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least in the context of this Dividend 
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egy in recent years is the one he's 

best known for: buying exceptional 

companies and trying not to over-

pay for them – and that's fairly sim-

ilar to what a lot of dividend inves-

tors already do. So here I'll assume 
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be focusing on buying high quality 

companies with some kind of de-

fendable competitive advantage, or 
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and of course trying to pick up those 

companies when their yield is rela-

tively attractive.

The second step – boiling his ap-

proach down into something that 

the average investor can use – is, I 
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just as many again for deciding what 

a good price for that company would 

be. But we have to start somewhere 

and the best place to begin the 

years. On top of that they should 

have regularly increased their rev-

enues, earnings and dividends, and 

the more often the better.

 !"#$%&'('$)*+ Companies with pow-

erful economic moats tend to gener-
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to the capital employed within the 

business. As a result their average 

return on capital employed (ROCE) 

should be above average and pref-

erably in double digits.
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very wary of borrowed money. Even 

though it is theoretically optimal to 

run most companies with some de-
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prefers companies that carry little 

or no debt. This makes them more 

robust and more likely to survive 

and thrive through the many dec-
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to hold each of his investments. A 
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by the ratio between a company's 
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search for high quality companies 
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are, I think, a few basic features that 
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for in a company's accounts. These 

include:

2!"3$4*+ Companies should have a 
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growth. This record should extend 

back at least ten years and cover rev-

enues, earnings and dividends. 

,"-.'.$/-1)* + Companies should 

have paid a dividend in every one of 

the last ten years and have made a 

(%+$'# ,-# /6:+&'# "<"%7# +-"# +2# '!+&"#

BY JOHN KINGHAM

THE DIVIDEND HUNTER

Dividend Investing a 
la Warren Buffett



THE DIVIDEND HUNTER

www.masterinvestor.co.uk | Master Investor is a registered trademark of Master Investor Limited   ISSUE 14 – MAY 2016 | 25 

“BUFFETT’S MAIN STRATEGY 

IN RECENT YEARS IS THE 

ONE HE’S BEST KNOWN 

DEF6#8GH IJ#KLMKNA EIOP#
COMPANIES AND TRYING NOT 

TO OVERPAY FOR THEM.”
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Using data from ShareScope it's possi-

ble to screen the FTSE All-Share using 

the metrics above, looking for Buf-

fett-style stocks that are worth investi-

gating in more detail. I'll do that now, 

using the following criteria: For growth, 

I'll insist on a 5% growth rate over the 

last ten years. For consistency, I'll insist 

that the company has increased its rev-

enues, earnings and dividends at least 

75% of the time over the last ten years. 
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average ROCE of at least 12%. Last but 

not least, I will also insist that borrow-
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which is a reasonable upper limit.
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the FTSE All-Share produces a list of 49 

companies. There isn't enough room 

here to look through all 49, so I'll fo-

cus on a handful of companies that 

are similar, in some respects, to one or 
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AG Barr (LON:BAG): 9% 
5!"3$46*789*:!"#$%&'('$)6*
2.4% yield
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sions was to invest heavily in Coca-Cola 

during the late 1980s. Coca-Cola has 

features which are central to the pop-
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sells an inexpensive consumer good 

which millions of people buy every day 

regardless of the state of the economy, 

and its main product has an incredibly 

powerful brand name.

FTSE 250-listed soft drink manufac-

turer AG Barr also shares those key 
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has been around for over a century as 

one of the best-selling soft drinks in the 

UK, where its distinctive brand name 

and look is known to almost everyone. 

For both Coca-Cola and AG Barr, the 

secret to their success is that there 

are lots of people who will buy a bot-

tle of Coke or IRN-BRU and pay £1.15 

for it (for example) rather than buying 

a near-identical unbranded alternative 

for £1.05. To the customer the 10p dif-

ference is negligible, but if the underly-

ing cost of producing each drink is £1 

then Coca-Cola and AG Barr are gen-
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unbranded competitor on each bottle 
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gin allows AG Barr to out-market their 

competitors as the company has more 

free cash available. Not only that, but 

each new customer acquired is more 

(%+$'/16"# '!/-#/#&,:,6/%#*0&'+:"%#/*-

quired by their competitors, thus al-

lowing greater marketing-spend per 

customer.

