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Résumé

Cet article s’attache avant tout a bousculer I'appe purement quantitative des politiques
dividende ou de rachat d’actions en présentantdaseription qualitative de ces politiques. NO
étude terrain aupres de 12 décideurs frangais ppertes un éclairage hexagonal mais il pef
surtout une meilleure compréhension des élémenpdicatifs ou d'influence des politiques ¢
distribution.

Notre étude présente la distribution de liquidi#s actionnaires comme le résultat d’'un conse
entre plusieurs variables : capacité financiérel'datreprise, influences externes et pression
I'actionnariat. Nos résultats confortent la fonntide signal de la distribution et la politique dsage
des dividendes. De nouveaux éléments venant remftecréflexion apparaissent : existence d’
culture de la distribution, influence des carastéyues des managers et des concurrents. Enfi
article remet en question le réle de distributi@s dachats d’actions et souligne la forte influetes
actionnaires majoritaires.
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Abstract

This paper tries to complement the purely quamntgahdpproach of pay out policies by providing
qualitative description of dividend and share repase policies in France. Through a field studyy
12 French decision-makers, it helps to understaptheatory elements of pay out policies.

Our study provides evidence that pay out decisorthe result of a consensus between var
elements: financial capacity of the firm, exterit#luences, and shareholding pressure. The p
supports elements from the literature: influencdirdncial variables, signal function of pay outd
smoothing of dividend policy. It introduces newrstnts that may lead to interesting question
existence of pay out culture in firms, influencenmdnagers’ characteristics or competitors’ beha
And at last, it questions the share repurchaseofgbay out, the role of taxes in pay out decisiand
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underlines majority shareholders’ great influence.

JEL classifications: G35
Key Words: Dividend, Share repurchase, Managers Survey, Frégmncy theory



Understanding pay out policies has been a puzzledarly half a century. Theory has difficulty irptaining
firms’ dividend and share repurchase behaviorhia paper, we decided to advance in this puzzieutiin a

managerial approach and not an economic one. @aegs focuses on pay out policies from insideithe f

We make the hypothesis that a better knowledgeetd feality can provide a way to progress in thezbe
solving. Through a qualitative approach where weehiaterviewed big decision-makers inside Frensted
companies, we think we can better understand papalicies. This can be an interesting step to tieswries
and new links between variables. Moreover, coneéing on the French market enables to study pay out

policies in a different context than the usual Ang§laxon one.

This paper provides an elaborated description afstt process, of variables influencing pay outl arf
players’ feelings about pay out policies. Our resieaupplies a number of observations on pay olitips in
the French context. Some new variables emerge, stimees question theory.

This qualitative approach has limits. It is onlpr@liminary work to more quantitative studies, oesults cannot
be generalized. The aim of the paper is to identdw variables or links between variables, in apl@atory

process.

Tackling pay out policies requires first to establthe references that come under literature xtené forces to
take a bias on the approach. The agency theoryagiprhas been chosen. In the first part of thiepape
survey literature, focusing on recent contributiohe present this literature, we distinguished vtakes the
decision. Depending on whether there is conflictielgtions between shareholders and managersgttisiah-
maker will be either a manager or a shareholdeis Tscrimination enables to present main theaaétic
influences on pay out process.

Our choice of a qualitative analysis, rarely usegay out policy studies, require a methodologjralkcess we
have wanted rigorous. The second part of this pppesents the methodology.

At last, in the third part, we expose the contiitms of that paper. We describe the decision psycte
motivations for pay out and the potential explanafactors of those policies. We confront thoseulsswith the

ones from the literature.

I. A multi-facetted literature.

Let’s first define pay out policy. In this paperewvill focus on cash pay out policy, which meanshciows

going out from firm to shareholders. These casWwslean be dividends or share repurchases.

1. The Dividend Puzzle

First, a few observations are necessary to undetste dividend puzzle. Every year, public firmgy pat big
part of their earnings to their shareholders (Alerd Michaely (2002)). Pay out can be observed evesn

firms are cash demanders. In France, firms finahed& stock repurchase by debt and cash (Dereapér a



Romon (2003)). Observation shows that investord@as#ividends whereas they are heavily taxed @mit that
stock prices rise after pay out. In United Staiteshe last years, stock repurchases importancééas growing
to the detriment of dividends’ one (Grullon and kaely (2002)).

Empirical observations don't match up with the slastheoretical frame defined by Modigliani and Il
(1961): on perfect and efficient markets, firm \alis only determined by investment. There is nadeivd

premium on stock prices and investors have no meée between dividend and capital gain.

The gap between theory and empirical studies wiedcthe “dividend puzzle” by Black, in 1976. Tipsizzle
wonders why investors like dividends whereas theyteavily taxed on it and so on why firms pay bigt
amounts of money every year. The puzzle has beqoore complex with the growing importance of share

repurchases.

This paper surveys research on pay out policiessiag on the firm point of view. It sets up som&\waers to
why firms pay out. We will not focus on explanasoof share price reactions or investment stratdgiked to

pay out policies. We will only focus on what happémside the firm.

To follow this path, we have chosen to classify aapis depending on who takes the decision in ttme: fi
shareholders or managers. If there is no agencflicordecisions will be in accordance with sharigleos’
wishes. Otherwise, managers will influence paypmlicies.

Of course, shareholders’ wishes are not homogenandssome shareholders may be more influential than
others. In French firms, the major agency confictnot between managers and shareholders, but &etwe
controlling shareholders and minority shareholdé@&nglinger and L'Her (2002)). In this case, shaiders’

influence is main shareholder’s one.
2. Why firms pay out?
2.1. No agency conflict between shareholders and manager

If there is no conflict between shareholders andagars or if this conflict has been resolved, marggtick to

shareholders stakes. Pay out can then be jushifiecrious theoretical explanations:

- Pay out happens because shareholders want it :

First, shareholders may ask for pay out if theydnesgular cash and if dividend is the cheapest twaget it.
This happens if transaction costs on capital garessuperior to dividend taxes. On a second hdraaebolders
may face institutional constraints that requirenttte invest in paying out firms. Empirical suppfot those two
explanations is weak: few institutional constraimtsist (in particular in France) and most of thmds,
transaction costs are smaller than dividend taxes.

