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Abstract

Orientation: This study investigated the trend and composition of total payout distributed by companies listed on the Johannesburg Stock Exchange (JSE) over a period of tax reform.

Research purpose: The aim was to investigate whether the payout methods post-2012, after the introduction of dividends tax, differed from pre-2012.

Motivation for the study: Tax-related dividend literature predominantly explores the implications of differential taxes on dividends and of capital gains on dividends with a limited focus on total payout. The setting to investigate the total payout of JSE-listed companies is also unique as a result of South African tax reform.

Research design, approach and method: Descriptive statistics and a mixed-model analysis of variance were employed to describe the payout methods (dividends, capital distributions, additional shares and share repurchases) in rand value and frequency of election. The population comprised of 116 JSE-listed companies for the financial reporting periods 2006–2018.

Main findings: Ordinary dividends increased post-2012 whilst other payout, except for additional shares, decreased post-2012. An increase in scrip dividends (additional shares with a cash alternative) post-2012 confers flexibility to shareholders to manage their own financial needs, including tax considerations.

Practical/managerial implications: The policy implication is that the increasing use of ordinary dividends as a payout method could inform future government initiatives to generate revenue or provide tax incentives for saving.

Contribution/value-add: Submitted as the first article to investigate total payout of JSE-listed companies over a period of tax reform to provide evidence that payout policies adjusted based on the differential tax on dividends and capital gains.
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Introduction

The introduction of dividends tax in South Africa during 2012 resulted in the possibility of tax arbitrage arising for the first time as exemption is only afforded to certain shareholders (Marcus & Toerien 2014:100). Diverse shareholding in companies could then result in conflicting tax preferences amongst different shareholders. Investigating how companies respond when faced with the conflicting tax preferences of shareholders can be of interest to researchers of taxation, researchers of corporate governance, investors, regulators and those charged with fiscal responsibility (Badenhorst 2017:103).

Global literature on the effect of taxes on payout policies predominates in the United States of America and lacks emphasis in other countries (Baker & Weigand 2015; Geiler & Renneboog 2015; Jacob & Jacob 2013). A gap in literature on the effect of taxes on payout policies in developing economies in sub-Saharan Africa is also evident (Arko et al. 2014). Tax reform by means of a change in tax regimes provides the opportunity to study the responses of companies and investors to such tax regime changes (Korkeamaki, Liljeblom & Pasternack 2010). Since 2011, tax reform in South Africa has offered a unique tax reform setting occasioned by the reform introduced by the Income Tax Act, No. 58 of 1962 (Republic of South Africa 1962), hereafter referred to as ‘the Act’. South African tax reform includes a change in tax regime as a result of the introduction of dividends tax and increases in applicable tax rates that emphasises the conflicting tax preferences of different shareholders (Nel 2018). The differential rate between dividends tax and capital gains tax (CGT) could also motivate the tax preferences for different payout methods (Nel 2018). Investigating how the supply of dividends is affected by the differential taxation of dividends versus capital gains is submitted as a promising avenue for research (Farre-Mensa, Michaely & Schmalz 2014:103). A focus on companies listed on the Johannesburg Stock Exchange (JSE) contributes to the unique setting owing to tax reform during 2011 that resulted in general share repurchases by JSE-listed companies no longer being regarded as a ‘dividend’ for tax purposes. The setting in South Africa thus provides an opportunity to contribute to literature by investigating the trend and composition of payout methods over a period of tax reform.

Tax-related literature on dividends explores the implications of differential taxes on dividends and capital gains on the valuation of stocks and the propensity of companies to pay out cash dividends (Allen & Michaely 2003:358). Finance literature in general analyses the payout policy question, using only a narrow definition of dividend payout, with most studies not addressing the issue of total payout or the composition of the payout (Allen & Michaely 2003). Share repurchases could serve as a substitute payout method for cash dividends in order to maximise the after-tax return of the shareholders (Alzahrani & Lasfer 2012). Additional shares could also serve as a substitute for cash dividends in cash-strapped companies or financially constrained companies that wish to preserve cash (Feito-Ruiz, Renneboog & Vansteenkiste 2018; Lasfer 1997). South African literature has shown increases in dividends from 2012 to 2014 (Nyere & Wesson 2019), however, does not consider the effect of increased dividends in relation to other payout methods. Investigating whether the increased dividends are accompanied by a decrease in other payout methods could provide an insight into how companies have responded when faced with conflicting tax preferences since the introduction of dividends tax. Considering the trend and composition of total payout could also provide an insight into the possible substitution of payout methods. A dividend payout subject to dividends tax could be substituted by another payout method subject to CGT in order to minimise the taxes payable by a shareholder. Conversely, a payout method subject to CGT could be substituted by a dividend payout in order to afford an exemption from dividends tax to minimise the taxes payable by a shareholder. Consequently, this study considered dividends, capital distributions, additional shares and share repurchases as payout methods in a South African context.

