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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 concem prior to the

2015 dividend cut.
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TESCO

But free cash flow tells a dfferant story:
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TESCO

Whera's cash coming from? Sale-and-leaseback and rising payables.
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“Teaco includes inberest paid and recelved in net operating cash
“*Purchasa of: property, pland and squipment; ifvestment property: non-current assets: and intangibles
***Eacludes Tesco Bank

"*Procesds from. property, plan and equipment, investment property. and non-curmrent assets held for sale
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TESCO

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

A simple fecus on fundamentals can work.

Low Risk High Yield screening criteria:

w A dividend yield of 3.5 par cant or more
® A one-year beta of 0.75 or lesa.

u 10 years of unbroken dividend paymaents
u 10 years of positive underying samings

w Underlying EPS highar than five years ago. 300
 Uindarlying dividend higher than five years age
® A return on equity of 12.5 per cent or more. 250

w A current ratio of one or mare.

= Markat capitalisation of mere than £100m Emo :
w Dividend payments covered 1.5 times or more £ Row risk, high yield
by samings § 150
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Appendix

Large dividend-paying ies that have made signifi by eut their dividend over the last two
years: Shares in companies that three years ago were dividand payers with market caps of over ES00m,
which have since eut thair dividend payment by 25 per cent of more. Companias thal were already
making sigrificant dividend cuts bafore the stan of the three-year period have been sxeluded from the
analysis.

Fundamental factors tested:

«  Fixed charge cover
+  Dividend growth

*  Net debticash profits

*  Turnaver growth (EBMTDA)
EPS growth * Capex'sales
FCF growth +  Altman Z-score
Operating cash flow growth *  Leass-adjusted AOCE
+  Dividend cover *  Lease-adjusted CROCI

*+  FCF dividend cover + RoE
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The Alman Z-score aims to predict bankruptcy and was devised by acoountancy professor Edward
Aman in 1988, A score of below 1.8 signals distress, a score betwaen 1.8 and 2.99 is Atman's grey
zone, and companias scoring above 2,99 are considerad safe
The Z-score formula is:
Z=1.2X1 +1.4X2 + 3.3X3 + 0.6X4 + .890X5
Whare

X1 = Werking Capital / Total Assets

X2 = Retained Eamings / Total Assets

%3 = Eamings Bafore Interast and Taxes / Total Assats

X4 = Market Value of Equity / Total Liabiites

X5 = Sales / Total Assets

Tesco's total indebtedness
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High Yield Low Risk picks
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