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Fair Prices & Long Horizons —_—
Adam Bergman, CFA®

What matters most in determining the price of an investment? )
Co-Manager, Value & Income Portfolio

It’'s an important question, and one that arguably has more
incorrect answers than correct ones. My fellow co-managers of ‘ g?o%fg)rggggﬁwgistdavenport com
the Davenport Value & Income Portfolio (VIP) and | strive to t '
separate the long-term “signals” from the short-term “noise”.

We’'d all be quite wealthy if we had a nickel every time we’ve heard that “all eyes” are focused on ... fill in the blank.
Whether it’s this week’s jobs report, the upcoming Federal Reserve rate-setting meeting, the Presidential debate and
election, and the list goes on. These topics are interesting, but not necessarily highly correlated to stock prices.

This week, we were similarly humored to read a Wall Street strategist offering contrasting predictions for the
market’s direction over the next two and four months. Perhaps such (futile) attempts at predicting hyper short-term
outcomes is relevant for those with a time horizon equal to that of a mouse’s life expectancy (roughly four months),
but we do not believe this is the source of advantage that leads to generational wealth, via compounding of returns.
Rising dividends is one such advantage, one that’s particularly relevant for our Value & Income Portfolio, which we
highlighted earlier this year in “Patience is a Virtue.” So, too, are investing with a long-term perspective and paying a
fair price for assets.

While we have no idea whether the stock market will be higher or lower two or four months from now, we have a
reasonably decent sense that the stock market will be higher if we extend our time horizon sufficiently.

The accompanying graphic shows that over one year, the S&P 500® Index’s annual return (since 1993) has ranged
from a low of -37% (in 2008) to a high of +38% (in 1995) - a range wide enough to drive a truck through. Returns
were positive in 25 of the last 31 one-year periods. Thus, it should come as little surprise that we have no idea
what the market’s return will be for a particular calendar year (let alone shorter time horizons). But if we let our
eyes wander a bit further down the graphic, average annual returns over 6-year horizons have been a bit narrower,
ranging from -1% to +24%. Returns were positive in all of the 11-year and longer periods. And if we scroll down to a
20-year horizon, average annual returns have ranged from +6% to +10%. That’s a range narrow enough to drive a
small convertible through, and one that might reasonably frame estimated future market returns.
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Source: “31 Years of Stock Market Returns” Sept. 1, 2024 by Ben Carlson. A Wealth of Common Sense.
https://awealthofcommonsense.com/2024/09/31-years-of-stock-market-returns/
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https://www.investdavenport.com/download/value-income-portfolio-patience-is-a-virtue-pdf/?wpdmdl=17184&refresh=6655ece0a2d191716907232
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What else is reasonably knowable? Data going back multiple decades shows almost a direct, inverse relationship
between the price paid for a stock (in the form of its valuation) and the subsequent performance of those stocks.
Since 1980, the least expensive 10% of U.S. stocks outperformed the most expensive 10% of stocks by more than
1,000 basis points (10 percentage points) annualized*. Over long arcs of time, paying a bargain price has been a not-
so “secret sauce” for achieving formidable returns.

As it pertains to the Davenport Value & Income Portfolio, we seek to take a long-term time horizon. This can be seen
in VIP’s average holding period of approximately five years. It’s also evident in the dividend track record of many of
the portfolio’s holdings: 21 of VIP’s constituents have raised their dividends annually for at least a decade. In addition
to maintaining a longer-term perspective, we also intend to continue paying a fair price for good businesses. Over
time, those actions should translate into a portfolio that can deliver a satisfactory return through market cycles.

Sincerely,

A%B&jw«

Adam Bergman, CFA®
Co-manager, Value & Income Portfolio

For the investor, a too-high purchase price for
the stock of an excellent company can undo
the effects of a subsequent decade of favorable
business developments.

*Source: Ned Davis Research, as shown in this chart https://www.tswinvest.com/news/flavors-of-value-within-domestic-equity
Warren Buffett quote source: “To the Stockholders of Berkshire Hathaway Inc.:” March 3, 1983. https://www.berkshirehathaway.com/letters/1982.html

Important Disclosures: Any opinions expressed here are statements of judgment on this date and are subject to future change without notice. This
information may contain forward looking predictions that are subject to certain risks and uncertainties which could cause actual results to differ materially
from those currently anticipated or projected. The information contained herein has been compiled from sources believed to be reliable; however, there
is no guarantee of its accuracy or completeness. The information provided in this letter should not be considered a recommendation to purchase or sell
any particular security. This illustration is for informational purposes only and is not intended to provide specific financial planning or investment advice.
Individual circumstances may vary. There is no guarantee that a company will continue to pay dividends.

Important Definitons: The S&P 500 Index is comprised of 500 U. S. stocks and is an indicator of the performance of the overall U.S. stock market.
An index is not available for direct investment; therefore its performance does not reflect the expenses, fees and taxes generally paid with the active
management of an actual portfolio. Standard & Poor’s Financial Services LLC, a division of S&P Global, is the source and owner of the registered
trademarks related to the S&P 500 Index.
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