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Agenda
 About Valuentum

 Discuss: What Makes An Ideal Dividend Growth Stock?

 Illustrations of the Valuentum Strategy

 The Three Pillars of the Valuentum Buying Index

 The Benefits of Dividend Growth Investing

 Introducing the Valuentum Dividend Cushion Ratio™

 Hands On: Conducting a Cash-flow Based Dividend Analysis

 Microsoft (MSFT): One of Our Favorite Dividend Growth Ideas

 Stay in Touch! The Dividend Growth Newsletter
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About the Speaker

Brian Nelson is the President of Equity Research 
and ETF Analysis at Valuentum Securities. Before 
founding Valuentum in early 2011, Mr. Nelson 
worked as a director at Morningstar, where he 
was responsible for training and methodology 
development within the firm's equity and credit 
research department. Prior to that position, he 
served as a senior industrials securities analyst, 
covering aerospace, airlines, construction and 
environmental services companies. Before
joining Morningstar in February 2006, Mr. Nelson worked for a small capitalization fund covering 
a variety of sectors for an aggressive growth investment management firm in Chicago. He holds 
a Bachelor's degree in finance and a minor in mathematics, magna cum laude, from 
Benedictine University. Mr. Nelson has an MBA from the University of Chicago Booth School of 
Business and also holds the Chartered Financial Analyst (CFA) designation.
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About Valuentum Securities

Valuentum (val∙u∙n∙tum) [val-yoo-en-tuh-m] Securities 
Inc. is an independent investment research provider, 
offering premium equity reports and dividend reports, as 
well as commentary across all sectors/companies, a Best 
Ideas Newsletter (spanning market caps, asset classes), 
a Dividend Growth Newsletter, modeling tools/products, 
and more. Independence and integrity remain our core, 
and we strive to be a champion of the investor. 
Valuentum is based in the Chicagoland area.

Valuentum serves money-management institutions, 
financial advisors, and individual investors.
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Financial Information Publishers

Serve

Financial Advisors – Provide Financial Advice

Individual Investors

Independent 
Advisors

Publishers Are Not Financial Advisors. They
Do Not Provide Personal Financial Advice. 
Subscription‐based Information Services.

A
d
v
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How Valuentum Fits Into the Financial Industry

Logos are trademarks of the respective companies.
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Question: What Makes an Ideal Dividend Growth 
Stock?

A) The company has a sufficient dividend yield, not one that 
implies risk to the payout (i.e. financially-engineered), but 
one that is supported organically.

B) A strong company with solid fundamentals (an attractive 
Economic Castle rating – it generates outsize economic 
profits).

C) The share price is going up (i.e. the market has conviction in 
the idea).

D) The company covers its dividend payment with copious 
amounts of free cash flow, as measured by cash flow from 
operations (CFO) less all capital spending.

E) It has a large amount of net cash on the balance sheet that 
can be used as reserves in case it encounters trouble.
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Wait… There’s more!

F) The company is undervalued on the basis of a discounted 
cash flow process (and a relative valuation process, too!).

G) The firm’s management has a strong willingness to keep 
paying an increasing dividend, as measured by its dividend   
track record.

H) The idea has a solid Dividend Cushion ratio (a measure of the 
safety and growth potential of the dividend).

I)  Only some of the above… which ones?

J)  All of the above (A though H).
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Valuentum’s Analytical Process…
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The Valuentum Strategy Has the Greatest Profit 
Potential*

Overvalued

Undervalued

= Value Strategy
= Valuentum Strategy

= Momentum Strategy

S
S

B = Buy
S = Sell
H = Still Holding

B
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B

Valuentum
Profit

Momentum 
Profit

Value Profit

= Buy & Hold Strategy

B

H

Powerful!
* Illustration is for educational 
purposes only.
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The Valuentum Strategy Helps Avoid Overpriced 
Extremes – We Don’t Get Involved!*

Overvalued

Undervalued

= Value Strategy
= Valuentum Strategy

= Momentum Strategy

B = Buy
S = Sell
H = Still Holding

= Buy & Hold Strategy

S
B

B H

B

Liquidity Squeeze 
Complicates Exit 
Point for Momentum 
Investors in This 
Example

We’re notmomentum investors. We’re Valuentum investors.

* Illustration is for educational 
purposes only.
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The Valuentum Strategy Helps Avoid Value Traps –
We Don’t Get Involved!*

Overvalued

Undervalued
B

S

B

H

= Value Strategy
= Valuentum Strategy

= Momentum Strategy

B = Buy
S = Sell
H = Still Holding

= Buy & Hold Strategy B

We avoid 
income 
traps! 
Seadrill
(SDRL), 
Linn 

Energy 
(LINE), 
etc. 

