DATA UPDATE 8 FOR 2026: DIVIDENDS
AND STOCK BUYBACKY!

Cash returns as investment harvest!



TIME FOR A HARVEST!

= In the data update sessions this year, I have wended my way from
the macro (equities collectives, the bond market and other asset
classes) to the micro, starting with hurdle rates and returns in posts
five and six and the debt/equity choice in my seventh post.

= In this session, I will look at the decision by businesses on how
much cash to return to their owners, and in what form

(dividends or buybacks), and how that decision played out
globally in 2025.

= I will argue that dividend policy, more than any other aspect of
corporate finance, is dysfunctional both on the sides of the firms
that choose to return the cash and the investors who receive that
cash.

= It is also telling that there are many who seem to view the very act
of returning cash as a sign of failure on the part of firms that do
so, even though it is the end game for every successful business.



DIVIDENDS AS RESIDUAL CASH FLOWS

.| Make good investments (that earn more than New equity
your hurdle rate) < Use net debt for
l new projects
Earnings from Choose a financing mix that minimizes your If you have excess
existing assets hurdle rate (maximizes value) —*| debt capacity
.| Pay residual cash flow, if any, as dividends 1
or return as buybacks = Use net debt for

cash return




THE BIGGEST DRIVERS OF DIVIDENDS

= Inertia: In many companies, dividend policy is set on auto pilot,
with dividends this year set equal to dividends in the last year.
It is for that reason that the word I would use to describe
dividend policy, at least when it comes to conventional
dividends, is 'sticky’.

= Me-tooism: In most companies, managers look to peer group
dividend policy for guidance on how much, if any, to pay in
dividends. Thus, if you are a bank or a utility, it is likely that you
will pay high dividends, because everyone else in the sector
does so a well, whereas technology companies will pay no or
low dividends, because that is industry practice.




STICKY DIVIDENDS...

Dividend Changes at US companies

Most companies pay the same amount in
dividends that they did in the previous

year. Whey they change dividends, they

decrease dividends.
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WHEN DIVIDENDS DRIVE BUSINESSES. ..

Decide what to return to
stockholders first

The Dividend Monster

Investment Rationing, if

needed.
Invest, if any cash
Hope and pray that you ’
have cash flows to cover ’__ left over.
dividends/buybacks

Maintain or increase dividends/
Buy back stock because everyone
else does it.

Using Cash flows from
operations as your first —

source of cash flows If not, borrow money

to cover the deficit

Borrow money to

Partial liquidation?

Sell assets to
meet rest of
deficit

make up deficit

Issue new
shares.

Insanity?



THE RISE OF BUYBACKS

1988- 2025

Dividends and Buybacks on S&P 500
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R RATIONAL CASH RETURN POLICY...

Start with equity earnings

Net Income

plus

Add back non-cash expenses

Net out capital expenditures

Net out working capital needs

Depreciation & Amortization

minus

Capital Expenditures & Acquisitions

minus

Change in Non-cash Working Capital
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Add (subtract) debt issued (repaid)

Gives you cash that can be returned

plus

(New Borrowings — Debt Repaid)

equals

Free Cash Flow to Equity (Potential
Dividend)




CASH RETURNED V3§

FCEE

Cash available for return to
equity investors

Potential Dividends (FCFE)
Net Income

— (CapEx - Depreciation)

- Change in non-cash WC

— (Debt Repaid — Debt Raised)

versus

Cash returned to equity investors

Dividends (regular and special)
+ Stock Buybacks

If cash returned > FCFE

If cash returned = FCFE

v

Draw down Issue new
cash equity (if
balance needed)

Cash balance will not change

If cash returned < FCFE

v

Cash balance will increase by
(FCFE - Cash Returned)




THE TRUNT ISSUE!

What it could have paid out
Net Income

- ((:Cap Ex - Depr’ n) (1-DR

- t(quF\lleorking Capital (1-DR)

How much did the firm pay out? How much could it have afforded to pay out?
What it actually paid out

Dividends

+ Equity Repurchase

Firm a)'Is out too little
FCFE > Dividends

Firm Ié)ays out too much
FCFE < Dividends

Do you trust managers in the company with |<( What investment opportunities does the

our cash?
ook at past project choice:
Compare ROE to Cost of Equity

firm have?
Look at past project choice:
Compare ROE to Cost of Equity

ROC to WACC

ROC to WACC
|
| |
Firm has history of Firm has history
good project choice of poor project
and good projects in choice
the future

Firm has good Firm has poon
projects projects

Give managers th
flexibility to keep
cash and set
dividends

or return cas
stockholders

Force managers t
justify holding cash

to

Firm should deal
with its investmen
problem first and
then cut dividend

irm shou
cut dividends

and reinvest
more
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R LITE CYCLE VIEW OF CASH RETURN
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Lifecycle Stage Start-up Young High Growth Mature Mature o
Growth Growth Stable Decline
>
Large net Net losses narrow | Net profits Net profits Net profits level | Net profits
Earnings losses turn positive grow quickly of.f, with debt as | decline
wild card.