Shareholders may also ask for pay out becausdikeely. Behavioral finance shows that some humis nay
lead to such non-rational preferences (Shefrin Statman (1984), Baker and Wurgler (2004)). Emplrrica

support of that theory is growing.



- Pay out is observed because of information asynynbettween shareholders and managers.

Managers are better informed of firm’s future cfistvs and signal this information to shareholdér®tigh pay
out. Theory tells pay out is a good signal because costly and because bad signals are pena(izbmbuy
(1997)). This signal hypothesis leads to variousothtical models where managers adjust dividentheo
forecasts: if they are good, they increase dividand vice versa. (Bhattacharya (1979); Miller anociR
(1985)).

Empirical support of the signal theory is ambigudde one hand, dividend changes are followed biatian of
stock price, which shows that information is intggrg in prices. Moreover analysts modify theirefoasts after
pay out. But, on the other hand, earnings vary nmoke than dividends, so what does it signal? Maggdig
companies, where information asymmetry is weakenbse of transparence legislation, are the onengaiie

biggest amounts of dividends.

2.2.  Existence of an agency conflict between managand shareholders.

In case of an agency conflict between shareholdedsmanagers, various theories justify cash pay Fitst,
shareholders use pay out to monitor managers. Sequivate interests of managers may influence qaty

policies.

- Shareholders use pay out to monitor managers

According to Jensen and Meckling (1976), publicmfs managers have self interests differing from
shareholders’ ones. They spend firm’'s money to ptertheir own interests and not shareholders’ ohessen
(1986) shows that pay out enables to minimize cagter managers’ control. This situation leads marsatp
regularly ask the market for money and face shadelns monitoring (Rozeff (1982); Easterbrook (1984

Allen and Michaely (2002) underlined limits of titheory: if shareholders know that managers oveshwhy
would they not impeach them a different way? Tlkiads us to question efficiency of corporate govarea
mechanisms.

Once more, empirical support of that theory is auabus, mainly because it is difficult to measurenagers’
overinvestment. In our opinion, proxies are therhefathe matter because of the difficulty to meastiobin’s

Q, main proxy used for overinvestment. Some pinpthie weakness of that theory (Lang and Litzenberge
(1989); Yoon and Starks (1995)), some others suppofor example, Borokhovich et al (2005) usingna

precise proxies to measure agency conflict thasgtiaditionally used.

- Managers’ own interests influence pay out policies
Sometimes shareholders do not monitor managersibedhey cannot or do not want to. What conseqence
does it have on pay out policies?

* Managers can use pay out to consolidate thenreanhment. Hu and Kumar (2004) show influence of
entrenchment factors on pay out policies. Fulled aimakor (2004) present a model where managerseval

operating flexibility and increase it by reducingidends and conserving cash.



* Managers’ values or psychology may influence pay policies. Carnegie School researchers show
that complex decisions are more the consequenisehaivioral factors than of economical optimizaijGyert &
March (1963), March & Simon (1958)). The more coexph decision is, the more behavioral factors matte
Hambrick and Mason (1984) proposed a model wheedegfic choices are partly the reflection of dexisi
makers’ characteristics. Bertrand and Schoar (280Bport this theory showing that CEQ’s charadiessare

important determinants of various policies, suckiaglend ones.

Using the agency theory frame and the concept ofliciing relations between managers and sharenslde
have presented various theoretical justificatiomgpay out policies. Using the same frame, let's rsmuwey

explanations on shapes pay out policies take: éindcor share repurchase.
3. Choice between stock repurchase and dividend.

As mentioned in introduction, cash pay out polidese two possible shapes: dividend and share cease.
Those two means being distinct, firms are oftenfrooted with the choice of the pay out tool. Reskds also
interested on that point and speculates on ths latween those tools. In our opinion, three matierfogations
come into view: are dividend and repurchase only pat tools? Are they complementary tools of pay ou
thanks to their particular features? Is a subsitubf one tool by the other possible?

To the first question, we can answer that dividendnly a mean of pay out, but share repurchaseoties
functions. For example, it might be used as ai@iubol.

Concerning the substitute or complement hypotheGigjllon and Michaely (2002) have supported the
substitution hypothesis of dividend by share repase. But Dereeper and Romon (2003) showed thatimce
amounts paid in dividend have not decreased sif@@esrepurchases are allowed. This supports the
complementary hypothesis. Anyway, most theoriesarthk hypothesis that dividend and share repurcii@se
potential substitutes.

Let’'s now see the main theoretical justificationshe use of one or the other tool for pay out.
3.1.  No agency conflict between managers and shareholder

If there is no conflict of interest between managend shareholders, the firsts follow the wishetheflasts. In
consequence, the choice between share repurchésivadend results from the potential followingusitions.
Dividend will be chosen if shareholders have a gmezice for dividend (regular need of cash or ral
preference as reported by Behavioral Finance).

Shareholders may also prefer share repurchastsfgpécial attributes:

- In most countries, share repurchases are legsltao shareholders might prefer such a pay outngi
(2000)). Barclay et al. (2004) do not support e ¢lientele hypothesis. They find no evidence thaidends
are higher in firms that have corporate blockhdderhereas corporations should have an interedividend
paying firms. On the contrary, Blouin and Nondo20Q4) demonstrate that the tax status of influéntia

shareholders plays a significant role in firms’ pay policies.



- Repurchase can enhance shareholder value. Itbeaused to cancel lost due to stock options ditutio
Moreover, it helps to reevaluate stock prices (Déit (2000)). Repurchase also enables risk trarfefen
shareholders to debtholders by reducing the amafurgpital (Dittmar (2000)).

- At last, stock repurchases enable non-sellingetttdders to consolidate their control of the firm.

3.2. Presence of agency conflict between managarsd shareholders.

In presence of agency conflict, two situations @ppe

- Shareholders compel managers through mean obpay

On one hand, dividend helps to attract some pdaatiénstitutional investors better at monitoringmagers than
current shareholders (Allen, Bernardo and Welct)@2D This model is supported in France by Deb#2063)
and is inconsistent with Grinstein and Michaely@Q2Pstudy.

