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The older we get, the more “pattern recognition” we
observe. By that, we refer to the Mark Twain quote
that “history doesn’t repeat itself, but it often rhymes.”
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classes wax and wane in terms of falling in and out
of favor. While these may not be obvious in real time
or on a day-to-day basis, they tend to be visible over
intermediate to longer periods of time.
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For example, smaller-cap stocks historically have outperformed their larger-cap counterparts - it should

be easier for a $1 billion company to double in value than it is for a $1 trillion company to double. But that
doesn’t mean small-cap stocks ALWAYS outperform (indeed, much of their outperformance has occurred
early in economic cycles). In fact, the chart below shows U.S. large-cap stocks (S&P 500® Index - shown in
blue) have been toward the top of the leaderboard in nine of the last 11 years, paced by growth stocks. Over
time, growth and value tend to take their turn in the sun. So, too, do individual sectors, as well as countries
of domicile. What’s in favor at a moment in time may very well be out of favor tomorrow, and vice-versa.

Annual Returns By Asset Class

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 YTD 2024
Large Cap | Large Cap [FEinElNeE sl Emerg. Mkts Large Cap [BSInElReEToM Large Cap Large Cap | Large Cap
13.69% 1.38% 21.31% 37.28% 31.49% 19.96% 28.71% 26.29% 10.56%
Mid Cap [Govt. Bonds| Mid Cap |[International|Govt. Bonds| Mid Cap Large Cap Mid Cap vt. Bonds |International| Mid Cap
13.22% 0.86% 13.80% 25.03% 0.88% 30.54% 18.40% 22.58% 18.24% 8.60%
Corp. Bonds Large Cap | Large Cap |Corp Bonds [ sinElNeE si Emerg. Mkts | siiElINeEsi International| Mid Cap |International
7.46% 11.96% PARSKTZS -2.51% 25.52% 18.31% 14.82% -14.45% 17.23% 5.78%
Govt. Bonds|Corp. Bonds|Emerg. Mkts| Mid Cap Large Cap |International| Mid Cap |International| Corp Bonds | SiElNeE s iRt HeTe)
4.92% -0.68% 11.19% 18.52% -4.38% 22.01% 17.10% 11.26% 15.76% 16.93% 5.18%
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4.89% -0.81% 6.11% 14.65% -9.06% 18.42% 9.89% 17.32% 9.83% 2.37%
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-2.44% 1.05% 6.42% -11.01% 14.54% 7.94% -1.04% -18.11% 8.52%
= MKkEsIREEINeETSM International| Govt. Bonds |International| Govt. Bonds |International| Govt. Bonds [Emerg. Mkts Corp Bonds
19% -4.41% 1.00% 2.30 -13 6.83% 7.82% -2.28% -20.09% -0.40%
International[Emerg. Mkts Emerg. Mkt Emerg. Mkts S ElINeETel Govt. Bonds | Govt. Bonds
-4.90% -14.92% -14.58% -2.54% -20.44% 4.09% -0.93%

Source: Morningstar Direct
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In a similar vein, dividend-paying stocks historically have outperformed their non-dividend-paying
counterparts. In fact, dividends historically have comprised about 30-40% of the stock market’s total return
(30% since 2002, 40% since 1930). But that is not ALWAYS the case - there are plenty of periods when
high-flying concept stocks with no dividend history at all soar to the stratosphere.

Our preference for companies arises more from their financial characteristics (valuation, balance sheet
strength, growth opportunities) and less from their size, country of domicile, or which sector S&P arbitrarily
places them. Within the Davenport Value & Income Portfolio, we seek companies with reasonable valuations
(who wants to intentionally pay too much for any asset?), solid finances (who doesn’t prefer financial
flexibility?), and reasonable growth potential that translates into a cash flow stream enabling good dividend
track records (who doesn’t like a pay raise each and every year?).

Most companies with such characteristics face a very high-quality problem: they generate more cash

flow than they can possibly use to grow their businesses. After fully funding all of their capital needs
(manufacturing facilities, warehouses), all their human needs (staff, sales people), and all their new-product
innovation (R&D), these companies still have discretionary cash flow with which to pay dividends and/or buy
back their shares (making each shareholder’s ownership slice a bit larger as a percent of the total pie).
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With many of these stocks, patience is a virtue. While the growth rate of dividend stalwarts typically isn’t as
eye-popping as the newest initial public offering (IPO), their ability to churn out consistent results over the
long arc of time differentiates them. These stocks may not be standout performers in any given year (they’re
not swing-for-the-fences type investments), as they tend to deliver relatively steady performance most years
(they’re more like a contact hitter that reaches base a high percentage of the time). Patiently sticking with
these stocks over time tends to be rewarded.

