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Casual Friday: "Rates And Dividends?" + $1.25 Per Acre... March 19th 2021
“How is the Berkshire Dividend Strategy performing in a rising rate environment”? - Advisor question.
There's an echo of rate discussion in today’s market… It’s a genuine concern as bonds and stocks essentially compete for
dollars. As interest rates rise, the safety and higher cash flow of bonds become more attractive and the “call option” on
future earnings of stocks becomes less attractive. Specifically, for dividend strategies, the composition of dividend stock
holdings can produce vastly different outcomes. Higher interest rates typically mean a strengthening economy and
broader earnings growth. Banks, industrials, other cyclicals and low P/E tend to perform well in these environments.
Utilities, non-cyclicals and high P/E tend to lag. Also, rising dividends have a tendency to perform better than high and
stagnant dividends. High and low growth dividends may act like bonds proxies.

Berkshire’s positioning?
We believe Berkshire is in a strong position for rising rates:
•

Industrials and Cyclicals – 22% Portfolio Weighting
o Broader earnings growth as economy “reopens”
o Lower relative valuations coming out of 2020 recession
o Pricing flexibility / margin expansion as demand grows

•

Banks – 20% Portfolio Weighting
o Levered “Reopening Trade”
o Fed has anchored short rates near zero, long rates could continue rising allowing for NIM expansion
o Better than expected credit quality
o Excess capital on bank balance sheets may lead to:
 Dividend Growth
 Buybacks

•

Healthcare / Drug Stocks - 18% Portfolio Weighting
o Secular tailwinds in drug space, 6% - 8% overall growth expected
o Strong current yields, dividend growth and attractive valuations
o IP importance on full display over the past year

Berkshire performance in past rising rate environments?
In the past decade, we've seen a number of rising rates environments. Performance was strong through these periods
especially as compared to many other dividend managers. The end of September 2020 marked a real turning point in the
current interest rate cycle. Over the past six months we’ve seen the 10 Yr. Treasury move from 0.70% to
1.71%. Investors are believing the economic recovery story. For Berkshire's portfolio, we're happy to report the portfolio
in general is benefitting from the reversal. Last year's headwinds have become this year's tailwinds. We believe this
market environment could persist for some time. Since 9.30.2020 the Berkshire portfolio is up roughly +20% though
3.18.2021*. (Source: Bloomberg) *Berkshire performance based on composite estimates only. Individual account
performance can and will vary. Performance measurements are net of fees.
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Stocks Still the “Champ”?
Clients often feel pressured by short term biases of the market. At a client event a few years back, we shared a story to
demonstrate the truly amazing power of long-term compounding. Instead of droning on and on about the same ol’ boring
dividend growth charts… We did a little research to tell the tale of how the storied Pinehurst golf community was founded.
James Tufts, a wealthy Bostonian, secured land in 1895 for the tidy sum of… $1.25 per acre. Tufts original vision was to
create a high-end health resort community. He purchased 598 acres totaling a whopping $747.50. Using real estate web
services, we found an acre of land in the area now sells for roughly $40,000 an acre! So, we asked the investors how they
would feel about parlaying $747.50 into a cool $24 million. Most agreed while they didn’t have a 122-year time horizon
they’d love to dial in that kind of return for future generations. We did wonder, however, just “how high was Tufts annual
rate of return”? We pulled out the financial calculator and low and behold we calculated an annualized rate of return
of…8.95%. Thinking it had to be higher we checked 2 more times! Same result. We also posed the idea that stocks over a
similar time period generated returns close to 10% exceeding Pinehurst land appreciation by over 1% annually. As you
could imagine the additional 1% over that time would yield a far greater result. Trying to make a true apple to apples
comparison however is different because of course we don’t know: incomes, the costs of clearing the land, real estate
commissions, capital/infrastructure improvements, taxes, permitting fees, marketing just to name a few. But we do
suspect this might change the gross return and of course would not account for the illiquidity associated with the
investment (when compared to stocks). The overall concept being, time and compounding truly work wonders. Investors
who can take their eyes off day-to-day market fluctuations can harness this same power.
Linking Real Estate's Appeal with Dividend Stocks
Clients are still drawn to real estate for many positive and legitimate reasons. We relate how owning Berkshire’s dividend
growth stocks can be akin to owning an apartment building where the “tenants” are high quality companies like Microsoft,
Johnson and Johnson, Cisco and others. And the “rents” realized by the owner of that building come in the form of a call
option on the success of their business operations growing dividends. They also cleverly deemphasize the value or
volatility of the underlying building provided the rent checks grow each year and cover the investors cash needs every
month. It’s a “buy and grow rent” vs. a “buy and flip mentality.” Occasionally we get a bad tenant or two (maybe some who
aren’t increasing rent because of an extra private jet or two) but they eventually come to their senses and get back on
track. Otherwise, we have decisions to be made about occupancy. Investors seem to relate well to this analogy and while
cash flow is emphasized, there is a strong case to be made, over time, the underlying asset may appreciate and will be
“the icing on the cake".
Call/Email with any questions!

Best Regards,
Gerry

Contact Berkshire:
Gerard Mihalick, CFA, Portfolio Manager
gmihalick@berkshiream.com or (570) 825-2600

Jason Reilly, CFP®, VP Distribution
jason@berkshiream.com or (570) 825-2600
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Berkshire Dividend Growth SMA is available through various custodians, broker-dealers and UMA providers. This commentary is Intended for
Institutional and advisor use only. This commentary 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 ThirdParty Content as to its accuracy, completeness, timeliness.
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.
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. Copyright © 2021 Berkshire Asset Management, LLC, All rights reserved.
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