The TANDEM Report

Volume XXV, Issue 1, January 2023

é g INVESTMENT ADVISORS

“It requires a great deal of
boldness and a great deal
of caution to make a great
fortune, and when you have
it, it requires ten times as
much skill to keep it.”

"~ Ralph Waldo Emerson
Dear Clients,

Tandem is committed to the
preservation of your wealth
by minimizing risk while add-
ing value through consistent
and superior investment per-
formance over time. This
issue of The TANDEM Re-
port provides a summary of
our views pertaining to the
investment landscape and
subjects that influence our
decision making. More infor-
mation about our firm, in-
cluding our investment style
and process, is available at
www.tandemadvisors.com or
upon request. We hope you
find this report useful.

Respectfully,

John B. Carew
President & Founder
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Market Commentary
2022 brought change from 2021. What does 2023 have in store?

hankfully, 2022 has come to a

close. The severely turbulent

year brought an end to the short
-lived post-COVID bull market. That
short, but mighty, bull market saw the
S&P 500 run from its March 23, 2020
low to its January 4", 2022 high on its
way to a nearly 120% gain. After set-
ting its last all-time high, rising rates,
volatility, and uncertainty ushered in a
market decline.

The end of 2021 and the end of 2022
could not have been more dissimilar.
At the end of 2021, the S&P 500 was

near all-time highs. Geopolitical ten-
sions were fairly low. The 10-year U.S.
Treasury was right around 1.5%. Infla-
tion was climbing but was not yet ring-
ing any alarm bells. And the Federal
Reserve was standing pat with rates
near zero. By the end of 2022, none
of these things were true.

2022 was a complex year in a multi-
tude of ways. Russia invaded Ukraine,
sending shockwaves across the world.
Inflation hit 40-year highs, and alt-
hough the peak seems to be in, the

(Continued on page 3)
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All - performance figures, charts and
graphs contained in this report are de-
rived from publicly available sources
believed to be reliable. Tandem makes
no representation as to the accuracy of
these numbers, nor should they be
construed as any representation of past
or future performance.

or most investors, 2022 was a

challenging year. The struggle to

regain some sense of normalcy
following a global pandemic took a
new twist. Volatility stood the market
on its head in 2022. Stock prices fell,
interest rates rose, bond prices fell,
and cash was the only traditional asset
class that provided a positive rate of
return for the year. Most non-
traditional assets fared poorly too. De-
spite an overwhelming desire for it,

normalcy may take longer to find than
we wish.

The rise in stock prices from the
depths of the pandemic-induced de-
cline were as impressive as we have
seen in some time. According to Ben
Carew in this issue’s Market Commen-
tary, the S&P advanced nearly 120%
from low to high. That's not normal, yet
few complained in the moment. The
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Commentary (continued)

(Continued from page 1)

market’s decline from its high has been far less dra-
matic, yet it has been accompanied by much hand-
wringing. | have heard countless complaints about
losing money in 2022. | suppose this is true, but un-
less you began investing in January 2022, you proba-
bly have not lost any money. Let’'s have perspective.

It is true that the S&P 500 (including dividends) was
down 18.11% for the year. However, despite last year’s
decline, the 3-year annualized rate of return for the
S&P is 7.66%, the 5-year annualized return is 9.42%,

since 2018. All was right in the world for investors, and
risk was widely viewed to be minimal. And Tandem
had unusually high levels of cash in our portfolios as
the market was setting new records. Why? Because
we actually practice the discipline of buying low and
selling high. In 2021, by following our time-tested in-
vestment methodology, we simply had more stocks to
sell than buy. We were not making a market call, we
were not allocating to cash, and we did not have a
view of the market that influenced our decision-
making. We simply had more companies to sell than
to buy, so cash levels rose. We were reducing risk.
This was quite a contrarian position to take.
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and the 10-year annualized return is an eye-popping
12.56%. These rates of return remain near or above
historical norms, but they are approaching normalcy.
By comparison, at the end of 2021, the 3-, 5-, and 10-
year annualized returns were 26.07%, 18.47%, and
16.55% respectively. These returns were far from nor-
mal, yet they were accepted by most without question
or concern.

As ex-Redskin head coach Steve Spurrier once said,
“hindsight is 50-50”. With the benefit of that hindsight,
it's easy to say now that the rates of return the market
had been producing were unsustainable. But in the
moment, few had the audacity to openly discuss the
inherent risk in stock valuations. We did. And not only
did we discuss the risk, but we also reduced our ex-
posure to it.

