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Dividend Growth has been an area of the market that has historically performed well despite periodic
market volatility. When establishing Bristol Gate Capital Partners in 2006, we asked the question -
What within dividend growth investing works better than dividend growth investing? Historical
market data has shown that a basket of the highest dividend growers provided very attractive risk
adjusted returns through all market cycles.

As a result of this evidence, our investment thesis was born; “We believe that if you can build a
portfolio by predicting the best dividend growers for the coming 12 months, over time the portfolio
will outperform the market with less downside risk”.
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The 20-year period referenced is from Dec 31, 2001 to Dec 31, 2021 where each theoretical portfolio
presented for the stated category was constructed from an equal weight basket of stocks selected
from the S&P 500 universe and reconstituted annually.

Source: Bristol Gate, Bloomberg, Dec 31, 20071-Dec 31, 2021

The chart above plots the risk and return profiles of various baskets of stocks, including the top
quintile dividend growers, over the previous 20 years. In what has been an eventful market period
including everything from wars, rising and falling rates, the Great Financial Crisis and recovery, and
most recently a global pandemic, as the chart shows, dividend growth is an area of the market that
has performed well over time. If you had perfect foresight and invested in the top 20% (Top Quintile
Dividend) of the highest dividend growth companies for the next twelve months at the beginning of
each year you would outperform the market over the past 20 years with lower volatility.
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With hindsight, the top quintile of dividend growth stocks has proven to be resilient and attractive
investments historically and we believe will continue to be in the future. Our proprietary machine
learning model, which predicts dividend growth looking forward over the next 12 months in
conjunction with fundamental analysis, helps provide us with foresight and confidence in finding
great dividend growers.

A QUICK LOOK AT HOW DIVIDEND GROWTH CAN BE A GOOD PREDICTOR OF RETURN*

A) Dividend growth (our proxy for the true earnings power of the business): ~20% on average for our
portfolio holdings since inception

B) Average dividend payout out ratio: ~30%

C) Reinvestment rate: ~70% (C=1-B)

D) Investment value compounding: ~14% (D=A*C)

E) Dividend yield: ~1-2%

F) Other: ~1% (quarterly rebalancing, buying at attractive multiples, etc.)
D+E+F = ~17% portfolio Compound Annual Growth Rate (CAGR)

* For illustrative purposes only

While some of our tools are complex, our primary goal of providing higher income in the future is easy
to understand. We believe our returns will ultimately be driven by the returns our companies’
operations generate plus or minus the price we pay to acquire those earnings. The combination of
high operating returns within the businesses plus the company’s ability to reinvest at those same high
returns results in a compounding of the business’ intrinsic value that leads to high long-term
investment returns.

Since day one, we have focused on delivering more income for investors each year.
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Disclaimer

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.

A Note About Forward-Looking Statements

This report may contain forward-looking statements including, but not limited to, statements about the
Bristol Gate strategies, risks, expected performance and condition. Forward-looking statements include
statements that are predictive in nature, that depend upon or refer to future events and conditions or
include words such as “may”, “could”, “would”, “should”, “expect”, “anticipate’, “intend”, “plan”, “believe”,
“‘estimate” and similar forward-looking expressions or negative versions thereof.

These forward-looking statements are subject to various risks, uncertainties and assumptions about the
investment strategies, capital markets and economic factors, which could cause actual financial
performance and expectations to differ materially from the anticipated performance or other
expectations expressed. Economic factors include, but are not limited to, general economic, political
and market factors in North America and internationally, interest and foreign exchange rates, global
equity and capital markets, business competition, technological change, changes in government
regulations, unexpected judicial or regulatory proceedings, and catastrophic events.

Readers are cautioned not to place undue reliance on forward-looking statements and consider the
above-mentioned factors and other factors carefully before making any investment decisions. All
opinions contained in forward-looking statements are subject to change without notice and are
provided in good faith. Forward-looking statements are not guarantees of future performance, and
actual results could differ materially from those expressed or implied in any forward-looking
statements. Bristol Gate Capital Partners Inc. has no specific intention of updating any forward-looking
statements whether as a result of new information, future events or otherwise, except as required by
securities legislation.

www.BristolGate.com


http://www.bristolgate.com/