On the other hand, repurchase is good for corpagaternance: Oswald and Young (2005) show that afte
stocks repurchase, the quality of firm’s governainggroves. So shareholders may force managerptociease

stocks to improve their control.

- Managers choose to do repurchase or dividend bgeat is in their interest. Each tool might hayeasfic
advantages for managers:

* Repurchase is less restricting than dividend. Relpase does not have to be regular through time, s
managers undergo fewer constraints from sharel®ldsing this tool. Moreover, managers can use stock
repurchases to protect from market control: faa@ntakeover that threatens their job, managers cgbatk
shares. This leads the takeover to be more expeasit so less likelihood. (Dittmar (2000)).

* Dividend helps to strengthen managers’ entrenatirftéu and Kumar (2004)).

* If managers have stock options, they have amitiee to repurchase shares. Because repurchase help
to minimize dilution effect of dividends and inceea Earnings per Share, it enhances managers’ gpichs
value. This hypothesis receives a strong empisogiport (Fenn and Liang (2000), Weisbenner (20R@hle
(2002)).

This survey of main theories explaining why firneymut and why there are dividends or stock rem@seb has
shown limits of actual research. Empirical suppoithose theories is either limited or ambiguousevards, it
is hard to know how to move forward the resolvifighe dividend puzzle.

We think the solution of the dividend puzzle mag ih a complex integrated model, with many variable
Theories presented here might lack some importamaies. Ways to find new explanatory variablegeh®a be

found. One direction researches have taken isittygiractitioners’ understanding of pay out pobcie



4. Managers’ point of view

One way to lighten the puzzle may be to investigaéetitioners understanding of pay out policies, 8e now
survey the results of those studies, and in pdatidLintner’s one.

Lintner (1956) pioneering contribution shows thia¢ tdeterminant factor of dividend policy is the ga in
dividend. Most managers suppose shareholders paefkrvalue stable or growing pay out ratios. Charige
dividend rate must be justified by reasons undedsthle to shareholders, like for example a vanaiio
earnings. Lintner shows that managers believeitl&inecessary to pay out substantial part ofrtearnings in
dividends. Even managers less worried about shitetsoor dividends are convinced that dividend mefiect
firm’s earnings, otherwise it can have a bad eféecsome factors (such as the stability of thein @esition).
Surveyed firms have a target pay out ratio. Thigdhratio is an aim and not something to be agplie

immediately. Target ratio and speed of adjustmary depending on firms, sectors and economic $itusit

Results of managers surveys made in the last 2@ yemfirm Lintner’'s results, showing that pay policies
determinants have not much evolved in the lasy fitars. Moreover, those surveys show stock repsch
motivations are various and hazy. On the wholeymgpase are not considered as a dividend substitoti as a
mean of pay out (Baker, Powell and Veit (2003);\Beaal. (2005); Gillet (2000))

Those surveys underline the importance of pasiopéyolicies and of managers’ beliefs. They alsestjon the
role of stock repurchase. But their interest isgerad by their limits: they are either old or liedt Lintner’s
paper is 50 years old and more recent papers Ugajoantitative surveys, which tend to induce toacinthe

answers.

ll. Justification of a qualitative approach

Facing those researches and their limits, it ifcdilt to progress in the puzzle solving. Whicheash ways
have to be followed to overcome the puzzle?

In this paper, we make the hypothesis that a bkttewledge of field reality can provide a first wayhrough a
qualitative approach, we think we can understaritebpay out policies from inside the firm. Thisght be an
interesting step to new theories and new links betwariables.

This idea is reinforced by the suspicion we hawa tturrent theories cannot apply perfectly to tmenEh

market. Those theories form a coherent frame iadpirty Anglo-Saxons markets. But given the compjeait

the puzzle, it seems difficult to put aside thexefffof context variables such as legislation otural(La Porta et
al (2000)).

The process of this paper is to focus on pay olitips, from inside the firm, in France. We trygoovide an

elaborated description of decision process, ofadeis influencing pay out and of players’ feeliaggut pay out

policies. We propose to bring a contribution to $bés/ing of the puzzle at a national, then gloleakl.



To enable that description we have chosen a qtiaditgprocess. We interviewed individually important

decision-makers inside French listed companiesw@aant the scientific character of our process, nog

present the methodology we used for that study.

Study methodology

- Presentation of the population

The quality of our study is first linked to the pé® we have interviewed. The following table givearks to

judge the reliability and expertise of our respamidevhile respecting the anonymity we have warrdnte

Table 1: Presentation of the population of respanige

RESP. | POSITION STOCK MARKET AND FIRM SECTOR!
1 CEO, former CFO Eurolist A/ Industry
2 CEO, former CFO Recently gone out of market / Industry
Eurolist A / Finance
3 Former CEO
+ Board director of two other French listed firms ) ]
Eurolist A / Consumption goods
Member of executive committee of the group, CECopné ) ]
4 o Eurolist A / Consumption goods
subsidiary
5 CFO Eurolist C / Industry
6 CFO Eurolist B / Services
7 Financial manager Eurolist A / Technology
8 Financial manager Eurolist A / Finance
9 Financial manager : Chief of group financing @piens Eurolist A / Services
10 | Financial manager : Treasurer Eurolist A/ Resau
) ) Distinguished by the profession. Work in
11 | Financial Analyst
Investment Bank.
12 | President Minority Shareholders Association

The size of our sample has been determined thamkket saturation criteria. From the tenth intervieve

thought we had reached a saturation of informatalected and stopped after the twelfth interview.

- Method and interview guide

We choose to do semi-structured interviews. This fieedom of speech to the interviewee, while dwngj the

conversation to get out of hand. We made tlgtgdes: one for the managers, one for the anahgsbae for the

president of the minority shareholders associafidr following table shows the main themes ofgbile

! Sector classification used is from the French eatn newspaper “Les Echos”.

an



Table 2: Presentation of main themes tackled dunragnagers’ interviews.

Theme 1

Decision Process.

= ldentity of people or boards involved in dividesod share repurchase decisions.

Theme 2

Factors taken into account to decide dividend #ragesrepurchase policies.

