the Berkshire Dividend Strategy:
**Plans subject to board approval**
•
•
•

Wells Fargo & Company (NYSE: WFC) - Expects to increase stock dividend 13%
and plans for $23.1 Billion in stock repurchases - Press Release
JPMorgan Chase & Co. (NYSE: JPM) - Expects to increase stock dividend 12.5%
and plans for $29.4 Billion in stock repurchases - Press Release
PNC Financial Services Group, Inc. (NYSE: PNC) - Expects to increase stock
dividend 21% and plans for $4.3 Billion in stock repurchases - Press Release

AbbVie (ABBV) Acquisition:
This week, AbbVie announced a $63 billion dollar acquisition of Allergan. News sent shares
of ABBV down sharply. The market initially focused on the negatives, viewing it as a
desperate and expensive attempt by ABBV to fill a faltering pipeline. Some of our investors
have asked about the sustainability of the dividend, which has grown at a whopping 20%
per year over the last 5 years. We expect dividend growth to slow post deal, but we think
the stock now offers a nice blend of yield, dividend growth and price appreciation.
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Dividend Highlights
•

Bull Case:
•
•
•
•
•
•
•
•
•

Management indicated they will use AGN’s cash flow to continue to grow the
dividend
o 6% current dividend yield in low rate environment
The acquisition was not expensive compared to other large deals in biotech pharma
space
Acquisition likely adds to cash flow near term
Manageable debt load
The deal diversifies revenue stream away from Humira (@20 billion in 2019 sales),
which has good patent protection until 2023
AGN’s cosmetic Botox and its eye care business are “cash pay” and not subject to
reimbursement risks
Outside chance something else from AGN’s pipeline contributes meaningfully to
sales (migraine, bi-polar)
Potential in ABBV’s pipeline (blood cancer, hep C franchise) may be
underestimated (but they need to deliver)
Valuation: Single digit forward P/E

•

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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Risks:
•
•
•
•
•

Integration risk of large deal
Risk of cash flow not materializing
Government intervention into drug pricing hurts profitability of all companies
Potential deja vu? ABBV’s $5.8 billion acquisition of Stemcentrx led to $4 billion write down
Botox cosmetic has no patent, just a trademark

Historical Dividend Growth Rate:
•
•
•
•

1 year dividend growth rate: 37.63%
3 year dividend growth rate: 23.41%
5 year dividend growth rate: 20.17%
Total dividends per share paid out 5 years: $13.03 / per share

We will continue to monitor the prospects for the combined company. Call/email with questions

Casual Friday BONUS: Summer is finally here and many are likely getting together with friends and family!
- Light summer American wines…great to bring to a gathering - https://www.bloomberg.com/news/articles/2019-0628/a-new-wave-of-good-american-rose-wine-rivals-bottles-from-france?srnd=pursuits-vp
- Beyond wine…interesting gifts for your host - https://www.bloomberg.com/news/articles/2019-06-28/best-hostessthank-you-gift-ideas-and-housewarming-presents?srnd=pursuits-vp
Have a great weekend!
Gerard Mihalick, CFA
Dividend Strategy Portfolio Manager
Berkshire Asset Management, LLC
Office (570) 825 - 2600
Berkmgt.com

Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). 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 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.
Risks: Past performance does not guarantee future results. All investing carries risk including risk of principal or income loss. 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
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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.
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.
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