The objective of this study was to investigate whether the trend and composition of payout before and after the introduction of dividends tax in 2012 differed. The focus was on two sub-periods surrounding 2012, namely the 6-year period from 2006 to 2011 (hereafter referred to as ‘pre-2012’) and the 6-year period from 2013 to 2018 (hereafter referred to as ‘post-2012’). This study contributes to literature in three respects. Firstly, being the first study to investigate the trend and composition of the total payout in a South African context. Secondly, expanding on existing dividends and share repurchases databases in respect of which data are not readily available on any commercial database. Thirdly, compiling a database of the total payout of listed companies consisting of dividends, capital distributions, share repurchases and additional shares, which could serve as the basis for future research.

Literature review

Literature on payout methods (dividends, capital distributions, additional shares and share repurchases) in a South African setting is explored in order to provide an overview of the existing trend in the payout methods documented. The tax implications of payout methods are also scrutinised in order to formulate propositions in respect of the trend and composition of payout based on tax reform.

Dividends

Dividends have been noted to be on the increase from 2012 to 2014 in South African literature (Badenhorst 2017; Nyere & Wesson 2019). Based on the relationship between dividend payout ratios and subsequent growth of earnings from 1960 to 2014, the introduction of dividends tax largely coincided with a period of increased dividend payout ratios (Montgomery 2015). The offsetting of an secondary tax on companies (STC) credit, from the previous tax regime, under the dividends tax regime would have resulted in dividends not being subject to dividends tax in a particular year and consequently increase the dividends received by shareholders (Coetzee & De Wet 2014). Offsetting STC credits could have encouraged increased dividends during the 3 years after the introduction of dividends tax to benefit shareholders subject to dividends tax.

The introduction of dividends tax is also argued as beneficial in particular to corporate, foreign and fund shareholders. Corporate (company) shareholders have been found to have sufficient influence to align the dividend policies of their investees with their tax preferences for dividends (Badenhorst 2017). Foreign investors were also likely to benefit from dividends tax because of the possible application of relief in terms of the Double Tax Agreement (Venter 2014). Fund shareholders (institutional investors, as defined by the JSE [2016]) would have benefited from a dividends tax exemption not afforded previously, which could have served as further stimulus for retirement savings (Filen 2011). The dividends tax exemption afforded could have further encouraged the use of dividends as a payout method during the post-2012 period.

Owing to the different labelling of special dividends, shareholders might perceive special dividends as once-off payments and will not expect a similar payment during the next period (Andres et al. 2015:66). The flexibility hypothesis also suggests that ordinary dividends are used to disburse permanent earnings and that more flexible payout methods (special dividends and share repurchases) are used to disburse transitory earnings (Andres et al. 2015). The flexibility of special dividends could also extend to a tax context as the use of special dividends has been noted as a means of accelerating dividend declarations between different tax periods (Hanlon & Hoopes 2014). However, there could be commercial reasons for special dividends that are unrelated to tax such as large restructurings or divestments by companies (Bird 2013:95). Special dividends as a result of unbundling transactions could also qualify for s. 46 of the Act, which affords roll-over relief for taxpayers resulting in the deferral of normal tax consequences in respect of the disposal of assets and could result in no dividends tax being payable. Special dividends as result of unbundling transaction is thus excluded in this study as specific tax relief could apply. Special dividends not related to unbundling transactions would still afford a dividends tax exemption to corporate and institutional shareholders and could have further encouraged the use of such special dividends as a payout method during the post-2012 period.

The expectation was, therefore, that dividends (ordinary and special) post-2012 would be higher than dividends pre-2012 (proposition 1). Retention rates calculated as retained earnings divided by dividends would be influenced by dividends distributed. The expectation was that retention rates of companies post-2012 would be lower than pre-2012 as a result of expected increases in dividends post-2012 (proposition 2).

Capital distributions

Capital distributions represent a return of stated capital (share capital or share premium) to shareholders.

Shareholders, however, have no legal right to a return of capital invested in a company (Van der Linde 2008:8). Capital distributions are thus submitted as a payout method based on a return of capital invested, which is not guaranteed, and continued participation in future dividends if share capital is not reduced. A capital distribution would not be subject to dividends tax if nominated from contributed tax capital but subject to CGT if held with capital intent by the shareholder. Based on consecutive increases in applicable tax rates, the preference for a payout method not subject to dividends tax could be expected to decline (Nel 2018). Share premium distributions by JSE-listed companies were noted as decreasing from 2011 to 2014 and as nominal in relation to dividends distributed from profits over the period 1999–2014 (Nyere & Wesson 2019:9). The trend of decreasing capital distributions was expected to continue after 2014 because of increases in the effective rate of CGT and an exemption from dividends tax forfeited by corporate and fund shareholders. The expectation was that capital distributions post-2012 would be lower than capital distributions pre-2012 (proposition 3).