In the fall of 2021, the S&P was near all-time highs,
interest rates were near zero, inflation was only a ru-
mor, and the Federal Reserve hadn’t raised rates
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By year-end 2022, the S&P was well below its all-time
high, interest rates were higher than they had been in
more than a decade, inflation had set a record, and
the Federal Reserve raised rates 7 times, taking the
Fed Funds target rate from 0.00% - 0.25% all the way
to 4.25% - 4.50%. This marked one of the steepest
rate hikes in history, and the world was recognizing a
very different reality. The amount of cash in our port-
folios declined significantly, even though most per-
ceived risk to be greater. Why? Opportunity was
abundant and we were able to put capital to work at
valuations that were finally compelling. We were buy-
ing low. We had more things to buy than sell, and
cash levels declined.

Too often, investors fall victim to recency bias. If
something is working, the belief is that it will continue
to work. Similarly, if something isn’t working it must be
abandoned. At Tandem, we believe in looking back-
ward to move forward. Our logo (recently trade-

(Continued on page 4)
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rate of inflation remains elevated relative to historical
norms. Finally, global growth began to slow, and con-
sensus seems to be that a global recession is either
already upon us or right around the corner.

Despite the apparent global slowdown, central banks
have continued to raise rates in a concerted effort to
tame inflation. As a result of both the central bank ac-
tion and the rampant inflation, interest rates have
soared, which leads to higher borrowing costs for
consumers, businesses, and governments alike. Ris-
ing interest rates inhibit a consumer’s ability to con-
sume; they impair the profits of corporations that are
regular borrowers; they likely don’t cause government
to spend any less, but they make it more expensive to
do so. Just twelve months ago the 2-year U.S. Treas-
ury was less than 1%. At one point, it was yielding
more than 4.80% in 2022. According to the St. Louis
Fed, the average 30-year fixed rate mortgage rose
from 2.65% to 7.08% by November of 2022.

Interest rates tend to share an inverse relationship
with valuations of stocks. When interest rates rise, val-
uations decline. On the other hand, when interest
rates fall, valuations tend to rise. In other words, the
equity market seems to prefer lower, or at the very
least stable, rates. An increase in valuations, all else
being equal, will lead to a rise in prices — which as
investors, we certainly appreciate! Declining interest

rates provide a tailwind for the stock market as the
lower rates allow for higher valuations. The same is
true of the housing market. Historically, lower rates
beget higher housing prices. Higher rates, on the oth-
er hand, can lead to a decline in the price of homes
while compressing the valuations in the stock market
as well. A commonly used valuation metric for stocks
is the Price/Earnings (PE) ratio. The chart below illus-
trates the nearly perfect relationship between the U.S.
10-year Treasury and the Price-to-Earnings Ratio for
the S&P 500. Other than the pandemic-induced melt-
down in the S&P, when yields are at their lowest, valu-
ations are at their highest, and vice versa.

Rising rates impact other markets as well. Interest
rates and bonds share an inverse relationship. When
yields rise, bond prices fall. Bonds, usually thought to
be a safe haven during periods of stock market weak-
ness, provided no shelter in 2022. This left most in-
vestors with no obvious place to seek refuge. In fact,
when taking a look at Callan’s Periodic Table of In-
vestment Returns for 2022 (a fun graphic showing the
annual performance of various asset classes) one can
see that cash was not only the only asset class that
produced a positive return, but it was the only one
that didn’t produce a double-digit decline.

Cash is certainly useful during periods of market
drawdowns. However, the usefulness of cash is found
not in holding it during such downturns, but instead in

(Continued on page 4)
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Market Commentary (continued)

(Continued from page 3)

deploying it when opportunities become more plenti-
ful during those downturns. 2022 was an unusually
volatile year. But it is during such times of volatility that
the ability, or perhaps the willingness, to use cash be-
comes more impactful. Deploying cash to buy low
during the declines and adding to cash by selling high
during the subsequent rallies, would have proven for-
tuitous. For us, that is what active and prudent invest-
ment management should be. Buy what ought to be
bought when our process says it should be bought.
And sell what ought to be sold when our process says
it should be sold.

Looking forward, it becomes less clear what 2023 will

hold. Would it be surprising to see a strong bounce
back following such a weak year? Certainly not. Senti-
ment is woeful. Generally, sentiment can be viewed
as a contrarian indicator. Could further weakness be
around the corner? Certainly. Markets don’t often bot-
tom before a recession, and it looks like a recession is
likely. Further weakness or volatility in the face of
such an environment would not be altogether surpris-
ing. What is certain in 2023 is that regardless of mar-
ket direction, the market can move up, down, or side-
ways, and we will continue to do what we believe to
be prudent — buying stocks when our process says
that they should be bought and selling stocks when
our process says that they should be sold.

Ben Carew, CFA

Commentary (continued)

(Continued from page 2)

marked) is the perfect illustration of this. But in looking
backward, we must look beyond recent to gain a
fuller understanding of what is possible.