. i X . i Divestment
Reinvestment Very High High Remain large, Continue to Low (creating positive
needed for growth but scale down | decrease on cash flows)

in percent. scaled basis.
Debt cash flow (Debt Usually Usually If debt exists, Net debt cash Net debt cash | Net debt cash
issued - repaid) none none net positive, flow positive. flow neutal. flow negative.
but small.
Free CF to Equity Negative May get more Turns positive Positive & Positive & Positive &
(Potential cash negative, with as growth slows | growing (faster more stable higher than
return) growth than earnings) earnings.
Cash from/to Equity Equity Self-funding Equity Dividends + Liquidating
Issuances Buybacks Buybacks Dividends
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DIVIDENDS IN 2025: THE DIVIDEND PRYQUT RATIO
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THE DIVIDEND YIELD IN 2025
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DividendYields in 2025

Sub Group Dividend Yield| % of dividend payers
Africa and Middle East 4.08% 57.03%
Australia & NZ 2.85% 25.79%
Canada 2.08% 12.54%
China 2.70% 76.04%
EU & Environs 2.62% 42.72%
Eastern Europe & Russia 3.57% 37.59%
India 1.13% 30.54%
Japan 2.18% 79.92%
Latin America & Caribbean 3.44% 60.00%
Small Asia 10.85% 54.07%
UK 3.05% 49.29%
United States 1.10% 29.36%
Global 2.43% 49.62%

EGlobal mUS

4.5-5 5-5.5% 5.5-6% 6-6.5% 6.5-7% 7-1.5% 7,5-8%

>8%
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DIVIDEND YIELD AND PRICE APPRECIATION OVER
TIME. ..

Dividends and Price Apprecaition on S&P 500: 1960 to 2025
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DIVIDEND YIELD AND PRYOUT IN 2025: BY SECTOR

Global
Dividend Payers? Aggregate Dividends Dividend Yield Dividend Payout Ratio

ay dividends|No dividends Dividends ($) | Dividend Yield | Dividend Payout|1st Quartile |Median |3rd Quartile |1st Quartile|Median|3rd Quartile
847 1346 38.62% | $162,867 1.37% 34.88% 1.06% | 2.71%| 4.99% | 27.29% |48.94%| 81.70%
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BUYOUTS AS FLEXIBLE DIVIDENDS

= As buybacks have soared in the United States, misconceptions
and myths about buybacks have also surged.

= Some have used to back up the argument that buybacks are at
the heart of every business problem in the US and should
therefore be banned. They take issues with buybacks as:

= They are a primarily a US phenomenon
= Buybacks are wasteful and reduce corporate investment
= Buybacks are debt-funded and are increasing distress risk

= Buybacks are value-destroying, because companies buy back
shares at prices that are too high.

= Others present it as the basis for a cannot-lose strategy to
beat the market, because

= Buybacks can be value creating, if they are the right price
= Buybacks increase share prices, because they reduce share count

16



MYTH 1.1: BUYBACKS ARE A US PHENOMENON

Dividends Buybacks
| Region Number of firms | % of Payers | Dividends ($ mil) | Dividend Yield|% of firms| Buybacks | % of Cash Return
Africa and Middle East 2,555 57.03% $224,913 4.08% 12.99% | $20,524 8.36%
Australia & NZ 1,702 25.79% $56,271 2.85% 12.63% $9,543 14.50%
Canada 2,576 12.54% $80,249 2.08% 14.67% | $71,068 46.97%
China 5,715 76.04% $555,702 2.70% 32.15% | $151,014 21.37%
EU & Environs 5,649 42.72% $500,286 2.62% 23.21% | $199,944 28.55%
Eastern Europe & Russia 439 37.59% $5,603 3.57% 9.34% $356 5.97%
India 5,170 30.54% $60,539 1.13% 3.83% $4,680 7.18%
Japan 3,965 79.92% $161,506 2.18% 32.94% | $118,640 42.35%
Latin America & Caribbean 980 60.00% $74,392 3.44% 25.41% | $18,084 19.56%
Small Asia 10,367 54.07% $1,006,618 10.85% 14.25% | $34,909 3.35%
UK 984 49.29% $122,823 3.05% 35.67% | $70,049 36.32%
United States 5,994 29.36% $770,311 1.10% 44.89% |$1,153,573 59.96%
Global 48,156 49.62% $3,619,213 2.43% 22.94% [$1,852,383 33.85%
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MYTH 1.2: BUYBACKS ARE WASTEFUL AND
REDUCE CORPORATE INVESTMENT

Global

Aggregate Cash Return
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MYTH 1.3: BUYBACKS ARE FUNDED WITH DEBT
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MYTH 1.4: BUYBACKS ARE VALUE DESTROYING, BECAUSE
COMPANIES PRY PRICES THAT ERE T00 HIGH

= Warren Buffett was late to the buyback party, but when he
initiated buybacks at Berkshire Hathaway, he introduced a
constraint, which is that he would do buybacks only if he
believed that the company's stock price was less than
intrinsic value.