Additional shares

Additional shares as a payout method could occur in the case of a capitalisation issue or a scrip dividend. A capitalisation issue entails shareholders receiving additional shares, whereas a scrip dividend provides shareholders with the option to elect cash instead of additional shares. Allowing shareholders to choose between cash dividends and shares could be perceived more positively by shareholders than merely reducing dividends (David & Ginglinger 2016). As an incentive for shareholders to elect the shares, the value of the additional shares based on the share price would typically be higher than the cash offer (Oosthuizen 2009:3). Scrip dividends also empower shareholders to decide between a cash dividend (subject to dividends tax) or additional shares (subject to CGT if held with capital intent) to maximise their own after-tax receipts. The expectation was that the value of additional shares issued in terms of scrip dividends during the post-2012 period would be higher than the pre-2012 period (proposition 4).

Share repurchases

Wesson, Hamman and Bruwer (2015) submitted the first comprehensive study on the full extent of share repurchases in South Africa for the period 1999–2009 and reported that share repurchases by JSE-listed companies have become popular since 2005. Dividends were still noted as the preferred payout method but showed a lower growth rate than share repurchases over the target period of 1999–2009 (Wesson et al. 2015:52). The inherent payout flexibility of share repurchases over cash dividends has been observed (Wesson et al. 2018), and that share repurchases could serve both substitute and complementary roles where cash dividends are concerned (Munzhelele 2019:124).

A distinction between the two share repurchase types (i.e. general and specific) from a tax perspective is necessary because of different tax treatments as a result of tax reform during 2011 (Nel 2018). Since 2011, general repurchase (or open-market repurchase) of shares would not constitute a dividend resulting in no dividends tax exemption being available to corporate or fund shareholders (Nel 2018). As a result, the tax preference of corporate and fund shareholders for dividends could have discouraged the use of general repurchases as a payout method. The expectation was that general share repurchases post-2012 would be lower than general repurchases pre-2012 (proposition 5).

Specific share repurchases target specific shareholders compared with a general share repurchase on the open market (Nel 2018). Specific share repurchases would still constitute dividends to the extent that contributed tax capital is exceeded (Nel 2018). Specific share repurchases from subsidiaries (also referred to as the repurchase of treasury shares) are a type of share repurchase that provides a unique setting to study in South Africa (Wesson & Hamman 2012). The popularity of share repurchases conducted via subsidiaries (and the subsequent repurchase by the holding company from the subsidiaries) has resulted in general share repurchases not being the outright favourite share repurchase type in South Africa (Wesson et al. 2015:52). A treasury share structure can subsequently be unwound if the subsidiary (or share trust) disposes of or distributes the treasury shares previously acquired to the holding company. Tax reforms introduced during 2007 not only broadened the base of taxable dividends but also removed opportunities perceiving tax-avoidance relating to the unwinding of existing treasury share structures (Marcus & Gore 2008; South African Revenue Service 2008). Despite the tax reform introduced during 2007, specific share repurchases from subsidiaries for the period 1999–2009 were still found to be a method used extensively by JSE-listed companies (Wesson & Hamman 2012:35). As specific repurchases are included as dividends, a resident subsidiary could qualify for an exemption from dividends tax since 2012. Specific repurchases from subsidiaries could have been deferred until the introduction of dividends tax in order to utilise the dividends tax exemption being afforded. The expectation was, therefore, that specific share repurchases from subsidiaries post-2012 would be higher than such specific repurchases pre-2012 (proposition 6). Specific repurchases not from subsidiaries would also result in a dividends tax exemption being available to corporate and fund shareholders. The expectation was, therefore, that specific share repurchases not from subsidiaries post-2012 would also be higher than such specific repurchases pre-2012 (proposition 7).

Based on the tax reform, this study posits seven propositions in respect of the trend and composition of the total payout of JSE-listed companies:


	Dividends (ordinary and special) post-2012 would be higher than pre-2012.

	Retention rates post-2012 would be lower than pre-2012.

	Capital distributions post-2012 would be lower than pre-2012.

	Additional shares issued in terms of scrip dividends post-2012 would be higher than pre-2012.

	General share repurchases post-2012 would be lower than pre-2012.

	Specific share repurchases from subsidiaries post-2012 would be higher than pre-2012.

	Specific share repurchases not from subsidiaries post-2012 would be higher than pre-2012.



Confounding factors in payout behaviour

The present study was descriptive in nature as the aim was to describe the movement in total payout of selected JSE-listed companies. Tax as an explanation for changes in the trend and composition of payout is then submitted based on propositions relating to tax reform. The study also included consideration of three confounding factors in payout behaviour, namely profitability, company size and macroeconomic conditions, which could explain payout behaviour. If these three confounding factors explain payout behaviour, a tax explanation for payout behaviour is submitted as less warranted.

Profitability

High accounting profit, measured by return on assets (ROAs), is submitted as a prerequisite for payout earnings by different payout channels (Geiler & Renneboog 2015). More profitable companies, based on ROA, have been found to consistently pay higher dividends (Badenhorst 2017:7; Nyere & Wesson 2019:13). In investigating the trend and composition of payout methods, higher profitability could explain higher payout. This study included ROA as a measure of profitability in investigating the trend and composition of total payout by JSE-listed companies.