A common mistake among investors is to assume that
investment performance last year is likely to be repli-
cated again this year. This “buy the winner” mentality
is understandable, but stock price performance is not,
in our view, what we should be observing. Companies
cannot control their stock price performance in the
short run. Some can, however, control the things that
lead to business success. When this occurs, stock
price appreciation is more likely to follow in a con-
sistent, sustained manner.

Our discipline is designed to reduce risk by reducing
volatility, while delivering a consistent, repeatable ex-
perience. We believe that volatility is the enemy of
most investors because it tempts us to do the wrong
thing at the wrong time. When we see the market go-
ing ever higher, we want in, and we risk buying high.
When we see the market going lower, the temptation
is to assume that risk is rising and to get out. This can
lead to selling low. Buying high and selling low is not
a winning formula.

In order to reduce the volatility of the portfolio, we
must reduce volatile components within the portfolio.
We attempt to identify businesses with a sustained
history of growth, through any economic environment.
Businesses that are better able to control their own
destiny are more likely to be less volatile.

Growth through any economic environment is a tall
order, and not many companies can meet this de-

manding criteria. In fact, many companies that most
would consider to be blue chip, whatever that means,
fail to meet our criteria, and are therefore not included
in our portfolios. A sampling of such companies that
we exclude is:

e Amazon e General Electric
o AT&T e |BM

e Chevron e Intel

e Disney e JP Morgan

e Exxon Mobil e Tesla

e Facebook e Verizon

Our companies have demonstrated the ability to grow
earnings, revenue, and cash flow consistently over
time, regardless of the economic environment. Every
name we own in our portfolios is listed on the next
page. Every one of these has met this criteria, and if
they pay a dividend, that has grown as well. Every
holding in our Large Cap Core portfolio pays, and
grows, a dividend.

| sincerely hope that Tandem continues to meet your
expectations. Hopefully, we have done what we said
we would do — deliver a more consistent, repeatable,
less volatile experience. In times of uncertainty, con-
sistency can provide comfort. Yet in a chaotic world,
consistency can prove elusive. | believe that Tandem
provides consistency, at least in terms of the invest-
ment experience it delivers, by looking backward to
move forward.

JBC

Please explore the rest of our content by visiting our website: https./tandemadvisors.com/commentary/. Billy
Little writes the monthly Observations, Ben Carew writes the fortnightly Notes from the Trading Desk, and
everything is available in audio format as well. We also have a podcast called Tandem Talk, so please give us

a listen!
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5 Year Annualized Dividend Growth for Tandem’s Holdings by Strategy
from Q4 2017 to Q4 2022
Tandem’s average dividend-paying holding has increased it's dividend 10.69% on an annualized basis for the last 5 years.

Large Cap Core 5 Yr. Annualized
Dividend Growth

Company
Abbott Laboratories
AbbVie, Inc.
Accenture Plc
Amphenol
Automatic Data Processing
Becton, Dickinson
BlackRock
Brown & Brown
Brown-Forman CI B
CBOE Global Markets
Church & Dwight
Comcast
Costco
Dollar General
Essential Utilities
Expeditors International
FactSet Research
Jack Henry & Associates
Hormel Foods
Intercontinental Exchange
Johnson & Johnson
MarketAxess Holdings
Mastercard
McCormick & Co.
Microsoft
NextEra Energy
Nike
T. Rowe Price
Republic Services
ResMed
Roper Technologies
SEl Investments
J.M. Smucker
STERIS Plc
Stryker

Terreno Realty

Verisk Analytics
Visa
Waste Connections

Average

Dividend Growth
12.74%
15.82%
10.99%
17.19%
14.69%

3.94%
14.31%
8.92%
5.40%
13.12%
6.68%
1.38%
12.47%
16.17%
6.99%
9.79%
9.71%
9.59%
7.96%
13.70%
6.11%
16.23%
17.92%
8.45%
10.12%
11.59%
11.20%
16.05%
7.49%
4.68%
10.60%
6.71%
5.51%
8.68%
9.80%
12.70%

NA

18.20%

12.74%

10.96%

Companies not paying a dividend on
12.31.2017, or that have restructured since
then, are NA. All companies in Large Cap
Core currently pay a dividend.