= That does seem like value destruction, but a cash return can
neither add nor destroy value, but it can transfer wealth. In
the case of stock buybacks at too high a price, wealth is
transferred from those who remain loyal shareholders in
the firm to those who sell their shares.

= While there is hand wringing about this, [ have little sympathy
for complaining shareholders, since they had a choice, ina
buyback, to sell or hold on, and made the wrong choice.



MYTH 2.1: BUYBACKS CAN BE VALUE CREATING, IF
THE BUYBACK IS AT A RIGHT (LOW) PRICE

= This is the inverse of the argument that buybacks are value
destroying, and they are both grounded in a misclassification
of buybacks as projects, rather than cash return, competing
with investment projects for the company's dollars.

= The truth again is that a stock that buys back stock at lower than
fair value is transferring wealth from those who sell back to
those who remain, and here again, if you are on the wrong
side of wealth transfer, it was your choice to sell back that made
you the loser.
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MYTH 2.2: BUYBACKS ARE GO0D FOR STOCK
PRICES, BECAUSE THEY REDUCE SHARE COUNT

If the dividend or e
buyback is funded Assets Liabilities if the dividend or
with cash on hand, buyback is funded
cash will decrease. » Cash Debt partly or fully with
«~ | Operating Assets Equity debt, debt will
o A A increase, as will the
T S net debt ratio.
e £
5 w
3 2
w & ;
Hinvestsredont 5 Debt will create a tax benefit but also increase
Jonet horomnan E the probability of default (and bankruptcy costs).
with s cash pan c}fl 8 The net effect, positive or negative, will affect the
: : 2 value of the operating assets.
discount it, -
returning cash will
remove discount.
Y y

By using cash or debt capacity to pay dividends or buy back stock, the company may
invest less in its operating businesses, thus affecting their value

a. negatively (if the rejected investments earn > the cost of capital); or

b. not at all (if the rejected investments earn the cost of capital); or

c. positively (if the rejected investments earn < the cost of capital)




DYSFUNCTIONAL DIVIDENDS

Why money-making firms sometimes don't pay
dividends

1. Inertia: We have never paid dividends

2. linvest fpr grpwth: We need to invest earning
back, for growth

Why money-losing firms sometimes continue
to pay diuvidends:

1. Inertia: We have always paid dividends

2. Signalling worries: Investors may react badly to

a dividend cut.

3. Hopes of a bounceback: Earnings are volatile,

and will bounce back.

4. Peer group pressure: Everyone else pays

dividends.
[ DIVIDEND PAYING FIRMS AS % OF TOTAL

3. Earnings concerns: Earnings are volatile, and
may drop

4. Bad signal; Markets may view dividend payment
as a sign of slowign growth.

Africa and Eastern Latin
Middle |Australia EU & Europe America & Small United
Sub Region East & NZ | Canada | China |Environs | & Russia | India Japan Caribbean Asia UK States | Global

Net Income>0 | 73.06% | 69.00% | 49.21% | 88.27% | 66.39% | 59.60% | 38.09% | 86.38% 78.47% 72.16% | 77.80% | 59.76% | 69.96%
Net Income <0| 13.16% 4.72% | 2.14% | 54.94% | 12.26% | 8.47% 21% | 39.23% 22.77% 17.20% | 16.41% | 6.59% | 17.79%

i CASH RETURNING FIRMS AS % OF TOTAL

Africa and Eastern Latin
Middle |Australia EU & Europe America & Small United
Sub Region East & NZ | Canada | China |Environs |& Russia | India Japan | Caribbean Asia UK States | Global

FCFE >0 72.23% | 66.95% | 42.30% | 88.27% | 59.99% | 54.17% | 40.11% | 83.40% 76.84% 70.03% | 73.82% | 60.33% | 66.40%

Why positive FCFE firms sometimes don't
return cash:

1. Inertia: We have never returned cash

2. Worries of an earnings drop off: FCFE are
volatile, and may become negative.

3. Decrease leverage: Firm has borrowed tooo
much and wants to decrease debt ratio

4. Expansion plans: Wants to enter new
businesses or markets

Why negative FCFE firms sometimes return
cash:
1. Inertia: We have always returned cash

2. Hopes of a bounceback: FCFE are volatile, and
will bounce back.

3. Increase leverage: Firm increasing leverage

4. Slow liguidation: In a bad business, and wants to
shrink the firm




DIVIDEND BOTTOM LINE!

= There are a whole host of misalignments between what
companies return to their shareholders, either as
dividends or in buybacks, and what they can, as potential
dividends.

= That suggests to me, and perhaps I am wrong, that investment
strategies that are built around cash return, whether they be
dividends or buybacks, are likely to go off the tracks.
= Furthermore, any strategy that is built entirely around
dividends, as is the case with strategies where you load up on high

dividend yield stocks or buy a handful of heavy dividend payers,
such as the Dow Dogs, misses the essence of equity investing.

= A stock is not a bond, where dividends replace coupons, and you
get some price appreciation on top, and treating it as such will only
create disappointment.
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