Company size

It has been found that the size of a company is negatively correlated with payout flexibility and that larger South African companies distribute a lower fraction of payout as share repurchases than smaller companies (Munzhelele 2019). Share repurchases in South Africa during the period 1999–2009 were found to be dominated by smaller companies that repurchased shares more frequently, whilst a few large companies dominated the share repurchase value (Wesson et al. 2015:52). In investigating the trend and composition of total payout, company size could explain a change in payout from the pre-2012 to the post-2012 period. According to the JSE (2019) large companies have a market capitalisation exceeding R10 billion; medium-sized companies have a market capitalisation exceeding R1 bn but not more than R10 bn and small companies have a market capitalisation below R1 bn. This study acknowledged the implication of company size and controlled for company size by including companies from all three size categories based on the classification according to JSE (2019). The aim of the study was to describe the payout of companies of all size categories before and after 2012 and not to focus solely on companies from only one size category.

Macroeconomic conditions

Macroeconomic conditions could explain why payout behaviour during a particular period differs from other periods. This study included consideration of the macroeconomic conditions in South Africa during the two sub-periods before and after 2012. Macroeconomic conditions, such as a recession or a global financial crisis, during only one of the sub-periods could explain why payout behaviour during sub-periods differed unrelated to tax. The study did not include a detailed assessment of macroeconomic conditions during each sub-period, but rather investigated whether economic growth, the occurrence of a recession or a global financial crisis differed during each of the two sub-periods being compared.

Methodology and data description

Population

The population of this study comprised JSE-listed companies with reporting periods covering the years 2006–2018. Companies were selected based on the following criteria: (1) companies with listed ordinary and/or N-class shares, (2) companies with their primary listing on the JSE, (3) companies listed on the JSE main board and not in the resources and finance sectors and (4) companies listed during the full duration of the period 2009–2015. Companies listed in the resources and finance sectors were excluded owing to unique accounting policies regarding capital investments and financing (Graham 1999; Wesson et al. 2018). Only companies that were listed from 2009 to 2015 were included in order to provide data on companies listed at least 3 years before and after the introduction of dividends tax. Companies that delisted after 2015 were still included to eliminate potential survivorship bias (Mans-Kemp & Viviers 2015). In total, 116 companies were included in the population consisting of 33 large companies, 43 medium-sized companies and 40 small companies based on market capitalisation during 2012.

Method

This study followed an empirical research design in which secondary numerical financial data were analysed. This study was descriptive in nature as it was concerned with how the payout methods differed before and after the introduction of dividends tax. The trend of payout contemplated in this study referred to movement in each respective payout method over a period. The composition of payout contemplated referred to the contribution of each payout method to total payout. The trend and composition of payout were analysed in rand value, as well as in the frequency of electing payout methods as employed in previous studies (Geiler & Renneboog 2015:180; Lie & Lie 1999:540).

Data collection

Total payout in this study comprised dividends, capital distributions, additional shares and share repurchases. Total payout data were primarily compiled by the expansion and consolidation of an existing dividend database (Nyere & Wesson 2019) and share repurchase database (Steenkamp & Wesson 2020). Following the data collection method described in the previous studies, data were collected from disclosed annual financial statements and announcements via the Security Exchange News Service (SENS). The retention rates and ROA of companies were obtained from the IRESS database (product called Financial Ratios Search).

The dividend database of Nyere and Wesson (2019) was expanded in four respects: (1) capturing the data of selected companies for the 2015–2018 financial years, (2) including an adjustment to account for the actual final dividend during each year, (3) including additional shares issued as scrip dividends and (4) capturing the reasons for special dividends in order to exclude special dividends as result of unbundling transactions. Dividends disclosed in terms of IAS 10 Events after the reporting period (IASB 2018) would not include final dividends if declared after year-end. Dividends collected by Nyere and Wesson (2019) were thus adjusted to include the final dividend in respect of each year if declared after year-end. The present study applied the actual dividends relating to each year in investigating the trend and composition over different years. Additional shares issued by companies as scrip dividends or capitalisation shares were collected from financials and represented a decrease in retained earnings and a corresponding increase in the stated capital (share capital and share premium) in the statement of changes in equity. The reduction in retained earnings was classified as additional shares as payout method if described as scrip dividend, capitalisation shares, capitalisation issues or bonus issues in financials. If a portion of additional shares was funded from stated capital (and not retained earnings), this portion was not regarded as a payout method, as the shareholder’s own equity capital is reclassified and no earnings are distributed. In order to corroborate additional shares, data collected from financials of companies and SENS announcements were also consulted as the JSE Listing Requirements prescribe mandated announcements in respect of scrip dividends and capitalisation shares (JSE 2017; Listing Requirements, para. 7.C.15). Based on the reasons for special dividends a total of 13 special dividends to the value of R112 bn were identified as relating to unbundling transactions and are excluded from the present study. The special dividends excluded consisted mainly of the largest special dividend of R93.3 bn noted in respect of one company (Bidvest Group Limited 2016:92).

Share repurchases data collection followed the method as described by Steenkamp and Wesson (2020). The method entailed the reconciliation of the number of shares in issue; scrutinising financials (the directors’ report, statement of changes in equity, share capital note and shareholder spread); and searching SENS announcements. This study expanded on the existing share repurchase database of Steenkamp and Wesson (2020) by capturing the data of selected companies for the 2018 financial reporting periods.