= Managers’ motivations to pay out: why do they mepase shares, why do they pay dividends?
= Internal variables explaining pay out: financittors taken into account to determine pay out.vida

also tried to understand firm cultural characterssbr managers psychology.

Theme 3

External influences on pay out policies

= What are the external influences? Markets, shddeh®...

We ran the interviews with respect for main prihegpadvised for qualitative surveys (Huberman aritbdv

(2003)).

- Data analysis
Analysis followed two steps. First, we did the eagliof the texts, then we quantitatively analyzeeirth Each

interview has been entirely retranscribed to enabigorous study.

Coding is the action of “cutting the content of gesch or a text in analysis un@sid integrating them in

categories chosen in accordance with research afitgétart (1999)). Analysis unit can be defined ‘dke

element by which the researcher will proceed tcctiténg of the speech or text” (Thiétart (1999)).

In our study as in many management studies, weecttobase coding on meaning units or themes. Tuke

is related to the fact that we want our analysisegult in questionings and thoughts about paypolities.

As the analysis unit is theme, its size will vargrfi word to paragraph. To help us in the coding,used the

NVIVO software. When each theme had been affectiéld mo doubt to a category and that there were gimou

regularities, we decided to stop the analysishat point, we thought we had reached saturation.

As a whole, in our 12 interviews, we coded 1367rtbg and affected them to 197 categories and sefaats.

The 4 main categories are the followirigecision ProcessMotivations to pay oytExplanatory factorsand

Description of pay out policies

Thanks to those categories, we started contenysinalThere are two types of content analysis: tjizive and

gualitative ones. First one computes the frequesfcy theme in a category, second one tries to agdirthe

importance of a theme a qualitative way. “Differerzetween qualitative and quantitative analysis iiethe

way they understand the notion of importance ohgegory: “number of times” for quantitative anadysind

“value of a theme” in qualitative analysis.” (Traét (1999)).

We thought, considering the kind of interviews we that the best method to estimate the importafasur

themes was to look at their repetition. So we cliosio a quantitative content analysis.

We counted themes in each category and computgdeney of apparition of each category inside itsSnma

category. This enables us to know the importanaetb&me inside its category.

Frequency computation analyzes repetition in theleslamount of texts, leaving aside who told it. \Be

completed our analysis by computing the numbeegpondents who stated each theme.

—



At the end of our analysis, two pieces of informatipermitted to quantify the importance of a theine

frequency of apparition of a theme inside a catggod the number of respondents who stated thatehe

Our 1367 themes have been divided in 4 main caggdExplanatory factorscategory received 62% of the
themes, 18% went to tHeecision Processl0% toMotivations to pay ouand 10% tdDescription of pay out
policies Inside each of those 4 categories, themes haga Hwided in sub categories for which we also

computed frequencies.

Ill. Light on pay out policies

In the scientific literature, pay out can have tsimapes: dividend or share repurchase. Two kindbvidends
exist: ordinary dividend and special dividend. Qunerent research issue is to determine the reldtaween
dividends and share repurchases. Are they sulestitat complements? Is share repurchase the pdtentia
substitute of ordinary dividend or of special detdl? Before presenting our results, it is importangive
respondents’ definition of pay out policy and mepecifically of stock repurchase.

First, in their opinion, share repurchase is nstiastitute to ordinary dividend. Then, two defimits of pay out

emerge:

- For a minority, share repurchase is understood sushatitute to special dividend. Pay out policy has
levels. First the payment of an ordinary dividetabke and smoothed. Then, a second payment, lgskre
through repurchase or special dividend.

- For a majority of respondents, share repurchaseti& mean of pay out. It answers to others airoh ss

relution or stock price management. In this caag,qut policy is only dividend policy.

Now that we have made clear what is pay out pdicyour sample, let's present our results. Firse, will
describe the decision process of dividend and oiyase policies (1). In a second section, we wilome the
managers’ motivation to pay out dividends and stagpurchase (2). Last, we will present explanatacyors

of pay out policies (3).
1. Description of the decision process

Themes about decision process helped us to unddridte way the decision is taken, going beyondi¢gal
process.

Various people or boards take part in that decisiooard of directors, chairman, CEO, CFO and the
shareholders’ meeting.

The board of directors is undeniably the main decisnaker. Its role was underlined by 11 out of 12
respondents. 48% of the "identity of dividend decismaker" category (so 38 themes) and 24% of ‘titeof
repurchase decision-maker" category (8 themes)mstihee essential role of the board.

In France, on a legal level, shareholders’ meenilpe actor that ratifies the pay out propositmade by the

board. In reality its power is limited. Four resdents only (11% of themes from the “identity of idend



decision-maker” category and 24% of “identity opuechase decision-maker”) underlined its decisicaken
role, whereas 8 respondents told us its role waisdd. In fact, shareholders always ratify the ldgamoposition.
Only one of our respondents told us shareholdeegting could sometimes oppose the board. He conemhent
on the rejection that the shareholders’ meeting datk to a dividend proposal, the year before tberview.
Shareholders leaded by a few institutional investwad voted a higher dividend than the board pralpd$e
power of the board questions its homogeneity. Witeothe directors? How much do they agree with ayera

shareholder’s point of view?

The financial management has a key role in theraét@tion of pay out policy. It builds pay out pogals and
advises decision-makers (10 respondents out ofntizrlined this role). This role of consultant isTeimes
shared with bank counselors who help firms to faatheir pay out decisions. The CFO usually impata

share repurchases. He might also be the initidterpurchase programs.

Those elements summarize the decision process ragespondents presented it. They all describedit qu
similar situation. Yet, 7 out of 12 respondentsito$ their feeling of being a particular case i Way they run
their pay out policy. This feeling is usually linkeo a particularity of their firm; still it doesohlead in our
opinion to different processes.

It is also interesting to see that the interviewdescribed the pay out decision as simple and trategic. The
decision seems evident and is taken quickly. Thelggaween the huge amount of literature about iidehd
puzzle and managers’ feeling that pay out is a \&mple decision is striking. Here are a few verhato
illustrate this point.