 !/'# <,%'0+0&# *,%*6"# +2# !,.!# (%+$'/1,6-

ity and high free cash generation has 

driven Coca-Cola's success over the 

last 100 years, and perhaps AG Barr 

can replicate that over the next 100 

years.

At 555p AG Barr has a yield of 2.4%, 

which is not bad at all given its over-

all ten-year growth rate of 9% and a 

dividend growth rate which has been 

closer to 10%. Relative to other Buf-

fett-style stocks I do think AG Barr is 

quite attractively priced, although I 

don't currently own it. 

Reckitt Benckiser 
(LON:RB.): 7% growth, 21% 
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In a similar vein to Coca-Cola and AG 

Barr, both of which sell small-ticket 

repeat-purchase items with strong 

1%/-@&8# 304"''# /6&+# !/&# /# :/Q+%# ,--

vestment in Proctor & Gamble (P&G). 

P&G is the company behind such well-

known brands as Fairy Liquid, Duracell 

and Pampers and a similar company 

listed on the FTSE All-Share is Reckitt 

Benckiser. Much like Procter & Gamble, 

Reckitt is a powerful force in the world 

of consumer goods, producing many 

world-leading products such as Dettol, 

Durex and Nurofen. 

The basic business model is exactly the 

same as it is for Coca-Cola and AG Barr. 

Strongly branded products are sold at 

a premium price, which generates ab-
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That cash can then be reinvested into 

marketing in order to grow the busi-

ness.   
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compared to Coca-Cola and AG Barr, 

is that the former's products often re-

B0,%"# &,.-,$*/-'# ,--+</',<"# ,:(%+<"-

ments in order to remain competi-

tive, while the latter's do not. So while 

Dettol may need new formulations or 

new dispenser designs in order to keep 

“THAT VIRTUOUS CIRCLE OF HIGH 

PROFITABILITY AND HIGH FREE CASH 
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PERHAPS AG BARR CAN REPLICATE THAT 
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up with improvements from its com-

petitors, IRN-BRU typically requires lit-

tle in the way of similar improvements 

or innovations. However, the cost of 

innovation for companies like Reckitt is 

not so high that it damages the funda-

mental soundness of its business plan, 

which is borne out by its extremely 

!,.!# '"-F7"/%# /<"%/."#(%+$'/1,6,'7#$.-

ure of more than 20%.

As well as exhibiting exceptional prof-

itability, Reckitt has also grown at 

more than 7% per year over the last 

ten years, so it is clearly a very capable 

company. At 6,750p the shares have a 

dividend yield of just 2.1%, so they are 

certainly not a high yield investment. 

However, companies that combine 

high quality and high growth are un-

likely to be high yield as well, and so 

despite Reckitt Benckiser's low yield 

I still think the shares are attractively 

valued, to the point where I currently 

own shares in Reckitt Benckiser.

Dunelm Group: 18% 
5!"3$46*>?9*:!"#$%&'('$)6*
2.4% yield
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ly-branded small-ticket consumer 

goods companies. One completely dif-

ferent type of investment was his pur-

chase of the Nebraska Furniture Mart 

in 1983.

The Nebraska Furniture Mart's compet-

itive advantage is based on it being the 

lowest cost operator. It sells furniture 

and related items for less than its main 

rivals, and yet still maintains a reasona-
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through economies of scale, and lots of 

it. Each of the company's four locations 

are vast, with three of them covering 

more than a million square feet each 

and holding hundreds of thousands of 

items for sale. There is simply no point 

competing against such scale, as by 

the time a competitor had built a store 

big enough to enjoy the same econo-

mies of scale, supply of furniture items 

from the two competing stores would 

exceed local demand and so neither 

=+06@#6,?"67#:/?"#/''%/*',<"#(%+$'&;

Dunelm, as the UK's leading homeware 

retailer, is in some respects quite sim-

ilar to the Nebraska Furniture Mart. 

