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Solid and Sustainable: Growth Company Dividends

Even in the depths of the financial crisis, some high-quality companies are continuing
to increase both their earnings and dividends per share. This ability to thrive even in tough
times distinguishes the superior company from the merely average. And those that reward
their shareholders by consistently increasing their dividends, year after year, are among the
best companies in the world.

Many firms are struggling now and some have been forced to take drastic action.
Standard & Poor’s recently reported that over the last six months, the number of S&P 500
tfirms cutting their dividends has tripled from the same period a year ago. Moreover, fewer
companies in the S&P 500 are increasing their dividends: only 82 companies raised their
dividends over the last six months versus 143 last year. Finally, Standard & Poor’s estimates
dividends will decline by almost 23% this year, which would be the largest decline since 1938
when they fell over 36%.

To paraphrase an old adage, difficulties are things that show what companies are.
We thought this an excellent time to review some of the companies we have recommended
over the years. Interestingly, these high-quality companies have demonstrated above-
average track records in growing both earnings and dividends per share.

The Retention Rate is Key

In evaluating any company as a long-term investment, the earnings retention rate is
an important consideration. If a company paid out all of its earnings as dividends, its
retention rate would be 0%. It would have no internal resources to use and would have to
borrow money or sell its stock or assets in order to grow. On the other hand, a company
paying no dividend reinvests all of its earnings back into the company. It funds its growth
internally and this increases its expected earnings growth rate.

In our analytical work, we favor companies with superior retention rates. They
typically have strong records of earnings and dividend per share growth over long
periods of time and this is eventually reflected in their share prices. The chart on the
next page is by Securities Research Company and it shows the track record of the share
price, earnings, and dividends of Abbott Laboratories, a health care company, over a
35-year period.

The information provided herein represents the opinions of David Wendell Associates and is not intended to be a
forecast of future events, a guarantee of future results, nor investment advice.






Dividend Growth Rate
10-Year Avg. Past Next
Retention Rate 5 Years 5 Years
Abbott Labs 16% 8% 10%
Alcon 22% - nmf
Auto. Data Processing 13 13 9
Becton, Dickinson 16 21 12
Coca-Cola 17 11 7
Colgate-Palmolive nmf 13 11
Dentsply Int'l 15 10 11
Ecolab 16 10 12
Expeditors Int’] 18 35 15
Fastenal 17 77 16
IBM 31 15 20
Johnson & Johnson 18 16 8
L-3 Communications 10 - 11
McDonald’s 14 36 15
Microsoft 23 -- 16
Nike ‘B’ 15 24 16
Paychex 14 17 13
PepsiCo 21 16 10
Procter & Gamble 20 11 9
Sigma-Aldrich 15 21 8
Stryker 21 27 29
Sysco Corp. 19 16 12
Teva Pharmaceutical 157 34 12
United Technologies 16 18 11
Wal-Mart 16 21 9
Walgreen 14 15 17
Average 17% 19% 12%
S&P 500 4 10 5

*6-Year Average Retention Rate
N15-Year Average Retention Rate
Sources: Standard & Poor’s, Value Line, DWA estimates

For the next five years, the dividend growth rate for these companies will likely
average 12%, or more than two times the current projected rate for the S&P 500.

The table on the next page shows how these companies fared last year, one of the
most difficult years for investors in memory. The compound annual change for both
their earnings and dividend growth rates is also shown for the three years ending in 2008
as well as their quality and financial strength ratings. Finally, the dividend increases for
2008 as well as the year-to-date increases are shown. Naturally, not all of the companies
have yet announced their dividend increases for this year.

As can be seen, the retention rate of these companies, as a group, averaged well
over four times that of the S&P 500 last year. Their earnings increased an average of 13%
last year while the S&P 500’s decreased about 40% amid the carnage of the financial crisis.




