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Dividend Income Report

Dear Subscriber,

Welcome to the latest issue of Dividend Income Report.

We hope you enjoy this issue of Diy
have any ideas or comments.

ase also tell your friends and family,
cofleagues at work, about Dividend
Income Investor. You can even earn
back your subscription and more by
joining our affiliate program.

Till next time,

Stevenotreh,

Steven Dotsch
Managing Editor
EMAR Publishers

Growth Stock



http://www.dividend-income-investor.com/investment-research-process/
http://www.dividend-income-investor.com/feedback/
http://www.dividend-income-investor.com/affiliate-program/
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Why the best time to buy is not always
‘now’

Or the long term it’'s always a good time to start
as a dividend income investor, as long as share

The share price you pay for a stock will determine the rate of return you are going to get from
your investment.
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Long-term returns depend on the price you pay for the shares when you buy. Therefore, buy
“cheap” in the first place, and over time you are likely to make much more money than when

you buy “dear”. This is, because:

e You will get more shares for your ‘buck’
e Your dividend amount will be more because you bought more share

e You end up with more shares by re-investing your dividends in ever more
investing your dividends, etc.

al's more, dividend yields at undervalue and
petitive patterns start to appear.
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Tesco — A Dividend Growth Stock

Tesco operates multiple retail formats in 14 different countries and ranks among the top three
grocery retailers in the world with US’ Walmart and France’s Carrefour holding top stots.

Tesco is the leading food retailer in the United Kingdom, where it operate
nearly 4,900 stores worldwide. It holds more than 30% share of the
substantially more than Walmart, in its home market. Tesco has also expa
food market through hypermarkets and online operations.

Philip Clarke replaces Sir Terry Led
economic growth and favourable de

nerates more than half of its overall
in the UK. In the current economic
and uncertainty. The company had been
as Aldi and Lidl as well as peers like Asda

Globally, competition is intense in foreign markets from domestic local chains and other large

international retailers such as Wal-Mart and Carrefour.
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Share Price Development

Here is Tesco’s share price chart. Click here to enlarge.

Tesco Share Price Chart 1998-2011
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Over the last ¥2 years™Fesco’s shate pric ha}éone up more than two-fold. Tesco’s long-term
share price development is rly thending”upwards with the occasional spike downward as
well as upwards. %



http://www.dividend-income-investor.com/media/tsco-share-price-chart.jpg
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Earnings per Share

| am only interested in companies that have growing earnings per share (“EPS”). In general, a
company that cannot increase its EPS over time will not be able to sustain the greWth in its

dividend payments to shareholders.

The Earnings per Share indicator is calculated by dividing the total amou
one year by the total number of shares outstanding. Normally, I look for a
over the past ten years.
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A very~high-tate of return on equity often indicates that the company benefits from possessing
some very strong position in the market, often some form of (near) monopoly.
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High quality companies will consistently earn high returns on shareholders’ equity. | am looking
for a minimum ROE of around 17% over time. A higher ROE is even better. | would be
concerned to see a decreasing trending ROE over time.

Return on equity

21.00
20.00 /‘—_ﬂ

19.00 N\

18.00 \‘
17.00 "—’_/

16.00
1500 T T T T T 1
lan-05 lan-06 lan-07 lan-08 lan-09 lan-10

Tesco’s Return on Equity has firmly remained bétweea 176 and20%, never neafing Walmart's
20%+, though. Rather than focus on absolute value fhis indicator, | rally want to see
at least a consistently high and stable rega¢n onNequity over ti

A company,
times, is aut

Dividends per share
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Tesco is the only FTSE100 company with an unbroken 26 years track record of dividend
increases. In 2006, Tesco declared a new dividend policy confirming that dividends will
increase “broadly in line” with its earnings per share growth rate.

Annual dividends (total d|V|dends paid durlng the calendar year) have increasedAby an 2 erage

decades.

Over the last twenty, fifteen, ten and five year oWwth rate has
been relatively stable, averaging 11.38 per

escg’s_annualised djvi
[ , i . ént, w 3 2
dividend growth rate has decreased somewha\to still a\veéry reg .64 per cent.

Despite stock analysts’ expectatio nual EPS, growth of 11.7% over the next
two years, I’'m unsure whether this i current narket conditions. As well as
whether Tesco will be able A0 i growth during the next decade
However, a near double-difit divide Wly isn’t out of the question. And that’s

means the corpan out more

sustainable long\term.

dividends than it made in profits and that’s clearly not
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For lower-yielding shares in the 2-4% range, such as Tesco, ideally we would want to see
payout ratios below 60%. For higher-yielding shares (4-7%), we’d look for less than 85%.

Dividend Payout Ratio

maintain a higher DPR over time due to the nature of its business or th
structure, | would consider buying shares with a much higher DPR.

Dividend Payout Ratio
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A

Valuation

vig analysed the reliability of the trends of EPS, ROE, DPR and DPS | assume that
these would continue “as is” for the foreseeable future. | then focus on specific valuation
parameters in order to ascertain when a share is historically undervalued and overvalued.
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Here is Tesco’s value chart. A larger version is appended at the end of this report.

Value Chart

£7.00 ~
£6.00 —
£5.00 —

Overvalued

Yield Line |'
b,“ Hui L

£4.00 — e
L llf

£3.00 i “dlnlrri L, [H" (

/‘!‘MWHW [ r;r[lrul”'r /

ll“ .1.[" 3.9%

£2 00 ﬁh&mhi}lllﬂ'[[uf . R4 ru[ ' 7 : Undervalued

Yield Line

et T
it

T

The Tesco value chart™has two jor hoxzontal lines. The top line (red) represents a 2.1%
dividend yield, whekg the share~ and a sale should be considered.
The solid line at hh : presents a 3.9% dividend yield, where the share price of

below the green underyalue yield line, a reversal in the share price trend takes place.
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Tesco’s Dividend Yield Metrics

| | Underalue | Crvarvalue |
Ptz % Lo Ptz % Hi

Ticker Year Price Div  ¥ld% | Dn Down  Pr Hyld%| Up  Up Pr Loyld%

|TSCOL 1990 4025 1451 360(31.4 78 3711 391|301.9750 704 206

Tesco’s current low-price/high-yield — “undervalue” — area (LoPr) is at a&hare phiceOf £3,
The high-price/low-yield — “overvalue” — area (HiPr) is at £7.04 per share.

Tesco’s closing share price (Price) on 4 February 2011 was £4.025 per share

S.

We have used 1990 as the base year (Year) for our calculatio

during 201140 be 14.51

Stock analysts* have estimated the total annual djvidend pay-oyt (Dt

“ Hemscott Broker Sentiment - 4™ February 2011
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e Historically undervalued

e Within 10 per cent of the share price being historically undervalued

price of £4.08 per share.

Thank you for reading.

Till next time,

Steven otreh,

Steven Dotsch
Managing Editor
EMAR Publishers

endorseme
time.
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Disclaimer

The Dividend Income Report is not, and, cannot bg y or sell any security. Past performance is

not necessarily a guide to the future and the prj ‘e of sh g derived from them, may fall as well as rise
and the amount realised may be less than the

The Dividend Income Report is issued in gQod fa 2 sibility and is subject to change or
withdrawal without notice. To the extep i ‘ (S, its gtaff and contributors exclude all liability
for any Ioss or damage (mcludmg ||rec Speci i damage) arising from the use of, or reliance

information contained in the graphs
historical informatio
calculations, forecg

MAR Publishers or Dividend Income Investor.com accepts no liability whatsoever for the actions
respect.
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