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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

Riskiest Dividend Yields  
Check out this week’s Danger Zone interview with Chuck Jaffe of Money Life. 

As prices fall, many dividend yields rise and look more attractive. However, a dividend is only as reliable as the 
firm’s cash flows. Given that cash flows are at higher risk these days, firms who struggled to pay dividends 
before the crisis may be forced to cut their dividends while GDP suffers. Investors need to do diligence on 
fundamentals to assess the reliability of dividend yields.  

 

 

Our Robo-Analyst1 identifies firms with seemingly attractive dividend yields, but without the cash flows to sustain 
them. These firms are most at risk of cutting dividends in the future, especially as economic conditions 
deteriorate and resources are stretched thinner. Risky dividend stocks are in the Danger Zone this week.  

Not All Dividend Yields Are Created Equal 

High yielding dividend stocks hold great appeal for some investors. But, that appeal disappears quickly if the firm 
doesn’t generate the free cash flow needed to pay its promised dividend.  

Here are the criteria we used to identify the riskiest dividend yields:  

• Dividend yield greater than 4% 
• Negative free cash flow (FCF) yield over the trailing twelve month (TTM) period  
• Cumulative five-year FCF less than cumulative five-year dividend payments 
• Net debt greater than 25% of market cap 
• A Neutral-or-worse Risk/Reward rating 

We then ranked these firms based on the deficit between FCF and dividend payments over the last five years. 
We categorize Utilities firms separately due to the unique nature of the Utilities industry.  

Figure 1 includes all firms with a FCF minus dividends deficit greater than $2 billion.  

Figure 1: At Risk Dividend Yields – FCF vs. Dividend Deficit Greater Than $2 Billion  

 

Company Name Ticker Sector 
FCF Minus 

Dividends ($B) 
Dividend 

Yield 
FCF 
Yield 

Sinclair Broadcast Group SBGI Consumer Cyclicals ($9.2) 4.6% -67.2% 

Invesco, Ltd. IVZ Financials ($7.4) 13.2% -46.3% 

Jefferies Financial Group JEF Financials ($2.4) 4.2% -13.5% 

Diamondback Energy Inc. FANG Energy ($18.0) 6.3% -9.3% 

Pfizer Inc. PFE Healthcare ($31.0) 4.9% -6.7% 

Ryder System, Inc. R Industrials ($3.0) 8.5% -6.6% 

MGM Resorts International MGM Consumer Cyclicals ($2.9) 4.9% -5.2% 

Delek US Holdings, Inc. DK Energy ($30.6) 9.0% -3.3% 

Noble Energy, Inc. NBL Energy ($5.8) 9.0% -2.7% 
 

Excludes Real Estate Investment Trusts (REITs) and Utilities  
Sources: New Constructs, LLC and company filings.   

The firms in Figure 1 vary by industry, but each has paid out significantly more in dividends than they have 
generated in FCF over the past five years. In a slowing or even contracting economy, with already negative FCF, 

 

1 Harvard Business School features the powerful impact of our research automation technology in the case New Constructs: Disrupting 
Fundamental Analysis with Robo-Analysts. 

Get the best fundamental research 

http://blog.newconstructs.com/
https://www.newconstructs.com/wp-content/uploads/2020/03/200330-Danger-Zone-with-David-Trainer.mp3
http://moneylifeshow.com/
https://www.newconstructs.com/technology/
https://www.newconstructs.com/category/danger-zone/
https://www.newconstructs.com/education-free-cash-flow/
https://www.newconstructs.com/stock-rating-methodology/
https://hbr.org/product/new-constructs-disrupting-fundamental-analysis-with-robo-analysts/118068-PDF-ENG
https://hbr.org/product/new-constructs-disrupting-fundamental-analysis-with-robo-analysts/118068-PDF-ENG
https://www.newconstructs.com/membership/
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the firms may need all the cash they can get their hands on to keep the business above water and dividends will 
have to be cut.  