Respondent n°® Brhose decisions are neither strategic, nor venydrtant”

Respondent n° 7n our firm, the dividend policy is very, veryrsple”

Respondent n° 4t is not sophisticated, it is really not soplisted. We are more in the emotional reasoning”

Let's now see how and why those pay out decisioasaken.
2. Motivations to pay out

To understand pay out policies, it is essentigkriow why those decisions are taken. In this segctiza will
present results about motivations that drive marsaigepay dividends or to vote repurchase prograitexature

shows various potential motivations, we will comgp#liem to the ones issued from this study.

A first result of interest is the fact that respents have more talked about their motivations tostare
repurchase than about their motivations to payddvd. For respondents, it doesn’t seem necessa#aiktabout
dividend motivations because they are obviouss & ishared feeling that it is necessary to paydiidends.
According to 4 respondents, it is normal to pay diutdends if the firm can. There must be no tadkabout it:
dividend is the normal remuneration for sharehald€or the others, payment of dividend is a wagatisfy

shareholders (33% of the category “dividend moidret’, that is to say 12 themes), to send a pa@sisignal

10



(22% or 8 themes) and to supply shareholders veitih they asked for (14% or 5 themes). Pay outtisimced

to any clientele effect.

On the other hand, there are numerous motivatmrsete and implement a repurchase program. Releffifect
of repurchases is the first motivation brought Rplution effect is mainly used to block dilutionkied to stock
options, but also convertible bonds (11 of outd®pondents talked about this motivation, and iteggnts 44%
of the category “repurchase motivations” or 36 thejn Stock repurchase is also a tool to managd gidce
(15%) by improving volatility and liquidity. It islso used to finance external growth (10%) or imhge the
stock price (10%).

Revaluation may be a motivation, but responderasvel they were not sure of repurchase effect ackgidce.
They agreed on the fact that dividend causes arease in price but disagreed on repurchase effect.
Respondents thought its effect on stock price viderepositive or negative, but mentioned the diffty to
measure repurchase consequences on stock pridesisTdonsistent with the results from the literatuSome
studies show a positive reaction of stock pricésraf repurchase. But according to Allen and Migh§2002)

those results are ambiguous.

Even if the repurchase program is not going tonfyi@émented, respondents think it is necessary t® it¢9%):
Respondent n%6It is nearly an obligation to have a share repase program” — “I can't imagine a listed
company not having a stock repurchase program” € H&ve had that program for a long... long time. Abov
all, for comfort reasons”

Respondent n%9“But it seems weird - as there is only one shaladrs’ meeting a year — to not have a

repurchase program voted, in case of.”

Those results do not entirely match the motivatitsied by the literature. Here are a few examples:

Share repurchase and pay oliet’s note that the repurchase program does nah seetivated by paying out
unlike what literature assumes. No respondent lglafisplayed as a motivation for repurchasing thet fof
paying out. Nevertheless, 5 respondents listed lavent of shares as a motivation (6%) and this ¢anieally
associated to pay out. This result is amazing kngwhat some managers mentally associate repurtbgessy

out (as we will see later on).

Takeovers:Repurchase, as a protection against takeover themed motivation displayed by managers. Of
course, this motivation may not be the kind managesuld tell first, but some of the firms interviet have
recently been threatened by a takeover, so it coale appeared as a motivation. This result isistamg with
Brav et al (2005). In their survey only 14% of theespondents consider stocks repurchase as actioote

against takeovers.
Signal:Contrary to what the literature says, signal daesome out of that study as a motivation for pay but

more as a consequence of pay out. Our respondastiéntioned 57 times the fact that pay out sersignal,

but they only mentioned it 8 times as a motivafimmtheir pay out policy.

11



Once again those results are consistent with tkes &@om Brav et al (2005). On page 17, they surthigpfact :
“Payout policy conveys information, however it dgrés thought of as a tool to separate a compaoynfr
competitors”

We found the signal sent by dividend pay out idedént from the one sent by special dividend ormresha
repurchase. This is consistent with signal theory.

On one hand, ordinary dividend sends a positiveatjgndication of managers’ trust in future firméarnings.
The stability and slight growth of dividend makee teignal better, whereas cutting the dividend sentisd
signal.

On the other hand, special dividend and share cbpse send negative signals. They signal an exdesssh
and a lack of investment opportunities. This p@rghared by half of the respondents.

This difference in signal has been theorized amteteby Guay and Harford (2000) and Jagannathaxt. et
(2000). They show that dividend is used to pay magular cash, contrary to repurchase used to pay ou

temporary cash.

To conclude, it appears that in the French casédehd is the normal remuneration of sharehold8tsare
repurchase is a financial tool, which use is magdaby relution and stock price management. The qay
motivation of repurchase program does not appearlgl, even if some respondents talked about aremtlmof

shares.

Let’'s now take an interest in explanatory factdrdividend and repurchase policies.
3. Explanatory factors of pay out policy

Let's now present elements taken into account hyistn-makers to decide on their pay out policyo3d

elements can be objective or subjective and halieeat or indirect influence.

We conclude from our study that decision of paypmlicy is the result of a consensus between skvarables
with different importance. We classified those @astin three categories: internal and financialaldes (3.1),

elements linked to managers and shareholding (8m2) elements external to the firm (3.3).

We will first present those factors, and then wdl sdmment factors explaining the choice made betwe

dividend and repurchase (3.4).
3.1. Internal and Financial factors

Those elements are important explanatory factorgifefer to their frequency of quotation: 33%luof tategory
“Explanatory factors” or 278 themes.
Some financial elements have an influence on paydlicies: earnings, cash, investment opportusigied debt

level. These results support anterior researches.

12



Earnings: Level of earnings is one of the first elements firtake into account when deciding pay out (13% of
category “Internal and Financial factors” or 36rfes). This is not surprising because dividend én ses a share
of benefits between shareholders.

But, 5 respondents questioned the influence ofiegsn Managers smooth ordinary dividend and insafait is
possible, they will avoid cutting it. So dividend not going to be the exact reflect of earnings wauiltl

sometimes be totally disconnected. So pay out iericked to average firm performance than to aebiegs.