Dunelm's strategy is also based on 

using scale, in the form of huge out-

of-town superstores, to keep costs to 

a minimum (the company's motto is 

"Simply Value for Money"). In addition, 

although its superstores don't have 

anything like the million square feet 

of the Nebraska Furniture Mart, it is 

able to keep competitors away due to 

its decision to locate most of its super-

stores in out-of-town retail parks.

These out-of-town retail parks typically 

have a limited number of very large 

stores, each chosen by the landlord to 

complement the others so that visiting 

the retail park can be a more complete 

"shopping experience". If a retail park 

contains one furniture store then it is 

unlikely to want another; that space 
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store selling electronic goods, clothing 

or something else complementary.

Of course Dunelm does also have a 

good brand name and that, combined 

with its proven ability to roll out a large 
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stores, makes it an even more likely 
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At 900p the shares are not obviously 

cheap with a dividend yield of 2.4%, 

but relative to other similarly success-

ful companies I think Dunelm is one of 

the most attractively priced stocks in 

the UK market.

Admiral Group (LON:ADM): 
7;9*5!"3$46*?@9*:!"#$%-
bility, 6% yield (including 
regular special dividend)
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without mentioning insurance. Insur-

ance operations have historically been 
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“RELATIVE TO 

OTHER SIMILARLY 

SUCCESSFUL 

COMPANIES I 

THINK DUNELM IS 

ONE OF THE MOST 

ATTRACTIVELY 

PRICED STOCKS IN 

THE UK MARKET.”
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Hathaway conglomerate, including the 

outright purchase of National Indem-

nity in 1967, GEICO (Government Em-

ployees Insurance Company) in 1996 

and many others. 
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pool of insurance premiums which 

have been collected but have yet to be 

paid out to cover the cost of claims. In-

surance companies typically invest this 

G+/'#,-#+%@"%#'+#."-"%/'"#*/(,'/6#./,-&#

and income, which then belong to the 

company rather than the insured. As 
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represents interest-free money for him 

to invest.

As for Admiral, it is one of the most 

successful motor insurance companies 

in the UK, by any reasonable measure. 
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of very consistent growth and it also 

has an extremely good brand name. 
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in equities, preferring instead to focus 

on safety and liquidity by investing pri-

marily in money market accounts. But 

a cautious investment policy hasn't 

stopped the company from growing at 

an impressive rate, and I for one have 

been a happy Admiral shareholder for 

several years.

At 1,860p Admiral is the most attrac-

tive stock in the UK market, at least ac-

cording to the accounting factors we're 

using here and its dividend yield. Cur-

rently that yield, including its regular 

special dividend, is just over 6%, which 

makes Admiral that rarest of things: a 

stock that is both high quality and high 

yield. 
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would actually invest in any of these 

four companies is another matter, but 

I do think that among UK-listed stocks 

these are some of the companies he 

would want to take a second look at.

About John

John Kingham is the managing editor of UK Value Investor, the investment 

newsletter for defensive value investors which he began publishing in 2011. 

With a professional background in insurance software analysis, John's ap-

proach to high yield, low risk investing is based on the Benjamin Graham 

tradition of being systematic and fact-based, rather than speculative.

 

John is also the author of The Defensive Value Investor: A Complete Step-By-

Step Guide to Building a High Yield, Low Risk Share Portfolio.

 

His website can be found at: www.ukvalueinvestor.com.

Master Investor readers can purchase The Defensive Value Investor by John 

U,-.!/:#2+%#VPW#+4#=!"-#107,-.#@,%"*'#'!%+0.!#'!"#(016,&!"%8#9/%%,:/-#

House.

 

Get the paperback for £18.50 + P&P (RRP: £25) or the ebook for £17 (RRP: 

£22.99).

Just go to www.harriman-house.com, select the book type and enter 

MASTERKING in the promo/coupon box at checkout.

“A CAUTIOUS INVESTMENT POLICY 

HASN’T STOPPED THE COMPANY FROM 
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I FOR ONE HAVE BEEN A HAPPY ADMIRAL 

SHAREHOLDER FOR SEVERAL YEARS.”