Data analysis

Data analysis was performed by means of descriptive statistics and a mixed-model analysis of variances (ANOVA). Descriptive statistics were analysed based on the value of payout methods (in real terms), as well as the frequency of electing payout methods during the respective sub-periods. In the analyses, a zero value for a respective payout method during a year was dealt with as a zero value and not disregarded. As the objective of this study was to investigate the trend in total payout for the selected companies, a zero value in respect of a payout method had meaning as a company could possibly have elected any of the payout methods during a year. Payout values were represented in 2006 terms by applying the deflation factors calculated from the consumer price index published by Statistics South Africa (2017).

In respect of the trend in payout, a mixed-model ANOVA was employed to investigate whether the rand value of different payout methods post-2012 differed significantly from the rand value of different payout methods pre-2012. Box-Cox transformation was applied to all variables for the purposes of the mixed-model ANOVA. The Box-Cox transformation represents a potential best practice, where normalising data or equalising variance is desired and which incorporates, extends and improves on traditional normalising approaches (Osborne 2010:1). Normal probability plots for each variable were then inspected and it was found that only the retention rate variable needed adjustment for outliers. The retention rate variable (winsorised) was calculated on the basis of a robust method of calculating the standard deviation (namely, the median absolute deviation method) and the mean (by using the Huber method) and replacing each of the outliers with a value representing three times the calculated standard deviation plus the calculated mean. Fisher’s least significant difference (LSD) post hoc test was then applied to determine whether the variables differed statistically significantly between the two sub-periods. Fisher’s LSD test is considered suitable for comparing two means that refer to a pairwise comparison (Williams & Abdi 2010:1). The results of the LSD test were interpreted on the basis of the sign, representing the movement in the mean of each variable, and not in absolute terms.

The significance of the movement in each variable was evaluated using F-statistics and the calculated probability (p-value) for each variable by applying a 10% significance level (p <0.10 was regarded as significant).

Descriptive statistics

Total payout in respect of the different payout methods was R820 bn (in nominal terms) for the period 2006–2018 for the companies selected. The nominal values, real values (adjusted for inflation) and the percentage of each payout method (in real terms) are submitted in Table 1.
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Ordinary dividends represented a three-quarter majority (in real terms) of total payout and payout methods other than ordinary dividends represented the remaining quarter of total payout during the period 2006–2018. Based on the total value of payout, ordinary dividends were identified as the most preferred payout method. When investigating whether the preference for payout methods changed during the period, the year-to-year trend and composition of payout over the period were considered. The annual values in real terms of ordinary dividends and payout methods other than ordinary dividends over the period 2006–2018 are presented in Figure 1.
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From Figure 1, it is observed that the value of ordinary dividends exceeded the value of other payout methods since 2008. A notable increase in ordinary dividends from 2011 to 2014 is evident, compared with payout other than ordinary dividends, which did not show the same notable increase. The total annual payout of the selected companies peaked during 2014 at R55 bn, followed by 2015 (approximately R52 bn). The total annual payout was the lowest during 2010, which could possibly be attributed to a lagged effect because of the global financial crisis of 2008 (Nyere & Wesson 2019:9) and again notably decreased in 2016. The South African economy ground to an apparent halt during 2016, with the country’s central bank expecting 0% growth (KPMG 2016). Furthermore, the highest unemployment rate in more than a decade, which registered at 26.7% during the first quarter of 2016, and high consumer price inflation resulted in the South African Reserve Bank increasing interest rates (KPMG 2016). The resulting low economic growth, high unemployment and a strained fiscus also evolved into a political crisis (Mthanti 2017). The political and economic uncertainty could explain the lower payout noted since 2016. Poor macroeconomic conditions evident in each of the sub-periods could explain lower payout during the respective years. However, the pre-2012 period had a mean change in annual gross domestic product of 3.15% compared with 1.35% in the post-2012 period (World Bank 2020). Despite lower real economic growth during the post-2012 period, higher payout still occurred compared with the pre-2012 period.

Based on annual payout values for the period 2006–2018, the trend in payout identified is that ordinary dividends increased, whereas payout methods other than ordinary dividends decreased over the period. The payout methods other than ordinary dividends consist of different payout methods and should be disaggregated in order to investigate the trend in the respective payout methods. The values (in real terms) of payout methods other than ordinary dividends are illustrated in Figure 2.
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Most notable from Figure 2 is the fact that all payout methods, except for additional shares, decreased during the post-2012 period. Additional shares increased in value during the post-2012 period but represented the lowest value of all payout methods. The decrease in the value of capital distributions was (R16.02 bn) noted as the highest decrease followed by a decrease in general repurchases (R13.69 bn). The trend and composition of payout are observed to have changed during the post-2012 period in two respects. Firstly, all payout methods other than dividends, except for additional shares, decreased in the value whereas dividends during the post-2012 period increased. Secondly, there was an increase in the value of additional shares, although this value was noted as the lowest value of all payout methods.