To that point, Davenport’s Value & Income Portfolio (VIP) has owned seven stocks for more than a decade,
those being Philip Morris International Inc. (PM), Chevron Corp (CVX), Fidelity National Financial Inc. (FNF),
JPMorgan Chase & Co (JPM), Markel Group Inc. (MKL), Johnson & Johnson (JNJ), and Watsco Inc. (WSO).
Three of those stocks (FNF, JPM and WSO) have outperformed the S&P 500 significantly over the past
decade, and an equally weighted portfolio of all seven slightly outperformed the S&P 500, despite that
cohort not containing a single hyper-growth company. That’s a reminder that good investments can come
from any sector, any size company, and any country of domicile.

Incidentally, that cohort of seven includes
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Those who churn or trade their positions
don’t benefit from all those dividends, %
while investors who sit back and allow 10.4%

good managements to run their companies 20.3%

tend to be rewarded. VIP is a relatively

low-turnover portfolio, where we seek to PR

demonstrate a healthy degree of patience .

in allowing our investments to work hard on

our behalf. As Berkshire Hathaway’s Charlie

Munger said: “The big money is not in the

buying and selling, but in the waiting.” Source: Philip Morris International

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. Diversification
does not guarantee a profit or protect against a loss. Performance shown is historical and is no guarantee of future results. The index returns reflect equities priced in U.S. dollars and do not include the
effects of reinvested dividends. Investors cannot invest in these indexes, and their returns are not indicative of the performance of any specific investment. 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. Risk Considerations: Investing in securities carries risk including
the possible loss of principal. Funds that invest in foreign securities may involve greater risks, including political and economic uncertainties, as well as risk of currency fluctuations. Small and mid cap
company stocks may be more volatile than stocks of larger, more established companies. Investments in bonds and other fixed income securities may fall in value if interest rates change. Generally, the
prices of debt securities rise when interest rates fall, while their prices fall when interest rates rise. Longer-term debt securities are usually more sensitive to interest rate changes. An issuer suffering an
adverse change in its financial condition could lower the credit quality of a security, leading to greater price volatility of the security. There is no guarantee that a company will continue to pay dividends.

Source: Morningstar Direct. Data as of 03/31/2024 ©2024 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be
copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information.

Important Definitions: Large Cap Stocks represented by the S&P 500° Index which 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. Mid Cap Stocks represented by the Russell Midcap® Index which measures the
performance of the 800 smallest companies in the Russell 1000°, which represent approximately 25% of the total market capitalization of the Russell 1000. Small Cap Stocks represented by the Russell 2000° Index
which measures the performance of the 2,000 smallest companies in the Russell 3000° Index. London Stock Exchange Group PLC and its group undertakings (collectively, the “LSE Group”). © LSE Group 2024.
FTSE Russell is a trading name of certain LSE Group companies. “Russell®” is a trade mark of the relevant LSE Group companies and is used by any other LSE Group company under license. All rights in
the FTSE Russell indexes or data vest in relevant LSE Group company which owns the index or the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes
or data and no party may rely on any indexes or data contained in this communication. No further distribution of data from LSE Group is permitted without the relevant LSE Group company’s express written
consent. The LSE Group does not promote/sponsor/endorse the content of this communication. Intemational Stocks represented by the MSCI EAFE (Morgan Stanley Capital International Europe, Australia and
Far East) Index, an unmanaged index composed of the stocks of about 1000 companies traded on 20 stock exchanges from around the world, excluding the U.S., Canada, and Latin America. Emerging Market
Stocks represented by the MSCI EM (Morgan Stanley Capital International Emerging Markets) Index, a capitalization-weighted index of stocks from 26 emerging markets that only includes issues that may be traded
by foreign investors. Corporate Bonds represented by the Bloomberg U.S. Corporate Bond Index, which measures the investment grade, U.S. dollar-denominated, fixed-rate, taxable corporate bond market.
Government Bonds represented by the Bloomberg U.S. Government Index, which includes U.S. dollar-denominated, fixed-rate, nominal U.S. Treasuries and U.S. agency debentures (securities issued by U.S.
government owned or government sponsored entities, and debt explicitly guaranteed by the U.S. Government. Cash represented by the FTSE 3-Month T-bill Index, an unmanaged index representing monthly
return equivalents of yield averages of the last 3 month Treasury Bill issues.
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