Dividends from Energy companies are particularly risky given the recent crash in oil prices. As oil and gas firms 
cut capital spending and delay or close down projects, those with already low profitability are at greater risk of 
cutting dividends to preserve resources. Some firms, such as Occidental Petroleum (OXY) have already 
significantly cut dividend payments. Firms in Figure 1, such as Diamondback Energy (FANG), Noble Energy 
(NBL), and Delek US Holdings (DK) could be next.  

Figure 2 includes the firms with a FCF minus dividends deficit of less than $2 billion.   

Figure 2: At Risk Dividend Yields – FCF vs. Dividend Deficit Less Than $2 Billion  
 

Company Name Ticker Sector 
FCF Minus 

Dividends ($B) 
Dividend 

Yield 
FCF 
Yield 

The Marcus Corp MCS Consumer Cyclicals ($0.3) 5.4% -21.4% 

Frontline, Ltd. FRO Energy ($0.8) 17.0% -5.6% 

MTS Systems Corp MTSC Industrials ($0.6) 5.5% -4.1% 

Murphy Oil Corp MUR Energy ($0.6) 17.3% -2.7% 

Vail Resorts, Inc. MTN Consumer Cyclicals ($1.5) 4.5% -1.9% 

Dana Incorporated DAN Consumer Cyclicals ($0.4) 4.9% -1.4% 
 

* Excludes Real Estate Investment Trusts (REITs) and Utilities 
Sources: New Constructs, LLC and company filings.   

Figure 2 contains Consumer Cyclicals and Industrials firms such as Vail Resorts (MTN), Dana Incorporated 
(DAN), and MTS Systems Corp (MTSC). These firms face diminished demand given the stay-at-home orders 
issued across the world, record unemployment, and a global economic slowdown. Already negative FCF means 
a dividend cut to preserve the business as a going concern could be in the near future. 

Figure 3 lists the Utilities firms that meet the criteria outlined above. However, we acknowledge that Utilities 
firms’ dividends may be at less risk because they are regulated entities. Public utilities commissions regulate 
rates and services of a Utility firm in a region and help ensure steady cash flows to the firm.  

Figure 3: At Risk Dividend Yields - Utilities 
 

Company Name Ticker  Sector 
FCF Minus 

Dividends ($B) 
Dividend 

Yield 
FCF 
Yield 

CenterPoint Energy, Inc. CNP Utilities ($11.1) 7.1% -35.8% 

Dominion Energy, Inc. D Utilities ($45.5) 5.2% -18.0% 

Edison International EIX Utilities ($6.8) 4.6% -10.7% 

UGI Corporation UGI Utilities ($1.1) 5.0% -10.5% 

DTE Energy Company DTE Utilities ($10.0) 4.2% -9.4% 

Clearway Energy Inc. CWEN Utilities ($3.6) 4.5% -8.5% 

South Jersey Industries SJI Utilities ($2.9) 4.8% -5.7% 

Duke Energy Corp DUK Utilities ($32.2) 4.7% -4.9% 

Exelon Corp EXC Utilities ($29.9) 4.3% -3.8% 

Avangrid Inc. AGR Utilities ($2.0) 4.1% -2.8% 

Public Service Enterprise Group PEG Utilities ($9.4) 4.4% -0.9% 

Pinnacle West Capital Corp PNW Utilities ($2.8) 4.0% -0.6% 

The Southern Company SO Utilities ($36.1) 4.4% -0.3% 
 

* Excludes Real Estate Investment Trusts (REITs) 
Sources: New Constructs, LLC and company filings.   

With payout ratios as high as 200%, and even negative ratios, many of the firms in Figures 1-3 are already 
paying dividends well above their means. See Appendix 1 for more details on payout ratios.  

http://blog.newconstructs.com/
https://seekingalpha.com/news/3550211-oxy-petroleum-slashes-dividend-cuts-capex


   DILIGENCE PAYS 3/30/20 

 

Page 3 of 7 

 

These companies can maintain dividends in the short-term by using debt or drawing down stored cash, but the 
lack of necessary cash flows coming in may force them to cut the dividend. Below we’ll examine two firms in 
greater detail.  