In addition to the movement in values, the frequency of electing a payout method also allows for inference of the increased or decreased activity in respect of a payout method. An increase (decrease) in frequency of electing a payout method could be indicative of more (less) companies electing a payout method during a financial reporting period or individual companies electing a payout method in more (fewer) financial reporting periods. The movement from the pre-2012 period to the post-2012 period in the frequency and the value of payout methods is provided in Table 2. The movement in the value of ordinary dividends (68.8%) is supported by an increase in the frequency of electing ordinary dividends (3.9%) as a payout method during the post-2012 period. The increase in the value of ordinary dividends post-2012, which exceeds the increase in the frequency, suggests that companies that elected ordinary dividends during the pre-2012 period increased the value of their ordinary dividends post-2012. Contrary to the increase in the value of ordinary dividends, a decrease in the value of payout methods other than ordinary dividends (54.2%) during the post-2012 period is evident. The increase in total payout (21.3%) during the post-2012 period was, therefore, driven by ordinary dividends rather than other payout methods.
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The movements in value and frequency of electing payout methods other than ordinary dividends during the post-2012 period also differed when based on individual consideration of each payout method. The decrease in the frequency of electing special dividends, capital distributions and specific repurchases from subsidiaries in the post-2012 period supports the observed decrease in the value of these payout methods post-2012. The frequency of electing additional shares as a payout method increased more than fourfold post-2012 and supports the increase in value of the payout method post-2012. Only one company, Mix Telematics Limited (2008:22), was noted to have issued capitalisation shares with no cash alternative funded from retained earnings, which represented less than 0.05% of total value of additional shares collected as payout method. Additional shares issued post-2012 were, based on value of additional shares, noted to have a cash alternative. An evident preference for issuing additional shares as a payout method using scrip dividends (i.e. with a cash alternative), as opposed to a capitalisation issue with no cash alternative, was therefore noted in the post-2012 period. The inclusion of a cash alternative affords shareholders the opportunity to elect either cash dividends (considered for dividends tax) or additional shares (considered for CGT if held with capital intent). This finding supports the flexibility of scrip dividends as a payout method and the increased use of this payout method post-2012. Despite the frequency of electing specific repurchases not from subsidiaries and general repurchases increasing during the post-2012 period, the value of these payout methods decreased during the post-2012 period.

The composition of total payout refers to the different payout methods that contributed to total payout. Investigating the frequency of payout methods selected – and whether companies elected one or more payout methods – would provide supporting evidence on payout behaviour of companies during the pre-2012 and post-2012 period. The frequency of electing only one payout method or more than one method is provided in Table 3. The frequency of electing only one payout method decreased for most of the payout methods during the post-2012 period and the election of more than one payout method increased.
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Electing only ordinary dividends was the single payout utilised most during both the pre-2012 and post-2012 periods. Payout methods during the post-2012 period was not focused on the use of only one payout method but focused more on the use of a combination of payout methods. On this premise, the composition of payout is submitted to have changed post-2012 on the basis of the frequency of electing only one payout method or more than one payout method.

The only increase in frequency of electing only one payout method was in respect of general repurchases. Despite the increase in electing only general repurchases of 58.8%, the value of general repurchases decreased by 56.7% (Table 2), which could suggest that although general repurchases were applied more frequently as the only payout method post-2012, the value of payout returned as general repurchases decreased. An increase in the frequency could be explained by the flexibility of share repurchases, which could entail companies rather repurchasing shares in smaller values instead of paying dividends in periods of low economic growth. The decrease in the value of general repurchases is, however, still submitted as indicative of the trend and composition of payout over the period, as it represents the value distributed to shareholders as a payout method.

Based on descriptive statistics, an increase in the value of ordinary dividends is evident for the post-2012 period, with no corresponding increase in the value of payout methods other than dividends (except for additional shares) noted for the same period. The statistical significance of the movement in values was considered by means of a mixed-model analysis of variance (ANOVA) described in the following section.

Analysis of variance

The statistical ANOVA was concerned with the means of the variables of the payout methods (values in real terms), retention rates and ROA of selected companies. The analysis was performed to investigate whether the means of each variable differed significantly during the target period of the study (2006–2018) and between the two sub-periods of pre-2012 and post-2012. Fisher’s LSD post hoc test was employed to analyse whether the two sub-periods differed significantly by comparing the mean of each variable for each period. A precondition for Fisher’s LSD test to be performed was that the ANOVA omnibus F-test should be significant (Williams & Abdi 2010:1). The ANOVA omnibus F-tests in respect of all periods considered in this study (2006–2018) are provided in Table 4.
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The ANOVA confirmed a statistically significant movement in ordinary dividends over the period 2006–2018. When payout methods other than ordinary dividends were aggregated, no statistically significant movement over the period was noted. Based on the composition of payout, increases in ordinary dividends are submitted as statistically significant, whereas the aggregate of payout methods other than ordinary dividends had no statistically significant movement.

