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Casual Friday: Earning Wrap + "Eendragt Maakt Magt" - February 18, 2022

Earnings Season Wrap:

o Downside/relative performance in focus: Berkshire Dividend Strategy year to date (net of
fees composite estimate: -1.75% through 2.17.22)

e Berkshire earnings season: 34 of 36 reporting. Average sales surprise = +2.11%; Average
earnings surprise = +6.56%

e Upside earnings surprises: Materials, Energy

« Downside earnings surprises: Telecom, Industrials

Comment: Berkshire companies along with many other S&P 500 companies are participating in a
broad-based earnings recovery. (Source: Bloomberg)

Recent Dividend, Earnings Announcements:
Walmart (WMT): 2% dividend increase

o Solid top-line growth
e Margin improvement despite a ridiculously challenging supply chain

o Web/delivery continues to impress proving other companies besides Amazon can thrive
on-line

Cisco Systems (CSCO): 3% dividend increase

e Good top, bottom line lead by cloud product suite
« Increased buy-back by $15 billion (approx. 6% of current capitalization)

¢ Low valuation

Comments: Both dividend increases are below what our investors and what we would like to
see. WMT has delivered solid share price performance of late. A low-double digit P/E multiple
ascribed to Cisco probably dictates share repurchases are a better use of cash and, at these
prices could prove highly accretive to earnings dividend, per share growth. Qualcomm did a
similar financial engineering move, forgoing large dividend increases for buy backs, which
provided a great deal of leverage to the upside. (Source: Bloomberg)
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Do Inflation and lower returns = a new world of retirement?

We’ve said before: there’s a huge expectation chasm separating advisors and their clients.
(Source: Natixis) Advisors expect mid-single digit equity returns for the next 10yrs. Investors
expect mid-teens! That’s highly unlikely in most environments, let alone when so many stocks are
trading north of 20x earnings. (We estimate Berkshire’s forward P/E 14.95 - much more
reasonable IMHO)

Mix in the bitter tasting cocktail of inflation, dismal rates on bonds, annuities, and advisors
probably feel their backs are against the wall.

The good news? Advisors can differentiate by implementing fluid and holistic retirement
strategies vs. “you need to earn x and spend y per year” -- Static “set it and forget it”
approaches are non-starters in this environment.

Start by identifying the expectation “Gap”: Educate clients about reality vs. what they may want
to hear. Point out how other advisors may be unwilling to share tough news. And if they want to
chase returns and unrealistic assumptions somewhere else? Let them. Clients like these are at
best “rented assets” and at worst, future compliance nightmares. It's better to under-promise
and over-deliver.

Act like a retirement life coach: Can clients downsize their home? Rent vs. buy a second home?
Can they “consult” for a handful of years during retirement? Work life in retirement is changing.
Get creative about lifestyle choices. Help them network, support their new business, share case
studies of other successful people.

Address spending... in a flexible way. The 4% rule might not be realistic. Does the client have
assets to live off 3% or even 2% for the next number of years? Maybe distributions are a little
higher in good years, and lower in others. Maybe it's time to let dividends accumulate and
compound now, so you can take out more later years.

Plan/defer in advance: Business owner nearing retirement; can you restructure retirement plan
to “pump” more assets in for a few years through the use of deferred comp or cash benefit
plans? Many are using these strategies as a great way to get in front of prospects - especially
now.

Here are two articles to support these concepts:
https://www.financial-planning.com/articles/retiring-early-to-lie-flat-keep-an-eye-on-inflation
https://fortune.com/2022/01/12/baby-boomers-retirement-flexible-hours-savings-covid/
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The First Asset Based Fee? Thank you Adriaan va Ketwich Circa 1774!
Loyal readers know I’'m sometimes outspoken about fee compression. No one wants to see
margins go down or make less than they did the year before.

Still, the nearly universal consumer acceptance of asset-based fees that are propelled by a
(usually rising) stock market, creates very favorable economics for advisors and managers alike.
So let’s not get too worked up! The industry's future is still very bright! Other professions can
only work so many hours, or charge so much per hour.

At one time lawyers used to get paid by the word, (which explains a lot) but it got us thinking...

Who came up with the idea of asset based fees in the first place ?| couldn’t find a definitive
answer. However, historians believe the first version of a mutual fund dates back to 1774 when
Dutch merchant Adriaan van Ketwich, created an investment trust in 1774 called “Eendragt
Maakt Magt” which means “unity through strength” in Dutch (funds always need catchy names
right?). Part of the fund (which had an expense ratio of .20 bps) held bonds used to bail out
banks who over extended themselves to the East India Company who was “experiencing
massive short falls in land values” (sound familiar?).
https://www.investopedia.com/ask/answers/09/what-was-first-mutual-fund.asp

Contact:
Gerard Mihalick, CFA, Portfolio Manager Jason Reilly, CFP®, VP Distribution
gmihalick@berkshiream.com or (570) 825-2600 jason@berkshiream.com

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 Third-
Party 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
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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.