Early, influence of earnings on level of payout Heeen underlined by empirical literature. Lintn&9%6)
showed that the main factor justifying change widind payment is change in earnings. However shogf
dividends make the relation unclear. Later, Benatzal (1997) found that changes in dividends ltefsfam

changes in past earnings and not futures earfings

Level of debt:For 9 interviewees, debt level is an essentialstdjent factor for dividend (15% or 42 themes).
Sometimes, it is the first criteria: if debt is hjgfirm cannot pay out too much cash in order toabé to
improve its situation. At the opposite, if debtiasv, firm pays out to avoid that the level of nethtl becomes
negative and damages firm value.

Importance of debt on pay out policy is also urided by Brav et al (2005).

A survey of literature shows a substitution betwdebt and dividends (Calvi-Reveyron (1998)). Whebtds
high, pay out is low and vice versa. In France vizReveyron (1999) found long term debt rate hamgative

influence on dividend yield. This is consistenthwatur results.

Investment opportunitiesRespondents underlined several times the influeidavestment opportunities on
pay out policy (29% of category “Internal and Fiomh factors”, 78 themes). Level of investment tod firm's
sector plays on long-term level of ordinary dividerin case of higher than average investment, argin
dividend is not reduced but special dividends aamlirchases are cancelled.

Level of ordinary dividend is fixed according toetlaverage level of investment the firm does. Thbsee
verbatim illustrate that point:

Respondent n°:7*He (the CEO)said: the firm has to invest a lot, we are in afivdy in which we need to do
research, in which we need to invest in men [...] &edconsidered that a third of benefits would go to
shareholders and that the rest had to be reinvestbd firm”

Respondent n°:8We are on a long term logic, we say to ourseblhesgroup earns 3 billions euros, we pay 1 in
dividends and we keep 2 billions to finance intéoreexternal growth”

Respondent n°:2“The business was on a very good market segnirns segment is developing and is
profitable. As a result, we could say that optirtia of capital consisted in not paying dividends][and that it

is better to keep the maximum amount of money talde to finance growth.”

If there is a big investment, ordinary dividenchat cut, even if it means looking for new fundirsg¢ording to

two respondents). Sporadic investments influenavealall the level of repurchases or special divitserFirm

2 See Allen and Michaely (2002) for a literatureiegwon links between dividend and future earnings.
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will pay out this way if it hasn’'t any investmenpmortunities (15 themes and 8 respondents). In oaseg
investments, ordinary dividend growth is slowed dpwepurchases or special dividends are cut.

Respondent n°:T'For us, the dividend is something on what shaldérs must be able to count, except accident
or permanent drop in earnings. On the contrarweifhave a big investment, at this condition, ofreeuthere
will be no special dividend”

Respondent n° 4No, (in case of big investmentye would not decrease the dividend [...], we wdoluk for

an increase in capital or we would increase delwervould sell an other asset, but | don'’t thin&ttdividend
policy would be broken, for all that.”

Respondent n°11For example, firm X(one middle size firm on French stock mark#ét)hey decided to pay

out special dividend last year, it is because fbdged that in the firm’s strategy, there was ny wavalue the

share, because keeping the cash would have na¢dréavelopment opportunities”

Cash level:Cash level independently from earnings level, &iasnfluence on pay out, especially on special
dividend and repurchase. The use of those two me&fguesy out seems to be highly motivated by thesg@nee of
cash inside the firm (41 themes or 15% of the aategnd 11 respondents).

Influence of cash level and investment opportusitm pay out policies remind us Free Cash Flowrtheo
Jensen (1986) defined FCF as the cash remainirg ladlving invested in good project. Level of FCRygl a
role on the determination of pay out. Shareholdsksfor pay out because it decreases cash undergeient
control and though helps managers monitoring. Tfeceof FCF on pay out policy has been underliired
many studies (Lang and Litzenberg (1989), Nohel &arhan (1998) for USA, Stouraitis and Wu (2004) fo

Japan). Our survey underlines once more the impogtaf FCF.

Moreover, the two financial institutions interviesdveinderlined the influence of level of equity onypaut

policy. This specificity is explained by the bamgulation.

Other internal factors:One point little developed by the scientific litene (except by Frankfurter and Wood
(2003)) has been quoted by our respondents. heisskistence of a pay out (or non-pay out) cultareome
companies (10% of themes in “Internal and Finanfaators” or 28 themes). This culture pushes deugisi
makers to pursue past pay out policies. They weillirizlined to pay out dividend if the firm has alwadone so
and not pay out if the firm has never done so. M@spondents mentioned the existence of pay otureulHere
are two verbatim to illustrate that point:

Respondent n°11The proposition that is made is function of Ifisancial year, inevitably and then function of
historical pay out policy of the firm”

Respondent n°7Firm culture is to pay out a third of benefitsliere are benefits and nothing if there are losses
It has always been the case” — “As a conclusiosedms to me that the dividend results of an anyitecision,

decided a long time ago”
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3.2. Elements linked to shareholding and managers.

Those elements are essential if we refer to theguency of quotation (40% of themes of categorplanatory

factors” or 348 themes).

Our respondents underlined the importance of sbédieiy structure, of shareholders’ preferences ahd
chairman or CEO characteristics. Moreover, manageesviewed exposed their principles or conceptiofi

how pay out policies must be run. These principtesngly influence the decision.

Shareholding structure:
Our results show that two determinants of sharehgldtructure influence pay out decisions: the texise of a
majority shareholder (35% of the category “Influeraf shareholding structure” or 21 themes) andatieunt

of floating capital (17% or 10 themes).

- Presence of a majority shareholder:

Respondents exposed the consequences of havingjagsitynahareholder. Depending on who is the main
shareholder, we note different patrimonial intesébat play on pay out (17 themes and 6 responddrits way
the shareholder financed its shares is an impodatgrminant: if he borrowed money, he needs algteash
flow to refund its loan and will ask for dividen®n the contrary, if he inherited his shares, havsldown pay
out. Our study also shows that majority sharehslder to limit dilution of cash and power and faymay out
that limits both kind of dilution, depending on itheriorities (10 themes and 4 respondents). Heeetao
verbatim to illustrate this influence:

Respondent n° 8We have a very strong demand fron(tke majority shareholde@nd we know that we can’t
[...] cut or double a dividend”

Respondent n° 3'At the last board meeting, the CFO of(Xajority shareholder of firm 3bidindly remarked
that the more we pay out, the more there wouldightfof capital outside the group. This is faindwing that

their main worry is to manage their funded debt”

- Part of floating capital:

When floating is high, managers are less influermedhareholders desires and are more free to @eaig out.
But, in one of the ten companies we studied, iteapp that the high floating capital had given baawer to the
shareholders’ meeting. And that it has driven failare of board dividend proposition.

