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Shareholder Yield = Dividends + Net Buy Backs + Change in Debt

GVA’sresearch shows that a company’s capital allocation disciplineis a key driver of its stock performance. Shareholder
Yield is a calculation of how effectively management is allocatingits FCF. Dividends are a direct measure of how much
cash is being returned to shareholders. Share buy backs and debt reduction are indirect returns to shareholders. GVA
includes net change in debt to ensure that management teams are not returning cash to shareholders simply by raising
debt.

Companies that have a high Shareholder Yield are often paying dividends, buying back shares, AND paying down debt.
Sustainability of positive FCF and positive Shareholder Yield are strong signals of agood business and management capital
allocation skill —essential drivers of long-term outperformance.

As areminder, GVA’s model picks stocks based on four cornerstone investment criteria:

1. Strongand consistent Free Cash Flow (FCF) generation.
2. Strong and consistent Shareholder Yield.

3. Cheap valuation.

4. Solid balance sheets.

How much does each component of Shareholder Yield contribute to return?

Table 1 breaks down the Shareholder Yield into its 3 components: Dividend Yield, Net Buyback Yield, and Debt Change
Yield. It shows the annual relative returns of each quintile for each component. The study period is 2003-2019. The
universe is the MSCI ACWI ex US Small Cap Index. Financials are excluded. Returns are market cap weighted.

If we focus on the cheapest segment for each component:

e DividendYield’s hasthe strongest average annual excess return of +3.2% followed by the Debt Change Yield (+2.7%),
then the Net Buyback Yield (+1.9%). The Shareholder Yield delivers +4.1%.

e [f the volatility of the returns is taken into consideration, then the Debt Change Yield shows the highest Information
Ratio (+0.85), followed by the Dividend Yield (IR of +0.61) and the Net Buyback Yield (IR of +0.57). The Shareholder
Yield’s IR is +1.19.

e After removing the year 2009 which shows an atypical pattern, the Debt Change Yield delivers the strongest annual
excess return (+2.78%) and information ratio (+0.91) followed by the Net Buyback Yield with an annual excess retum
of +2.14% and an IR of +0.65. The Dividend Yieldis last with and annual excess return of +1.73% and an IR of +0.40.
The Shareholder Yield’s annual excess return stands at +3.81% for an IR of +1.20.
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Universe: MSCI All Country World ex-US Small Cap Constituents, ex-Financial.

Dividend Yield Net Buyback Yield Debt Change Yield Total Shareholder Yield
Be;gm":rk 1 2 3 a 5 1 2 3 a 5 1 2 3 a 5 1 2 3 4 5

Absolute Return Cheap ---------semmeemmnaev Expensive (O — Expensive Cheap ----------s-seemmmeev Expensive (O —— Expensive

Annualized Return 10.90 1420 | 1332 1158 834 6.07 1329 1197 | 1225 1111 7.07 1382 1245 1027 9.26 8.43 1546 1352 1040 819 6.38

Annualized Volatility 18.20 19.94 17.27 15.59 17.25 22.84 17.09 15.68 18.61 18.68 21.73 18.70 16.53 17.65 18.19 21.01 18.51 16.03 16.78 18.02 22.04

Sharpe Ratio 0.60 0.71 0.77 0.74 0.48 0.27 0.78 0.78 0.66 0.59 0.33 0.74 0.75 0.58 0.51 0.40 0.84 0.84 0.62 0.43 0.29
Relative Return

Annualized Excess Return @ 1.98 0.05 -2.65  -3.58 @ 0.16 126 0.24 2.8 @ 1.06 073 151 178 @ 1.9 077 | -232 345

Tracking Error 18 273 4.37 551 6.09 3B 8.22 2.47 2.87 4.99 N1 3.05 2.98 2.27 4.42 EXD 3.38 3.49 2.79 5.26

Information Ratio 0.61 073 0.01 048 059 | 057 0.02 0.51 0.08 057 | 08 035 024 D66 040 1.19 0.57 022 | 08 066

