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Frequently Asked Questions 

 
 

 

1) Why is dividend growth right for my portfolio? 
We believe a track record of dividend increases is an excellent indicator of financial health, growth 
prospects and commitment to shareholders. Companies that are able to grow dividends at high rates 
organically are generally adept capital allocators with attractive growth opportunities. They generate 
more free cash flow and typically have safer balance sheets than their peers. In our view, these 
companies weather down markets better, either by declining less and/or recovering faster. As a result 
they protect investors’ capital. We believe dividend growth stocks perform better across full market 
cycles and therefore should be a core part of any portfolios as their rising income streams protect 
wealth during inflationary periods and become more valuable during periods of deflation. 
 

2) Why is your dividend yield below the benchmark yield? 
Not all dividend strategies are the same. Most dividend funds focus on delivering a higher than market 
yield but at Bristol Gate, we are focused on high dividend growth. Companies offering a high yield are 
generally not able to grow their dividends as quickly because they are paying out a substantial portion 
of their free cash flow, leaving little for reinvestment to drive further growth. Since inception, the 
Bristol Gate US Equity Strategy has generated a dividend yield of approximately 1.5%, while its portfolio 
companies have delivered around 20% dividend growth on average annually. This compares to the 
2% dividend yield and 6% dividend growth of the S&P 500 over the same time period. Although the 
current yield of our US Equity Strategy is lower than the market’s in the near term, in the longer term 
the high growing income and increasing yield on cost results in a very attractive income stream over 
time.   

 
3) I understand that Bristol Gate uses a model to identify stocks for the portfolio. Are you a quantitative 

strategy? 
We are not a quantitative strategy. At Bristol Gate, we believe a combination of artificial and human 
intelligence working together has the most promise. The idea of predicting dividend growth has been 
central to our investment process since the beginning and our prediction model has evolved over 
time as tools and quality data have become broadly available with declines in the cost of computing 
and storage. Our machine learning based model’s dividend predictions are the first step in our “man 
and machine” approach. Although our machine learning model’s back test produces attractive 
absolute returns, it is not a risk managed portfolio. The model’s value comes in providing an idea list 
of the best dividend growers over the coming 12-months which our portfolio managers perform deep 
fundamental analysis to build our portfolio of 22 (US portfolio) or 25 (Canadian portfolio). The model 
also enforces our sell-discipline. This systematic process promotes discipline and helps eliminate 
human biases. 
 

4) How does your strategy perform in a rising interest rate environment? 
Companies whose dividends grow at very high rates tend to outperform in periods when interest 
rates are increasing because their growing income stream provides a degree of protection against a 
higher discount rate. Conversely, high dividend yielding stocks historically underperform when 
interest rates rise because their relatively stable income streams become less valuable when 
discounted at higher rates. In addition, higher dividend growth stocks generally have healthier 
balance sheets that carry less debt than their mature, higher yielding peers offering another layer of 
protection against higher rates as they are not saddled with increased debt servicing costs.  
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5) Does a singular focus on the best dividend growers ever distract you from finding the best performing 
stocks? 
At Bristol Gate, we do not believe in a Baskin Robbins approach to investment management. We have 
one flavour, dividend growth, and our goal is to be the best in the world at it. Although we may miss 
a few attractive investments because of our focus or there may be periods when our particular style 
is out of favour, over time we believe it provides us the best opportunity to consistently meet our 
investors’ goals. By only focusing on companies with at least a three-year history of paying dividends 
we avoid many of the high momentum, high expectation stocks where we believe most of the risk of 
overpaying for growth resides. We use high dividend growth as a tool to identify strong performing 
companies – a litmus test for quality. 
 

6) Why do you not have holdings in all the sectors? 
Our sector mix is a function of our investment process, not a market call. Our strategies, focused on 
high sustainable dividend growth, are typically underweight certain sectors. We are generally 
underweight utilities, real estate, telecom and staples because they are higher yielding as opposed to 
higher growth. We also tend to not own commodity companies due to their unpredictable nature, 
poor quality or reliance on capital markets to fund their business models. We believe sectors tell us 
very little about diversification and think that adequate diversification can be achieved with 
concentrated portfolios if numerous risk factors are considered as part of the portfolio construction 
process. By searching for the very best dividend growers, we build portfolios that look very different 
from the benchmark or a broad market index fund– in fact, they complement them. 
 