Shareholders’ preferences:

Shareholding structure gives more or less powemnt shareholder, to a group of shareholders orateagers.
Influence on pay out policy will depend on the wiflthe ones who decide.

Respondents commented on shareholders’ preferamcesheir influence. First, investors, mainly indivals,
like dividends. Moreover, according to 5 respondemtdividuals tend to wary of share repurchagesy tlon’t
understand it and are suspicious about it.

Anyway, for a majority of respondents, individuakferences and taxes (except majority shareholdees are

not taken into account at the time of the pay adiglon. The global state of the market is mor&uenit than
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individual preferences. For example, at the endQff4, firms thought about the impact of the newd#iad tax
system, but they did not put interest in individtetes. Only the preferences of influent sharehsldan play

on the choice of pay out policy.

Our results on shareholders’ influence found aroenhiterature. They tend to support the agen®pti and
not the tax theory. Empirical evidence on the iafice of taxes on pay out policies is once more &medk
(Allen and Michaely (2002), Brav et al. (2005))cept for the tax influence of main shareholdersn@stent
with Lie and Lie (1999) that showed managers areenaovare of their shareholders’ taxes when ingbitals

hold large blocks).

Ouir first result coherent with agency theory is itiftuence of shareholders concentration and theinfluence
of minority shareholders on pay out. The preserfca large shareholder enables less monitoring awadbles
less dividends. This link has been supported byeR¢2982), Moh'd, Perry and Rimbey (1995), Dempsayg
Laber (1992) and Lloyd, Jahera and Page (1985).

Some recent papers also underlined the influendargé shareholders’ identity on dividend level.n@a Da
Silva et al (2004)’s study in Germany showed tlrang which main shareholder is a bank tend to payless
than firms with other types of main shareholdemormain shareholder. Perez —Gonzalez (2000) alvwesh
that pay out is more impacted when the main shédehois an individual than when it is an instibuil, or
when there is no main shareholder.

At last, neutrality of minority shareholders on gayt policies is supported by many empirical stadi@rockett
and Friend (1988), Grinstein and Michaely (2008)n J1999), Lie and Lie (1999))

Managers’ characteristics:
Let’s tackle now the influence of management’s abtaristics on pay out policies. The category Uafice of
chairman or CEO” holds 21% of the themes of itsarppategory “Influence of Managers”. The rest d th

category is held by the category “Managers’ corioegtof pay out policy”

Our results show that chairman characteristics sschis education, its personality or the fact thatis at the

same time chairman and CEO or shareholder mighten€e pay out policies.

Managers’ conceptions of how to run pay out polisie

In the course of interviews, respondents discusdmdit their conceptions of how to run pay out polithey
mostly stated on how to run a dividend policy amdtlee relationship between share repurchase arndediy.
Those themes are often mentioned and undeniablyeimfe pay out policies. Managers tend to agree on

dividend smoothing, but disagree on the positiarshepurchase holds.

- Dividend smoothing:

Respondents agreed on the necessary stabilitydafary dividend (10 respondents said so and 36 elsémave
been counted). Dividend has to be stable and $ipsslightly growing. Managers avoid cuttingThey will

neither increase it if it has to be cut the ye#iofaing.
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This is not a surprising result as the importantsmoothing dividend has been underlined in manyliss
based on managers surveys (Lintner (1956), Brali €2005), Baker, Powell and Veit (2001)). Thossults are
also supported by Allen and Michaely (2002) whovebo a great stability of dividend payment during ytears
1972-1998.

- Positioning Stock repurchase / Dividend:

Our study helps to understand share repurchasey/rasla mean of pay out.

A majority of respondent (40% of the themes on ftiasing Stock repurchase / dividend”) do not colesi
stock repurchases as a mean of pay out. Stockalegee is only used for relution or stock price ngemaent.
Most of those respondents understand that repugates be a mean of pay out, but they do not wanséoit
like that.

For the others, (43% of that category), pay ouicgohvolves two parts:

- First, an ordinary dividend smoothed and stable

- Then, shares repurchase program or a special divitbepay out extra cash. This pay out is unstable.

First, those results lighten a difference betwee&Aland France. Brav et al (2005) found managersato
consider dividend and share repurchase as substitutit they do consider repurchase as a meary@iypaThis
might be linked to the fact that share repurchass ieen allowed for a long time in USA whereas ibrly

allowed since 1998 in France. In consequence Amemoint of view might comes to France one day.

Second, our results (for those managers who cansigeirchase as a mean of pay out) echoe those Guany
and Harford (2000) and Jagannathan et al (2000stwawved that repurchase is used to pay non redwash.

Existence of a conflicting agency relation

Five respondents showed that they were consciotiseoéxistence of an agency relation between shhterfs
and managers. They mentioned that if this relaisoconflicting, shareholders ask for pay out toidvetting
free cash in the firm. Those results fit agencyothiewhich conclude to the influence of conflictimgency

relation on pay out policies.

3.3. Elements external to the firm

Our study shows that managers also take into at@ements from outside the firm when they decidg put
policies. Those elements collected 20% of thenww four category “explanatory factors” (183 themes).
What is said or done outside the firm influenceyg @at. The main influence comes from financial neask(65%

of themes from « External influence » or 119 thénaesl then from competitors (14%, or 26 themes).
Financial markets’ influence

This influence materializes mainly through analyatsl portfolio managers’ opinions (23 themes). $iasd

foreign markets also influence firms in their pay policies.
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Those actors create a kind of “market opinion”, athis listened at very carefully by firm managersose
actors judge firms, but above all they raise ruleg have to be followed. Respondents mentionedhgmes)
the strong markets’ influence on good corporate egoance principles, information and transparence
requirements, accepted level of risk....