* Illustration is for educational 
purposes only.
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Illustration in Oil Equities (2014)

Valuentum: We’re going to let the 
market tell us when the bottom is 
in. Valuentum investors don’t fall 
into value traps, falling knives.

Value Investor: Energy stocks are cheap!

Your Broker: Energy stocks are really cheap!

Deep Value Guys: Oil stocks are dirt cheap!

Your Broker Again: An unbelievable deal!

Value Investors: Now I’m insolvent!!!

We avoid 
falling 
knives!
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“The Bear Case Against Kinder 
Morgan” – Barron’s, Jun 11 2015

Source: http://www.barrons.com/articles/the-bear-
case-against-mlp-kinder-morgan-1434062853

“5 Reasons Why We Think Kinder 
Morgan’s Shares Will Collapse,” 

by Valuentum

(1)

(1) Barron’s is not affiliated with Valuentum. The Barron’s logo and name are registered trademarks of Dow Jones & Company. 
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The Three Pillars of the Valuentum Strategy

1) Discounted Cash Flow Process
 Let’s open up a DCF model!

2) Relative Valuation Process
3) Technical/Momentum Assessment
 Let’s open up a 16-page valuation report!

 The more favorable the interdependence of these 
pillars…the higher the Valuentum Buying Index rating.

Note: All of the DCF models and reports are available with 
a membership to www.valuentum.com. 

Inquire at 
info@valuentum.com
to receive FREE DCF 

modeling tool!
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Benefits of Dividend Growth Investing

Valuentum is working 
diligently on an 

independent study to 
provide further 
granularity of the 

long‐term benefits of 
dividend growth 

investing.



©2022 Valuentum Securities Inc. All rights reserved.

Overlaying the Valuentum Strategy to Pursue 
Dividend Growth – Key Tenets

 Capital preservation is always paramount.
 The focus on valuation should not be sacrificed to “chase” yield. Not 

all dividends are created equal!
 A company’s dividend growth track record is important, but its future 

dividend growth and safety is more important.
 A comprehensive analysis of its business model, future free cash flows 

and balance sheet health will uncover the strongest dividend growers.
 The Dividend Cushion ratio offers a more comprehensive measure of 

the safety of a dividend than the payout ratio.
 Substantial dividend growth over time should provide for an adequate 

yield on cost in time.
 It’s not about finding the best dividend growers of the past 25 years; 

it’s about finding the best dividend growers for the next 25 
years…
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Introducing: The Valuentum Dividend 
Cushion Ratio™
 An objective, cash-flow based fundamental ratio that gauges a 

company’s ability to continue raising its dividend long into the 
future.

 Adds five-year forecast of free cash flow (CFO less capital 
expenditures) to net balance sheet (cash less long-term debt) and 
divides that sum by five-year forecast of expected cash dividends 
paid.

 It is pure cash-flow dividend coverage ratio that considers the health 
of a firm’s balance sheet, which is a key funding source for dividend 
expansion.

 The bigger the positive number above 1 the better. Anything 
less than 0 (a negative number) signals trouble.

 A more comprehensive measure of growth and safety than the 
payout ratio (dividends per share divided by earnings per share).
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The Valuentum Dividend Cushion™ Helps Dividend 
Growth Investors Avoid Dividend Cuts
 The Valuentum Dividend Cushion 

measure has predicted the 
dividend cuts, of SuperValu (SVU), 
Roundy’s (RNDY), Dover Downs 
(DDE), Strayer (STRA), Exelon 
(EXC), Cliffs Natural (CLF), Pitney 
Bowes (PBI), CenturyLink (CTL) 
and JC Penney (JCP)…and and
many more…

 Please read the updated analysis 
of the efficacy of the Dividend 
Cushion ratio at the following link: 
https://www.valuentum.com/articl
es/20130528
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The Valuentum Dividend Cushion™ Helps Identify 
Stocks with Long-term Dividend Growth Potential

 The Dividend Cushion ratio highlights stocks with:
 Substantial future free cash flow generation in 

excess of cash dividends paid
 Fantastic balance sheets with solid net cash 

positions (i.e. total cash less total debt is 
significantly positive)

 Little financial leverage or debt refinancing risk 
(emphasis is placed on true balance sheet cash-
rich entities)
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The Dividend Cushion: Some Finance Definitions
 Cash flow from operations (CFO)

 Found on the cash flow statement
 A good measure of cash earnings
 Takes into consideration changes in working capital (inventory, accounts receivable, accounts payable)

 Capital expenditures (capex)
 Found on the cash flow statement
 Growth and maintenance spending necessary to continue growing cash from operations

 Traditional free cash flow (FCF)
 Derived by analyst
 Cash from operations less capital expenditures