2003 5.82% -263% -532% -560% 6.60% | -3.13% -276% -0.05% 258% 170% | 13.90% -3.26% -4.75% -2.24% -1.73% | 14.21%  -2.76% | 6.78% -3.95% -0.69%
2004 | 6.33% 6.39% 0.86% -4.82% | -916% | 3.71% -054% -246% 405% -293% | 483% -0.23% -040% -5.63% 0.40% 6.84% 106%  -0.39% -436% -3.13%
2005 | -6.20% -3.81% 250% 8.72% 0.05% 2.46% 7.87% 0.22% -2.83% -213% 3.75% 197% -237% -1.31% -1.88% | 3.25% -0.31% -0.54% -1.28% -1.19%
2006 | 7.8% 7.41% -5.14% | -12.76% 2.67% | -160% | -11.35% 3.56% 272% -107% | -0.85%  227% -5.94% 0.46% 3.78% 235% 3.22%  -6.45% 0.42% 0.81%
2007 2.65% -2.21% -3.04% -2.25% 4.39% | -4568% @ -7.33% 565% -278% 4.59%% | -4.74% 0.02% -0.58% 1.82% 347% | -203% -3.91% -1..17% 1.93% 4.94%
2008 | -293% 2.89% 1442% 5.45% | -17.98% | B8.87%  2490% -173% -3.76% @ -16.06% | 5.80% 7.71% 3.02% 106% | -15.24% | 5.73% 16.68% 247% -4.83% | -17.82%
2009 | 27.86% 0.37% -14.33% -24.43% 1418% | -1.82% | -19.16% 518% -0.63% 1462% | 106% -9.71% -3.91% -457% 17.75% | 876% -6.43% -13.02% -648% 19.51%
2010 | 1.71% 0.89% 0.14% [-10.29% 3.07% 0.02% -135% | 6.41% 140% -1.28% | -165% 317% -0.22% -171% -0.53% | 0.34% 0.77% -1.27% 0.79%  -0.86%
2011 3.67% 9.96% 2.82% -21% -11.23% | 5.01% | 14.90% 158% 0.90%  -896% | 4.96% 1.95% -0.07% 042% @ -7.78% | 576% 6.52% 1.98%  -1.78% | -13.15%
2012 | 9.47% 1.96% -242% -3.87% -5.59% | 3.80% -479% 17% 192% | -6.16% | 417% 171% -2.08% -173% -2.39% | 7.32% 3.48% -0.62% -437% -6.31%
2013 | -242%  4.34% 4.14% 3.45% | -934% | 3.09% -071% 277% 014%  -7.07% | 7.19% 3.76% -247% -2.72% -542% | 6.84% 5.01% 290%  -4.02% | -10.28%
2014 | 1.08% 0.52% 3.36% 2.94% | -7.96% | 3.35% -050% 2.22% 0.20% | -7.31% | 0.46% 2.52% 1.54%  -0.14% -4.49% | 2.76% 4.01% 1.33%  -2.66% -5.72%
2015 | -7.02%  3.00% 8.66% 6.48%  -10.29% | 4.39% 7.88% -181% 0.33% -546% 1.26% 4.97% 3.64%  -1.97% | -7.80% | -0.09%  5.04% 5.54% 0.00% | -10.50%
2016 | 5.92% 194% -018% -3.86% -4.81% | 2.73% 396% -0.09% -422% -205% | 10.70% -169% -3.33% -5.06% -0.02% | 10.26% 032% -1.49% | -7.96% -0.85%
2017 | -4.24%  1.10% 1.47% | 5.J4% -2.90% | 164% -233% 140% 2.51% | -437% | -0.65% 0.15% 299%  -1.60% -0.82% | -179%  0.20% 2.80% 1.75% -2.83%
2018 | 5.75% 1.06%  -2.46% 1.01% | -5.65% | 2.07% 305% -146% -0.48% -0.73% | -2.92% 2.08% 1.65% 1.26%  -1.88% | -158% 132% 3.33% 0.55% | -3.67%
YTD 2019 | 0.87% 0.05% | -154% -031% 0.90% 150% -138% -203% 23%% 141% | -195%  0.96% 211%  -0.44% -0.83% | -0.56% -1.15% 0.66% 0.04% 0.9%%

Average 3.31% 1.95% 0.23% -2.19% -3.12% 1.86% 0.61% 1.24% 0.26% -2.53% 2.67% 1.08% -0.66% -1.42% -1.49% 4.02% 1.95% -0.63% -2.18% -2.99%

Number of
Positive Years

12 14 9 7 7 13 6 10 11 a4 11 13 6 5 4 12 12 8 6 4

Source: Factset. MSCl database.

Table 2 breaks down the ShareholderYield intoits 3components within ONLY the advantaged subset of the universe GVA
focuses on - companies that generate positive Free Cash Flow and have positive Shareholder Yields. Typically, this sub
universe represents about half the universe covered in Table 1.

If we focus on the cheapest segment for each component:

e DebtChangeYield has the strongest average annual excess return of +4.66% and an IR of +1.08. It is closely followed
by the Net Buyback Yield with an average annual excess return of +4.54% and an IR of +1.10. Dividend Yield ranks last
with an average annual excess return of +4.35% and an IR of +0.80. The Shareholder Yield delivers +5.54% annually
with an IR of +1.21.

e |f weremove the year2009 from the study, the NetBuyback yield takes the lead followed by the Debt Change Yield
and then the Dividend Yield.



Universe: MSCI All Country World ex-US Small Cap Constituents, ex-Financials —ONLY Companies with Positive Free Cash Flows and Positive Shareholder Yields.
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Dividend Yield et Buyback Yield
Excess Return Vs Bench Excess Return Vs Bench
1 2 3 3 5 1 2 3 a 5

Annuslized Excess Retum 435 4123 242 053 111 454 013 1E0 225 246
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Source: Factset. MSCl database.

Conclusion

Debt Change Yield Total sharehalder Yisid
Excess Return Vs Bench Excess Return Vs Bench
1 2 3 4 5 1 2 3 4 5
466 292 254 118 201 385 208 214
431 370 433 482 347 .60 346 408 437 438
108 079 0.59 024 058 111 051 049
[PEe s s EGE s 017 (188527 55
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[5.61) [3.28) (217}  (115] (058 (292}  (1=0)  (243) (205  (2.00)
B352 1196 1520 1324 488 785 1112 17.02 1851 409
416 (7.03) (1185)  (6.02) 0.55 12.85 126 (B.70) (955 (14.25)
[2.22) 233 341 {0.88) 0.45 (084 262 308 (257 076
5.64 7.00 8.07 7.72 1 6.22 1088 253 0.18 .17
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705 525 6.13 358 12.60 831 B8.56 387 7.38
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Over the past 16 years, and when looking at international small companies, all three components of Shareholder Yield
deliver positive excess returns. The most important takeaway is that the Shareholder Yield which combines these 3
components delivers a better risk return profile than any individual component, and itis one of the key pillars of GVA’s

investment process. Anotherobservationisthatthe DividendYieldisthe weakest component of the Shareholder Yield.
Both the Net Buyback Yield and the Change in Debt Yield show stronger risk return profiles.
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