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TESCO

Sources of cash can matter as much as cash itself:

The trajectory of net debt and dividend cover give little serious cause for concern prior to the
2015 dividend cut,
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But free cash flow tells a different story:
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TESCO

Where's cash coming from? Sale-and-leaseback and rising payable
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'Tesco includes interest paid and received in net operating cash

—Excludes Tesco Bank

""Proceeds from, property, plan and equipment; investment property; and n>



l»^Income strategies for a low rate world 24/05/2016

Income strategies
for a low rate world

TESCO

Sale and lease backs create a new off-balance sheet liability:
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Easy Income

A simple focus on fundamentals can work.

Low Risk High Yield screening criteria:

A dividend yield of 3.5 percent or more.
A one-year beta of 0.75 or less.
10 years of unbroken dividend payments.
10 years of positive underlying earnings.
Underlying EPS higher than five years ago.
Underlying dividend higher than five years ago.
A return on equity of 12.5 per cent or more.

Market capitalisation of more than £100m.
Dividend payments covered 1.5 times or more

b y e nings

Portfolio reshuffled yearly
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Appendix
Large dividend-paying companies that have made significantly cut their dividend over the last two
years: Shares in companies that three years ago were dividend payers with market caps of over £500m,
which have since cut their dividend payment by 25 per cent or more. Companies that were already
making significant dividend cuts before the start of the three-year period have been excluded from the
analysis.

Fundam errtal factors tested -

• Dividend growth

Turnover growth

• EPS growth

• FCF growth

• Operating cash flow growth

• Dividend cover

• FCF dividend cover

Fixed charge cover

Net debt/cash profits
(EBITDA)

Capew'sales

Altman Z-score

Lease-adjusted ROCE

Lease-adjusted CROC!

RoE
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The Alman Z-score aims to predict bankruptcy and was devised by accountancy professor Edward
Altman in 1968. Ascore of below 1.8 signals distress, a score between 1.8 and 2.99 is Allman's grey
zone, and companies scoring above 2.99 are considered safe.
The Z-score formula is:
Z = 1.2X1 +• 1.4X2 + 3.3X3 + 0.6X4 + .999X5
Where:

XI = Working Capital / Total Assets
X2 = Retained Earnings /Total Assets
X3 = Earnings Before Interest and Taxes /Total Assets
X4 = Market Value of Equity / Total Liabilities
X5 = Sales/Total Assets

Tesco's total indebtedness
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High Yield Low Risk picks

24/05/2016
X