 Long-term debt
 Found on the balance sheet 
 Debt due after one-year

 Total cash and cash equivalents
 Found on the balance sheet
 Cash that can generally be used for dividends, share repurchases, and/or acquisitions

 Cash dividends paid
 Found on the cash flow statement
 The actual cash going out the door in the form of cash dividend payments
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Microsoft: By the Numbers (FYE June 2014)

In USD millions

Cumulative 5‐year Forecasted Cash from Operations 190,536

Culumative 5‐year Forecasted Capital Expenditures -34,344

Cumulative 5‐year Forecasted Free Cash Flow (CFO ‐ capex) 156,192

Total Cash - Last Fiscal Year 85,709

Total Long-term Debt - Last Fiscal Year 20,645

Net Cash (total cash less total long-term debt) 65,064

Cumulative 5-year Forecasted Dividends Paid (from CF statement) 67,015

Valuentum Dividend Cushion Score (greater than 1.25 = good) 3.30
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Microsoft: Dividend Cushion Derived

In USD millions
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Microsoft Dividend Cushion Cash-Flow Bridge

In USD millions
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What Does This Mean for Microsoft?

 Valuentum Dividend Cushion™ Ratio: 3+ (FYE 
June 2014)

 Translation: Microsoft could cover its growing
dividend with expected free cash flow and its net 
cash position more than 3 times over the 
measurement period!

 Conclusion: The company has fantastic dividend 
growth prospects on the basis of its free-cash-flow 
profile and net balance sheet.
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Follow Up: What Do You Think Microsoft Has 
Done Since Then?

Image Source: Microsoft
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Could Microsoft Continue to Grow Its Payout 
for the Foreseeable Future?

 Updated Dividend Cushion Ratio ~4.8.
 Question: Could Microsoft still double its dividend 

and still have room to grow the payout? Yes.
 These are the types of solid, secure dividend 

growth ideas we seek to deliver to members in the 
simulated Dividend Growth Newsletter portfolio.
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 Beware of financially-engineered dividends as in the case of MLPs and 
some REITs.

 Too many definitions of cash flow – focus on traditional free cash flow 
(cash flow from operations less all capital spending)

 If the dividend yield is too good to be true, it probably is… (8%+ = 
danger!). Use common sense.

 Rising interest rates could complicate the strategy. Higher rates could 
cause permanent capital impairment in income-oriented equity 
holdings, especially ones with financially-engineered payouts.

 Don’t fall in love with the past – the future is all that matters. A 
dividend track record is history.

 Geopolitical uncertainty and the current state of the global economy.

Important Risks for Dividend Growth 
Investors
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What We Learned

 Dividend growth investing has both advantages and 
unique risks.

 Adding criteria related to value and momentum can 
augment the core dividend growth process.
 A focus on valuation helps limit exposure to 

overpriced ideas.
 A focus on momentum helps build conviction in 

underpriced ideas.
 A value-focused, momentum-based dividend growth 

process is a tool for your kit.
 The Dividend Cushion ratio may be your best friend.
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Please Stay In 
Touch With 
Valuentum…

You can access all of the 
Dividend Cushion ratios, the 
monthly Dividend Growth 
Newsletter, the monthly 
Best Ideas Newsletter and 
more for just 
$29.99/month.
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Competitive Advantages of Valuentum’s
Approach

 Independent research
 Integrity and systematic application of analytical 

process
 Comprehensive equity research provider – from 

value through momentum investing
 Depth of coverage
 Strong analytical track record
 Valuation expertise
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Standard Disclaimer
The information contained in this slide deck (presentation) is not represented or warranted to be accurate, correct, complete, 
or timely. These slides are for informational purposes only and should not be considered a solicitation to buy or sell any 
security. The securities mentioned herein may not be suitable for all types of investors. The information contained in this 
document does not constitute any advice, especially on the tax consequences of making any particular investment decision. 
This material is not intended for any specific type of investor and does not take into account an investor's particular investment 
objectives, financial situation or needs. This document is not intended as a recommendation of the securities highlighted or any
particular investment strategy. Before acting on any information found in this document, readers should consider whether such
an investment is suitable for their particular circumstances, perform their own due‐diligence, and if necessary, seek 
professional advice. Assumptions, opinions, and estimates are based on our judgment as of the date of the presentation and 
are subject to change without notice. Valuentum is not responsible for any errors or omissions or for results obtained from the 
use of this document and accepts no liability for how readers may choose to utilize the content. In no event shall Valuentum be 
liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, 
costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in 
connection with any use of the information contained in this document. Investors should consider this document as only a 
single factor in making their investment decision. Redistribution is prohibited without written permission. 

For general information about Valuentum's products and services, please contact us at valuentum@valuentum.com.


