Berkshire Dividend Strategy

Casual Friday: Q1 Wrap + Corporate America Mobilizing – April 6, 2020
Good afternoon,
Berkshire is sending prayers of comfort to all who’ve had their lives, families and
businesses disrupted. And we are extremely mindful for those who are experiencing the
direct health and human impact of Covid-19 first hand.
Quarter End Perspective:
This quarter, equity investors have experienced one of the worst broad market price
declines in some time. Mixed reviews from advisors suggest the environment is
beginning to become more balanced. "This is an incredible long-term buying
opportunity, I'm buying more equities" vs "I'm really nervous about this and I'm waiting
for things to stabilize". This balance in conjunction with the massive
deleveraging that occurred in Q1 may calm the markets in comparison to the 10% daily
swings experienced over the past month.
Our Q1 performance is being finalized and we should have it published next week (call if
you like to discuss preliminary data.)
Not all bad for investors? - Q1 2020 Dividend Growth
Although price declines have occurred in the Berkshire portfolio, we could point to a few
positives for long term income investors:
•
•
•

Income in the portfolio went up for the quarter (5 dividend increases in Q1 2020
and Zero dividend cuts)
Current yield is roughly 4% vs 10 yr Treasury yield 0.60%
We anticipate very limited cuts if any for the companies we own in the portfolio

Other positives?
•
•

Unlike 2008, credit markets appear to be functioning and companies are able to
issue large amounts of low interest rate debt
“I’m going to leave that to the banks” Treasury Secretary Steve Mnuchin when
asked on CNBC if he felt banks should be required to cut their dividends

Corporate America Mobilizing?
We're far from out of the woods, but we do get a sense America, particularly corporate
America is mobilized against this virus. It's inspiring to see America’s finest corporations
demonstrating such leadership: innovating, donating and coordinating the fight. And
we're fortunate to have some of these companies represented in the portfolio. These
companies may accrue financial benefit but more importantly, they will lead us to
solutions to overcome the global threat:
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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.

Johnson & Johnson (JNJ) announces human testing of a Coronavirus Vaccine:
https://www.cnbc.com/2020/03/30/johnson-johnson-to-begin-clinical-trials-oncoronavirus-vaccine-candidate.html
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Abbott Laboratories (ABT) launches molecular point of care test to detect Coronavirus in as little as five minutes:
https://abbott.mediaroom.com/2020-03-27-Abbott-Launches-Molecular-Point-of-Care-Test-to-Detect-Novel-Coronavirus-inas-Little-as-Five-Minutes
Q1 2020 Changes in the portfolio: New Purchase - Apple Inc. (AAPL)
•
•
•
•

$200 Billion+ in cash on balance sheet (foundation for dividend and dividend growth and/or acquiring distressed
assets)
Dividend yield 1.20% - Relatively short dividend history but strong coverage and significant room to grow
A company we always looked at owning, valuation/price currently now at attractive level
We anticipate continued success w/ hardware and more aggressive growth in service

Source: Bloomberg
Sell BP (BP) - Add to Chevron Corporation (CVX)
•
•
•
•
•

Chevron upgrades the balance sheet strength from BP and allows us to stay in a sector that we feel is very
attractively positioned once we are "back to normal"
6.75% dividend yield - management committed to payment
o https://www.nasdaq.com/articles/chevron-ceo%3A-we-can-use-debt-and-asset-sales-to-protect-dividend2020-03-24
Purchase allows us to move to a more diversified, integrated oil play
CVX’s downstream refining and chemical businesses are attractive, add diversification
While other major oils are invested for longer term projects to pay off, CVX is in a better position to generate free cash
flow now

Source: Bloomberg
New Purchase - Southwest Airlines (LUV)
•
•
•
•
•

Coming in to crisis, one of the fastest growing airliners – EPS growing at 20%+ YOY
Rapid historical dividend growth – current payout ratio < 15% of free cash flow
We believe one of the best managed airliners in industry
Strong balance sheet and healthy ROE components (low 20% range)
Very possible Southwest does not accept assistance and there does not have to cut/suspend dividend

Source: Bloomberg
Adding New Clients? / Feedback Please!
Some advisors are saying new business is grinding to a halt. Other say they are seeing opportunity to obtain new clients:
https://www.investmentnews.com/cfp-business-covid-19-clients-190535

Are YOU finding opportunity to obtain new clients?
If so, what's working? (All responses are confidential)
Stay safe. Everyone at Berkshire appreciates the opportunity to work with you and your clients
Gerry,
Gerard Mihalick, CFA
Dividend Strategy Portfolio Manager/Partner
Berkshire Asset Management, LLC
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Office (570) 825 - 2600
Berkmgt.com

The companies identified herein do not represent all of the securities purchased, sold or recommended for client accounts,
and you should not assume that an investment in the companies identified was or will be profitable. Berkshire retains the
right revise or modify portfolios and strategies if it believes such modifications would be in the best interests of its clients.
Model portfolios may or may not contain any specific security at any time, and decisions to invest should not be made based
on the presumed or current composition of any model portfolio.
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
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
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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