Payout methods other than ordinary dividends should, however, be disaggregated and the movement in the respective payout methods considered for purposes of the precondition of the LSD post hoc test. In respect of special dividends, specific repurchases from subsidiaries and general repurchases, the ANOVA indicated no statistically significant movement over the different periods, thus the precondition of the LSD post hoc test was not satisfied. The notable decrease in the value (in real terms) of specific repurchases from subsidiaries and general repurchases, observed in Figure 2, is not submitted as statistically significant based on the ANOVA. In respect of ordinary dividends, capital distributions, additional shares, specific repurchases not from subsidiaries, retentions rates, and ROA, the precondition of the LSD post hoc test was satisfied. An analysis of the movement between the pre-2012 and post-2012 period was possible, the results of which are provided in Table 5.
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Based on the LSD post hoc test, the value of ordinary dividends, additional shares and specific repurchases not from subsidiaries was significantly higher during the post-2012 period, whereas the value of capital distributions was significantly lower during the post-2012 period. The retention rates and ROA of companies were also found to be significantly lower during the post-2012 period. The lower retention rates during the post-2012 period could have been expected owing to the higher ordinary dividends noted for the post-2012 period. Based on higher ordinary dividends during the post-2012 period, higher profitability was to be expected; however, based on ROA, lower profitability was noted during the post-2012 period. On this premise, profitability is not submitted as the main confounding factor for the increase in ordinary dividends during the post-2012 period, consequently providing an opportunity for the argument of a possible tax explanation for the increase in ordinary dividends.

Concluding on propositions based on tax reform

Proposition 1 in respect of ordinary dividends is supported as a statistically significant increase in value and an increase in the frequency of election was observed during the post-2012 period. Contrary to expectation, special dividends not linked to unbundling transactions were not found to have increased during the post-2012 period. A possible explanation could be that share repurchases could have been utilised as a more flexible option than special dividends during the post-2012 period to distribute transitory earnings. Higher ordinary dividends during the post-2012 period would suggest higher profitability; however, lower profitability was noted during the post-2012 period. Profitability is thus excluded as the main confounding factor for increased dividends during the post-2012 period.

Proposition 2 is also supported as retention rates were found to be statistically significantly lower during the post-2012 period in line with higher dividends during the post-2012 period.

Proposition 3 in respect of capital distribution is supported as a statistically significant decrease in value and a decrease in the frequency of electing capital distributions were observed during the post-2012 period. Capital distributions, indicated as a reduction contributed tax capital, would not constitute dividends resulting in CGT for the shareholder if shares were held with capital intent. Increases in the applicable tax rates adversely affect the tax preference for a payout method subjected to CGT since 2012 (Nel 2018). The decrease in capital distributions noted in this study is submitted as evidence of the payout policies of companies, which was adjusted as a result of the differential tax of dividends and capital gains.

Proposition 4 in respect of additional shares issued as scrip dividends is supported as a statistically significant increase in value and an increase in the frequency of election was observed during the post-2012 period. Despite the value of additional shares as a payout method being relatively low compared with other payout methods (Figure 2), the observed increase could provide potential insight in respect of a payout method, which empowers shareholders. The increased value and frequency of electing scrip dividends during the post-2012 could suggest an initiative by companies to empower shareholders with the choice since the introduction of dividends tax.

Proposition 5 in respect of general repurchases is not supported as no statistically significant decrease in value during the post-2012 period was observed. The decrease in the value of general repurchases post-2012 evident based on descriptive statistics (Figure 2) was not found to be statistically significant and the frequency of electing general repurchases increased post-2012. The increase in frequency of general repurchases post-2012 could also explain the decrease in frequency of electing special dividends to distribute transitory earnings during the post-2012 period.

Proposition 6 in respect of specific repurchases from subsidiaries is not supported as the value and frequency electing decreased during the post-2012 period, contrary to an expected increase. The findings of this study support the argument that specific repurchases from subsidiaries did not increase, despite the dividends tax exemption afforded, which could suggest motivations other than tax for entering into specific repurchases from subsidiaries. Wesson and Hamman (2012:35) also found that specific repurchases from subsidiaries occurred despite potential adverse tax consequences. One reason, other than tax, could be the flexibility afforded by treasury shares in the management of the capital structure of companies (Cassim 2010).

Proposition 7 in respect of specific repurchases not from subsidiaries is supported as a statistically significant increase in value and an increase in the frequency of election was observed during the post-2012 period.

Conclusion

The trend and composition of payout during the post-2012 period was expected to differ from the pre-2012 period based on seven propositions informed by tax reform. This study submits support for five propositions indicative that the trend and composition of total payout of selected JSE-listed companies differed during the post-2012 period. The increased frequency of electing more than one payout method during the post-2012 period suggests more diverse payout methods being utilised. The trend in value of payout methods, however, showed that total payout is dominated by ordinary dividends that increased during the post-2012 period, whereas payout methods other than ordinary dividends (except additional shares) did not show comparable increases.