Equity 5 Yr. Annualized
Dividend Growth

Company
Abbott Laboratories
AbbVie, Inc.
Accenture Plc
ANSYS
Automatic Data Processing
Becton, Dickinson
BlackRock
Brown & Brown
Brown-Forman CI B
CBOE Global Markets
Check Point Software Tech
Comcast
Costco
Dollar General
Essential Utilities
Expeditors International
FactSet Research
Fiserv
Five Below
Jack Henry & Associates
Hormel Foods
Intercontinental Exchange
Intuitive Surgical
Johnson & Johnson
Laboratory Corp of America
MarketAxess Holdings
Microsoft
NextEra Energy
O'Reilly Automotive
PayPal Holdings
T. Rowe Price
Qualys
Republic Services
ResMed
Henry Schein
SEl Investments
J.M. Smucker
STERIS plc
Stryker
Tyler Technologies
Verisk Analytics
Visa
Waste Connections

Average

Dividend Growth
12.74%
15.82%
10.99%

NA
14.69%
3.94%
14.31%
8.92%
5.40%
13.12%
NA
1.38%
12.47%
16.17%
6.99%
9.79%
9.71%
NA

NA
9.59%
7.96%
13.70%
NA
6.11%
NA
16.23%
10.12%
1.59%
NA

NA
16.05%
NA
7.49%
4.68%
NA
6.71%
5.51%
8.68%
9.80%
NA

NA
18.20%
12.74%

10.70%

Mid Cap Core 5 Yr. Annualized
Dividend Growth

Company
Akamai Technologies
ANSYS
Becton, Dickinson
Brown-Forman CI B
Brown & Brown
CBOE Global Markets
Check Point Software Tech
Church & Dwight
Essential Utilities
ExIService Holdings
Expeditors International
FactSet Research
Fiserv
Five Below
Jack Henry & Associates
Hormel Foods
Laboratory Corp of America
MarketAxess Holdings
McCormick & Co.
NV5 Global Inc.
O'Reilly Automotive
T. Rowe Price
Qualys
Republic Services
ResMed
Henry Schein
SEl Investments
J.M. Smucker
STERIS plc
Stryker
Terreno Realty
Tyler Technologies
UMB Financial Corp

Verisk Analytics

Waste Connections

Average

Dividend Growth

NA

NA
3.94%
8.92%
5.40%
13.12%
NA
6.68%
6.99%
NA
9.79%
9.71%
NA

NA
9.59%
7.96%
NA
16.23%
8.45%
NA

NA
16.05%
NA
7.49%
4.68%
NA
6.71%
5.51%
8.68%
9.80%
12.70%
NA
6.68%
13.90%

12.74%

9.04%

The list of holdings above for Tandem’s 3
strategies are as of 12.31.2022. These lists
do not constitute investment advice, nor
do they represent performance of any
Tandem investment product. FactSet is the
data source for the above calculations.
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Tandem Investment Advisors, Inc.

145 King Street, Suite 400
Charleston, SC 29401
(843) 720-3413

Questions?

Please email us at information@tandemadvisors.com or visit

www.tandemadvisors.com for further information.

Please scan the QR code and update

your mailing preferences today!

Past performance is no guarantee of future results. Indices are unmanaged and not available for direct investment. They are shown or
referred to for illustrative purposes only and do not represent the performance of any specific investment..

KEY MARKET DATA

YIELD TABLE
Current 3 months ago | 1year ago
3-month Treasury Bill 4.25% 3.13% 0.06%
2-year Treasury Note 4.29% 3.86% 0.68%
5-year Treasury Note 3.76% 3.70% 1.23%
10-year Treasury Bond 3.62% 3.52% 1.47%
30-year Treasury Bond 3.66% 3.56% 1.85%
Prime Rate 7.27% 5.73% 3.25%
Federal Funds Rate 4.10% 2.56% 0.08%
Discount Rate 4.27% 2.73% 0.25%

12/31/2022 % Change % Change % Change
Close 1Year 3 Years 5 Years

S&P 500 3,839.50 -19.44% 18.84% 43.61%
Dow Jones Industrial 33,147.28 -8.78% 16.15% 34.10%
NASDAQ 10,466.48 -33.10% 16.65% 51.61%
Russell 2000 1,761.25 -21.56% 5.56% 14.70%
S&P 500 VIX 21.67 25.84% 57.26% 96.29%
FTSE Asia Pacific 309.34 -18.58% -6.78% -8.95%
FTSE Europe 6,086.43 -7.14% 1.87% 2.35%
FTSE World 724.01 -19.38% 8.99% 20.81%
Crude Oil $80.47 6.99% 31.79% 33.18%
Bitcoin $16,564.00 -64.16% 129.79% 20.03%
U.S. Dollar Index 103.27 8.03% 7.51% 12.46%
Euro/Dollar* 1.07 -5.86% -4.53% -10.79%

The data used to compile the above tables come from publicly available
sources. Tandem believes it to be reliable, but makes no such assertions.
Such data is not meant to imply past or future performance for Tandem or any

securities market.
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* Negative return represents dollar strength,
Returns are cumulative, not annualized.

, positive return represents dollar weakness.