7) Why is your portfolio 22 holdings (US) and 25 holdings (Canada)? 
At Bristol Gate we are systematic and evidence-based. We believe in the scientific approach to help 
inform our decisions. Based on analysis geared at identifying the number of holdings that achieved 
adequate diversification but gave us the best opportunity to outperform the benchmark we 
determined that between 20-30 securities was the right number. Beyond that, adding additional 
stocks did not decrease risk and did nothing to help our returns. The strict number of holdings also 
introduces a discipline in the process that forces us to only include our best ideas in the portfolio. If 
one name enters, another leaves. It is another way that we help reduce bias. 
 

8) What is Productive Capital Analysis™? 
Productive Capital Analysis is the trademarked fundamental analysis process followed by Bristol Gate. 
It assesses whether the model’s predicted dividend growth is attainable and sustainable through a 
thoughtful examination of a company’s source and use of cash. Among other things, market 
structure, competitive dynamics, growth opportunities, pricing power, margins and the company’s 
record of successful capital allocation are evaluated. This rigorous analysis provides comfort of the 
risks underwritten and whether the company can deliver the predicted level of dividend growth. 
 

9) How do you fit into a portfolio? 
We believe we should be a core part of any portfolio. Due to the concentrated and unique makeup of 
our portfolios, we complement many popular strategies. When analyzed in a broader portfolio 
context, we believe our concentrated high active share portfolio is additive to the mix, either 
increasing returns, reducing risk or sometimes doing both. We have done this by participating when 
markets are rising, capturing most of that upside, but protecting capital much better when markets 
are falling.  
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10) How are you different from other Dividend Managers? 
Our unique investment process combines data science and fundamental analysis in a repeatable 
process. Our use of machine learning to identify a focus list of the fastest dividend growers in the 
coming 12 months is unlike any other manger we are aware of. Amongst our dividend oriented peers, 
very few, if any, are using technology in the way we are and we have yet to find one that has delivered 
the level of dividend growth that we have been able to – over 20% annually in the US and 12% annually 
in Canada since inception. By comparison, the Dividend Aristocrats, the most famous dividend growth 
product which tracks the 50 companies in the S&P 500 that have increased their dividends for the last 
25 years, has delivered dividend growth of around 8.7% annuallyi since 2005. We have historically had 
limited portfolio overlap with the Dividend Aristocrats and the same can be said of the rest of our 
dividend peers. Most dividend strategies are backwards looking, offering higher yield and lower 
dividend growth. We are forward looking with much higher dividend growth. 

 

For more information, please contact one of our Relationship Managers: 

Disclaimer 
i) The S&P 500 Dividend Aristocrats have had an annualized dividend growth rate of 8.7% vs. S&P 500’s 7% for the S&P 500, 12/31/05-
12/31/18. This is presented for illustrative and discussion purposes only. It should not be considered as personal investment advice or an 
offer or solicitation to buy and/or sell securities and it does not consider unique objectives, constraints, or financial needs of the 
individual. Under no circumstances does this piece suggest that you should time the market in any way or make investment decisions 
based on the content. Investors are advised that their investments are not guaranteed, their values change frequently, and past 
performance may not be repeated. References to specific securities are presented to illustrate the application of our investment 
philosophy only, do not represent all of the securities purchased, sold or recommended for the portfolio, and it should not be assumed 
that investments in the securities identified were or will be profitable and should not be considered recommendations by Bristol Gate 
Capital Partners Inc. The information contained in this piece is the opinion of Bristol Gate Capital Partners Inc. and/or its employees as of 
the date of the piece and is subject to change without notice. Every effort has been made to ensure accuracy in this piece at the time of 
publication; however, accuracy cannot be guaranteed. Market conditions may change and Bristol Gate Capital Partners Inc. accepts no 
responsibility for individual investment decisions arising from the use of or reliance on the information contained herein. We strongly 
recommend you consult with a financial advisor prior to making any investment decisions. Please refer to the Legal section of Bristol 
Gate’s website for additional information at www.bristolgate.com. 

Jamie Houston 
Jamie.Houston@bristolgate.com 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Cole Heideman 
Cole.Heideman@bristolgate.com  

 

Owen Burry 
Owen.Burry@bristolgate.com 
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