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Casual Friday: Direct Indexing, What Ifs? + Elite Advisor? – March 8th, 2024 

#TGICasual Friday!  
 
Direct indexing is a hot topic in the advisory world.  Advisors position the solution to “boost 
after-tax returns” while tracking an index.  But are these products designed as a long-term 
solution?  What if in a few years, issues arise? How do you handle objections?  I’d REALLY 
like to hear advisor feedback on this one! We’re exploring creating a strategy that pairs 
Berkshire Dividend Strategy with dynamic tax loss harvesting. Thoughts? 
 
On one hand, we see some merit in advisor arguments… 
 
“Sometimes active management disappoints, so we want the index… direct index software 
programs use correlation math to construct a portfolio to mirror the benchmark…auto harvest 
tax-losses, buy a replacement security for 31 days, rebalance and voila -- Index like returns 
with big tax benefits.” Gee what could go wrong? 
 
What if… The tax benefits run out? 
You positioned your value on after-tax benefits, BUT the tax benefits might run out or become 
de-minimis over time. Theoretically, stocks go up, so eventually there may be no losses to 
realize. The tax benefits decay over time. No tax benefits = No value to your original 
proposition. Source: Direct Indexing - AQR Capital Management 
 
What if… correlation/tracking error breaks down? 
You said they’ll get index-like returns, but sometimes there’s dispersion.  We’ve actually 
heard some anecdotal stories of pretty wide performance gaps. “S&P is down 10%, I’m down 
-15%. What gives?” And turnover is high, lots of confirms…do clients get irritated and nervous 
if it’s not “working”. 
  
What if… Clients feel trapped? 
They got the tax benefits early on, but now they own “the index” with potentially large 
unrealized gains. They’re paying a much higher fee than owning the index, and your fee to 
boot.  Higher direct indexing fees could easily exceed the client’s tax benefit in time. 
  
Despite some real benefits, we can’t fully embrace direct indexing as the long-term core 
equity allocation across a broad client base.  Over time clients would likely be better off 
owning the index ETF or a tax-efficient SMA. Plus, we understand the argument against 
“active”, but investment alignment with financial goals is likely most important. Are index 
returns even aligned with the client's primary goal in the first place? 
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However, I can appreciate a few specific use cases for direct indexing: 

• Gifting – If your clients want to gift to a charity, use direct indexing to gain tax benefits 
now and then in time donate the appreciated securities to the charity, thereby never 
paying taxes on the appreciation. 

• Dealing with concentrated stock positions 
• Estate planning – Inheritors get step up, so it's likely beneficial to take losses during 

lifetime 
  
 
Rethinking Today’s Elite Advisor? 
Berkshire: “We want to work for Elite advisors or those who are committed to becoming elite.” 
 
Before you accuse us of acting ELITIST and only seeking to work with corner office folks or 
top producers, consider: 
  
Compass pointing in the wrong direction? The traditional industry definition of “Elite” too often 
is myopically defined by ranking asset accumulation and revenue generation. Indeed, from 
the moment we all entered this amazing business, we are programmed to the preeminence of 
asset growth – sometimes at the expense of quality... Remember starting out? Many of us 
needed to go out and “sell, sell, sell” just to survive!  And yes, these metrics often ARE 
leading indicators of advisor excellence: solid performance, innovative marketing, 
interpersonal skills, satisfied clients, and sophisticated advice administered to wealthy clients 
with large assets to manage. 
  
And yes, large mandates from substantial teams are surely always welcome at Berkshire. 
  
But this narrow definition may fail to capture the true essence of what it means to operate as 
an elite advisor today.    
  
Expanding the Definition of Success? 
An elite advisor practice may not view success through the narrow lens of “How big can I 
get?” They view asset growth as a by-product of some very specific intangibles they want 
their practice to embody.   
  
The elite advisor begins with thought-provoking questions like: 

1. “What type of practice do I want to create over the next 3,5,10 years and beyond?  
2. “What kind of clients do I enjoy working with the most?” 
3. “What special pain points does this group have that only I can solve?”  (The book “Start 

With Why” by Simon Sinek is a great example of this mindset) 
4. “How do I want to define my practice in the marketplace?” 
5. “What type of unique and consistent client experience am I committed to providing?”  
6.  “What unique skills does my team possess to serve clients” 
7. “What type of investments am I most passionate about and how can I scale them 

across my book of business AND realign quickly as markets change?” 
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8. “Do I have clients that actually take my advice, and can I maintain the discipline to let 
them walk if they don’t?” 

9. “How do I make EVERYTHING a focused process (marketing, initial meeting, 
proposals, client on-boarding, reviews, appreciation events) vs. just being a collection 
of clients and investments?" 

10. "How do I create a sustainable, enduring EDGE?" 
  
Does Less Actually Create More? 
Elite advisors filter business, investment and client acquisition decisions through those 
questions. And sometimes less creates more. We know some advisors who intentionally 
skinny down their client base, investment lineup and marketing strategies. But, almost 
ironically that’s driving above-average revenue growth over the long term.   
 
Their AUM may initially be surpassed by a more sprawling book with greater AUM. But they 
love coming to work… they feel empowered… intentional… full of energy.  They feel like they 
run their business -- not the other way around. And longer term above average AUM growth is 
usually created as a by-product of these decisions. The sum total of these decisions creates 
the difference between “success” vs. “significance” 
  
Join Us? 
We all want to grow. That’s what we love about this business. It’s defined by the drive and 
creativity of top performers who work hard and want to win. But indiscriminately taking on 
more and more clients for the sake of maximizing AUM and revenue shouldn’t be the only 
way to define “elite”.  
  
Purpose 
Driven…Repeatability…Consistency…Focus…Uniqueness…Efficiency…Scalability…Technic
ally Competent.  
 
These are alternative ways to define elite, and Berkshire has an abundance of energy, 
passion and resources to helping you on your journey to the land of the elite. 
  
 
‘Too Many Hours Waiting for Gelato in Capri.’ 
Some international Stocks may be perking up, but wealthy travelers are coming back 
to the U.S. Here are some of luxurious U.S. 
destinations. https://www.barrons.com/articles/too-many-hours-waiting-for-gelato-in-capri-
americas-affluent-travelers-head-home-b078d02c 
 
Have a great weekend!  
Gerard 
 

Dividend Strategy Portfolio Manager/Partner 
Berkshire Asset Management, LLC 
Office (570) 825 - 2600 

https://www.barrons.com/articles/too-many-hours-waiting-for-gelato-in-capri-americas-affluent-travelers-head-home-b078d02c
https://www.barrons.com/articles/too-many-hours-waiting-for-gelato-in-capri-americas-affluent-travelers-head-home-b078d02c
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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 Third-Party Content as to its accuracy, completeness, timeliness. 

Any companies referenced, have been done so, solely for illustrative purposes and not based on investment performance or attr ibution to the 

overall performance of the strategy. The companies identified herein do not represent all 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 

to 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 - A complete list of holdings in the Berkshire Dividend Growth Strategy. 

 

Berkshire Asset Management, LLC claims compliance with the Global Investment Performance Standards (GIPS®). GIPS® is a registered 

trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content 

contained herein. To receive GIPS-compliant performance information for the firm’s strategies and products, contact Jason Reilly, CFP® Tel: 

570-825-2600 or info@berkshiream.com. 

 

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 va lue. 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 ind ices. 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 o f 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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