More precisely, several points of influence conaggmpay out policies comes out of our study:

- Dividend culture:

There is a strong dividend culture on markets.sltgbod to pay dividends and firms must do it. Some
interviewees think markets would not understand tépurchases take the place of dividends. At titeaf the
interviews, | asked some respondents if they coulthine a substitution of dividends by share repases. The
following verbatim shows we are far from it in Fcan

Respondent n°7*Where | am very surprised, it's because it didigime to us, or | am wide of the mark, or the
company for which | work is totally wide of the rkabut this issue of pay out policy with dividenddashare

repurchase has not come to us at all.”

- Shares repurchase fashion:

3 respondents out of 12 mentioned that share rbpses is a fashion that has to be followed. Besitest
respondents think a share repurchase program hlas twted even if it is not planned to implementNbt
having such a program can be bad for the firm’sgenan markets.

Respondent n°5There was a little fashion effect in stock rephase and at a time share repurchase was a way
to be in good books, it was very in fashion, alinpanies at the forefront were doing it. So, we tidwabout the

issue and we said after all why not us.”

- Yield share and Growth share:

Markets distinguish Yield shares and Growth shaF@sns with high yield, called “yield shares” pautdbig
money. Firms with high growth, called “growth sh&irbave a good growth of their stock price. Thistidiction
influences firms at the time of their pay out demis If a firm is ranked in yield shares, the disidl paid out is
very important and pay out policy will be lookedvaty carefully. Whereas, growth shares thank&iédr tstock

price potential don’t have pay out obligations.

Competitors influence

Six respondents mentioned their main competitora asodel for their pay out policies. The influerafethe
sector obtained ambiguous support from the liteéeatin our study, concerning pay out, firms tryb®the less
distinguishable from their competitors they can.

Respondent n°8We look at what our friends are doing, [...], wekoat each others and we check that we are
not disconnecting us from what the market is dding.

Respondent n°9'And, of course, we also look at what our big catiors are doing, to avoid, if there are

differences, to have arbitrages against us.”
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3.4. Factors explaining choice between dividend arghare repurchase.

As seen before, some respondents assimilate regsasho pay out. The study of those interviewspleasitted
to find out a few explanatory factors of the chaisade between the two means of pay out. As saidqusly,

this choice is done mainly between special dividegid repurchases.

The main determinant of that choice is the diffeeeim the shape of the two tools (61% of themem fcategory
“Explanatory factors of choice between dividend agmplurchase” or 20 themes). The way the cash &ved is
different. Some respondents have the feeling thatesrepurchase does not pay out every shareholtees
more, they feel they pay only the leaving sharetn@ddSome others have a different feeling about taey

think share repurchase lets more freedom to shigtetsoto choose or not to receive cash.

The flexibility of share repurchase compared toiraad/ dividend is also a mentioned argument. Thightn
influence the choice between the tools (21% of #eof the category, 7 themes). Respondents takugdlitle

about the fact that signals sent by each toobadare different. This is yet something imporfartheory.

The flexibility of share repurchase has been umkstiby Allen and Michaely (2002) : in the USA chgil972-
1988 period, stocks repurchases were much moretileothan dividends. Guay and Harford (2000) and
Jagannathan et al (2000) also insisted on thebiléyiand less restricting aspect of shares rejpase.

Other studies based on surveys also contradictieinfle of taxes on choice between dividend and share
repurchases. (Brav et al. (2005) and Baker, PcamellVeit (2003))

Conclusion

This paper does not intend to resolve the compleditpay out policy issues. It makes the assumptian the
dividend puzzle is still not resolved, because ofagk of explanatory variables. To move forwardiis

resolution and find new theories or links betweariables, a better knowledge of the reality of paypolicies
is necessary. To reach that aim, we proceededjt@iative survey of dividend and share repurclueszsion-
makers.

The results of this study are limited statisticddiythe size of our sample. However this reseancibkes to point
out and stress the main variables that interfergaiynout decision in France. It is only the begignof a larger

research; it lightens potential variables that nedoe studied.

So what are the contributions of this paper?

First, it shows pay out decision is the result @oasensus between various elements: financialctgpaf the
firm, external influences, and shareholding pressur

It supports elements from the literature: influentdinancial variables, signal function of pay astsmoothing
of dividend policy. It introduces new elements thady lead to interesting questioning: existenceaf out

culture in firms, influence of managers’ charadtics or competitors’ behavior.

This paper also underlines divergences with therdttire. Those differences might be linked to thenéh

cultural context, but they might also question\h&dity of some theories.
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For example, the role of share repurchase is questi We show in this paper that stock repurchaseti fully

considered as pay out neither by firms, nor by mi@KThis point might be even more striking amolhdjsted

firms because we studied big companies that temdpgorchase more. Share repurchase can be usey asitp
but it is more often used as relution tool. It at®®ms important to note the difference betweervthe of a
repurchase program and its implementation. Votipgagram does not mean the firm is going to repasehls
all this a cultural difference or a backward state?

Secondly, this paper contradicts the literature émaphasizes the role of taxes in pay out decisiOns results
show that shareholders’ tax is not a meaningfubée, at the firm level.

Last, we found that majority shareholders haverengtinfluence on pay out. It may be linked to Ftemand
European specificity of firms’ capital holding.

Managers’ and main shareholders’ power on pay ecisibn leads to question the necessity for payAna pay
out policies decided in the firm's interest, in gHwlders’one or in the private interest of sonfluent people?
Isn’t it done to the detriment of minority shareteils or stakeholders? This reinforces the idemlden pay out
mechanisms by a deeper study on corporate govezrggstems of the firm.

The ramification of our study could then take theywaf understanding effect of governance variableshape
of pay out policies. It seems essential to cheekeffficiency of corporate governance structure tmitor firms’

decision: do corporate governance mechanisms perariftoring on pay out policies? Is pay out policynean

of governance?

® See Correia da Siva et al. (2004) for a crossiallsurvey on differences between shareholdingsires.
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