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BY JOHN KINGHAM

dividend hunter

N Brown

As an occasional high yield investor I realise that dividend cuts come with the territory, 

but seeing three out of thirty holdings cut their dividend was more than a little annoying. 

To reduce the odds of seeing future dividend cuts, I have been looking at some alternative 

measures of quality and value. I'd like to outline some of my early thoughts here, using N 

Brown (LON:BWNG) (which I own and which announced a 50% dividend cut in its recent 

interim results) as a case study.

which cover some key aspects of div-

idend investing:

1) Does the company 
have a simple and 
understandable business 
model?

high street stores. It has long had 

where customers can order clothing 

from home (using paper catalogues 

-

instalments and return goods easily.

a mixture of margin on the clothes 

it sells and from interest charged 

on the monthly payment plans that 

many customers use.

2) Does the company 
have a successful 
operating history?

that make a company 'successful' 

and I don't have the space here to 

cover all the ones I look at, so I'll 

focus on earnings growth, dividend 

the growth of its revenues, normal-

ised earnings and dividends. I used 

normalised earnings (which are cal-

 Dissecting a  
dividend cutter 
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income or expense items in an at-

tempt to show the 'underlying' earn-

the years I've found that normalised 

earnings are often consistently higher 

than reported earnings and free cash 

-

ings have declined very slightly from a 

last couple of years. Over ten years, 

its normalised earnings have only de-

of an impending dividend cut.

more dramatic decline from around 

reported earnings 

have declined at a steadily increasing 

much clearer sign of a company in se-

Turning to dividend cover, the compa-

ny's normalised earnings covered the 

the last ten years, making the dividend 

appear safe. But reported earnings 

-

-

the dividend's safety at least a year or 

two ahead of the cut. 

the picture is even worse, with average 

per year over the last few years com-

hadn't generated enough free cash to 

pay the dividend for several years and 

So why were normalised earnings so 

-

cline over the last few years? The an-

swer is that they excluded 'exceptional' 

-

These excluded expenses included 

store closures, reorganisation costs, le-

gal and professional fees relating to an 

ongoing VAT case with HMRC, as well 

as expenses relating to mis-sold PPI 

and other insurance products.

-

ignoring these 'exceptional' expenses 

is a mistake.

That's why one of my strategy updates 

normalised earnings per share and to-

wards reported earnings and free cash 

useful measures of dividend safety.

Switching from normalised earnings 

to reported earnings also impacts my 

is another key measure of corporate 

success.

-

erage net return on capital employed 

-

-

-

idend-paying UK-listed companies on 

my stock screen.

produced in terms of normalised earn-

ings and, as I now realise, normalised 

earnings often provide an overly rosy 

and potentially misleading picture. 

Switching to reported net returns on 

-

UK-listed dividend payers. So in terms 

of returns on capital raised from share-

-

cause companies that cannot produce 

competitive rates of return on capital 

competitive advantage (or economic 

fodder for stronger competitors.

With hindsight, I think I should also 

capital. The reason is that companies 

to downward pressure on sales prices 

from customers, or upward pressure 

on input prices from suppliers. With 

of safety to soak up increasing expense 

costs or declining sales prices. This 

potentially volatile and fragile, neither 

dividends.

average normalised net return on sales 

-

panies out there with much thinner 

-

ergy suppliers are two that spring to 

-

“NORMALISED EARNINGS OFTEN 
PROVIDE AN OVERLY ROSY AND 

POTENTIALLY MISLEADING PICTURE.”
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on capital.

-

erating history? I would say no. I'd say 

too kind.

3) Does the company have 
a consistent operating 
history?

By consistent I mean did the company 

produce its track record of growth and 

-

model? This is relevant to the dividend 

direction or transform themselves are 

much more likely to cut their dividend 

demands for cash that outweigh the 

external demand for dividends.

years or so:

-

ers would sign-up and then receive 

a new catalogue every three or six 

through the catalogue from the com-

a shirt or three, perhaps in a couple 

done that, they could then try on the 

clothing when it arrived, choose the 

item they preferred, return the rest 

and then pay for the chosen shirt on 

 

an excellent proposition. It meant 

they didn't have to trudge around 

high street stores where most clothes 

are for young skinny people. And it 

-

ent clothes in the comfort of their own 

home without having to pay for any of 

them in advance, and then only pay 

monthly on the items they eventually 

chose.

model was very successful, and I can 

the somewhat similar Littlewoods cat-

Where once the idea of shopping for 

clothing from home was a niche ac-

lots of items, returning whatever you 

don't want and paying for the rest on a 

thanks to credit cards and local parcel 

pickup and collect services.

-

ness is a dead man walking and the 

main reason for the company's recent 

struggles. 

“ITS TRADITIONAL BUSINESS IS A 
DEAD MAN WALKING AND THE RAPID 
DECLINE OF THAT BUSINESS IS THE 
MAIN REASON FOR THE COMPANY’S 

RECENT STRUGGLES.”
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transformation project. This project 

is, unsurprisingly, intended to move 

the company away from its historic 

-

-

-

tages whatsoever.

-

sistent operating history. Instead, its 

recent history is one of transformation 

-

-

reason why the company has now cut 

its dividend.

4) Does the business have 
favourable long-term 
prospects?

As you might have guessed from my 

-

from now.

-

one saving grace, which is its 'power 

-

ued to grow while the rest of the com-

-

-

ness and focus almost entirely on its 

high street stores, which puts it one 

step ahead of many other clothing re-

tailers which are struggling with too 

many physical outlets in an age of mo-

delivery.

-

5) Was the business availa-
ble at an attractive price?

per share and with a dividend yield of 

the shares have fallen to just 89p; so 

no, with hindsight I don't think I paid an 

attractive price.

-

ported earnings and relatively weak 

the company's ongoing transforma-

seldom turn, and it's much easier to 

make money when companies don't 

-

the company's historic earnings and 

dividend payments, and it only makes 

That could mean the suspension of the 

dividend, as and when the new CEO 

arrives (the old CEO departed during 

-

lion pounds in recent years; or it could 

mean a split of the company's cloth-

-

ent VAT rates applied to clothing and 

those and more.

My hunch is that the current price is 

-

a company I would want to invest in 

today.

Reported earnings, net 
margins, transformations 
and debt

me to focus on reported rather than 

normalised or adjusted earnings; to 

-

avoid companies going through life-or-

-

ing to dangerous levels.
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“THE COMPANY HAS 
ONE SAVING GRACE, 

WHICH IS ITS 
‘POWER BRANDS’ 

PORTFOLIO.”