Ordinary dividends and additional shares showed significant increases during the post-2012 period, whilst capital distributions showed significant decreases during the same period. Ordinary dividends (subject to dividends tax and affording an exemption for certain shareholders) were utilised more frequently as a payout method during the post-2012 period, whereas other payout methods (subject to CGT if shares were held with capital intent) were utilised to a lesser extent. An increase in the issue of additional shares (with a cash alternative) as scrip dividends was also noted during the post-2012 period, which empower shareholders to manage their own financial needs, including tax considerations.

The policy implication is that the increasing use of ordinary dividends as payout method and a decrease in the use of other payout methods could inform future tax reform initiatives to generate revenue or stimulate growth using tax incentives. In the light of the increasing use of ordinary dividends, any further increases in the rate of dividends tax would not be advisable because shareholders that do not qualify for dividends tax exemption could be discouraged from investing in South African companies.

The descriptive findings of this study emphasise the opportunity for further explanatory research into the effect of investor-level tax reform on payout policies. Further empirical research could include reference to the shareholding of companies and the extent to which the respective tax preferences of different shareholders affect the payout policies of companies. The fact that this study investigated the payout of companies over a period could have resulted in companies maturing over the period invoking inference in favour of the company life-cycle theory for an increase in dividends, which was not explored in the present study and could be explored in further research.
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TABLE 3: Frequency of electing only one payout method or more than one

payout method.

Description Frequency of electing  Movement
Pre-2012  Post-2012 " "Tf,‘/:)e"‘y
Only ordinary dividends 306 208 261
Only special dividends 5 3 -40.00
Only capital distributions 32 10 -68.75
Only additional shares 0 0 0.00
Only specific repurchases not from 3 1 -66.67
subsidiaries
Only specific repurchases from subsidiaries 1 1 0.00
Only general repurchases 17 27 58.82
More than one method elected 299 340 13.71

Total frequency of electing payout methods

663 680
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TABLE 2: Movement in frequency of electing payout methods and movement

in values.

Description

Frequency of electing
Pre-2012 Post-2012

Movementin  Movement in value
frequency (%)  (in real terms) %

Ordinary dividends 493 512 3.90 68.80
Payout other than 262 265 110 -54.20
ordinary dividends

Special dividends 27 20 -25.90 -47.60
Capital distributions 88 20 77.30 -83.50
Additional shares 2 1 >400.00 >400.00
Specific repurchases 30 45 50.00 -850
not from subsidiaries

Specific repurchases 29 19 -34.50 -61.60
from subsidiaries

General repurchases 162 191 -56.70
Total payout 568 563 21.30
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Fisher’s least significant difference post hoc test.

Variables Pre-2012 Post-2012 LSD post hoc

LS Mean sD LS Mean SD  Mean diff. )4
Ordinary dividends 45.48 231 47.88 231 2.40 0.03**
Capital distributions 0.19 0.02 0.04 0.02 -0.15 < 0.001%**
Additional shares 0.00 0.00 0.00 0.00 0.00 <0.001%***
Specific repurchases 0.04 0.01 0.07 0.01 0.02 0.09*
not from subsidiaries
Retention rate % 70.76 1.99 66.60 1.98 -4.16  <0.001%**
Return on assets % 14.15 0.69 9.08 0.69 -5.08 < 0.001***

LSD, Least significant difference.

All variables Box-Cox transformed and only the retention rate variable winsorised.
* 1< 0.10, **, p < 0.05, *** p<0.01.
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TABLE 4: Analysis of variance of payout methods and financial ratios.

Variables Sum square Mean Square Num degrees of Den degrees of F »
freedom freedom
Ordinary dividends 2909.55 1454.77 2.00 1341.52 373 0.02%*
Payout other than ordinary dividends 8.92 4.46 2.00 1342.45 033 0.72
Special dividends 0.02 0.01 2.00 1344.50 0.88 0.42
Capital distributions 731 3.66 2.00 1342.56 34.37 <0.001%**
Additional shares 0.00 0.00 2.00 1345.15 4.20 0.02%*
Specific repurchases not from subsidiaries 0.26 0.13 2.00 1345.92 2.60 0.07*
Specific repurchases from subsidiaries 0.05 0.02 2.00 1344.18 2.00 0.14
General repurchases 6.18 3.09 2.00 1342.21 1.14 0.32
Retention rate % 5870.14 2935.07 2.00 1327.92 378 0.02%*
Return on assets % 8484.04 4242.02 2.00 1326.32 63.90 <0.001***

All variables Box-Cox transformed and only the retention rate variable winsorised.

* 1< 0.10; ** p<0.05; *** p<0.01.
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TABLE 1: Values of different payout methods for the period 2006-2018.

Description Nominal values Real values  Percentage (%)
Ordinary dividends 639042023529 410106 219 762 75.42
Special dividends 27310654179 20037 696 065 369
Capital distributions 30064182386 23698 775 607 436
Additional shares 4294082845 2293839350 042
Specific repurchases not 30507472292 20432050 203 376
from subsidiaries

Specific repurchases from 39370261779 29830 226 952 549
subsidiaries

General repurchases 50282951234 37338763 141 6.87
Total payout 820871628243 543 737 571 080
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FIGURE 1: Annual payout values from 2006 to 2018.
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