Noble Energy (NBL) – 9.0% dividend yield at risk 

Noble Energy’s 9.0% dividend yield may draw investors’ eye, but they would be wise to turn away. The 
fundamentals of this business don’t support such a high dividend, and the shock to oil prices and looming 
economic downturn put the dividend at even more risk.  

Profitability Headed Down Before Oil Crash 

NBL’s fundamentals and profitability were already trending down before oil prices fell and the COVID-19 
pandemic significantly altered the global economy. NBL’s net operating profit after-tax (NOPAT) margin fell from 
14% in 2018 to 1% in 2019. NBL’s invested capital turns, a measure of capital efficiency, fell slightly from 0.19 to 
0.16 over the same time. The combination of falling margin and capital turns drove NBL’s already low ROIC from 
3% in 2018 to a bottom-quintile 0% in 2019.   

Burning Cash in Recent Years 

NBL has generated negative free cash flow in nine of the past ten years and burned a cumulative -$4.7 billion 
since 2015. However, the firm has paid out nearly $1.1 billion in dividends over the same time. Figure 4 plots the 
$5.8 billion deficit between free cash flow and dividends since 2015.   

The firm’s FCF yield of -3%, which is well below the 7% average of Energy sector firms, further illustrates the 
firm’s cash burn. With oil prices falling, cash flow could fall even more in 2020, which would put further strain on 
the dividend payments.  

Figure 4: NBL’s FCF Vs. Dividends Since 2015 
 

 
 

Sources: New Constructs, LLC and company filings 

Not surprisingly, with negative FCF, NBL is forced to dilute investors and sell debt and equity to pay dividends. 
The firm’s shares outstanding are 11% higher than 2016 while net debt is up 19% over the same time. In 2019, 
NBL’s net debt of $7 billion represents 274% of its current market cap. In addition, NBL has over $244 million in 
operating leases (10% of market cap) that further increase its debt load. Should access to capital dry up, NBL 
could be forced to cut its dividend. 

The Marcus Corp (MCS) – 5.4% dividend yield at risk 

While MCS’s 5.4% dividend yield may look attractive on the surface, a deeper dive reveals this dividend could be 
at risk.  
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http://blog.newconstructs.com/
https://www.newconstructs.com/education-net-operating-profit/
https://www.newconstructs.com/invested-capital-turns/
https://www.newconstructs.com/off-balance-sheet-debt/
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As an operator of over 90 movie theater complexes and 20 hotels and resorts, The Marcus Corp’s business is 
severely disrupted by the COVID-19 pandemic. MCS has already announced the closure of its theaters and 
some of its hotels/resorts. A dividend cut, similar to peer AMC Entertainment (AMC), could be next. 

Profitability Already Trending Down 

MCS’s profitably was headed in the wrong direction even before the onset of the pandemic. In 2019, MCS’s 
operational efficiency declined to its lowest level since 2015. Net operating profit after-tax (NOPAT) margin fell 
from 9.2% in 2018 to 7.6% in 2019. This NOPAT margin is also the lowest among peers, AMC Entertainment 
Holdings (AMC) and Cinemark Holdings (CNK). MCS’s invested capital turns, a measure of capital efficiency, fell 
from 0.71 to 0.70. The combination of falling margin and capital turns drove MCS’s ROIC from 7% in 2018 to 5% 
in 2019.   

Cash Burning Business 

MCS has generated negative free cash flow in three of the past four years while burning a cumulative -$205 
million since 2015. However, the firm has paid out over $67 million in dividends over the same time. Figure 5 
plots the $272 million deficit between free cash flow and dividends since 2015. MCS’s current FCF yield is -22%, 
which is well below the Consumer Cyclicals sector average of 1%, and highlights MCS’s significant cash burn.   

Figure 5: MCS’s FCF vs. Dividends Since 2015 
 

 
 

Sources: New Constructs, LLC and company filings 

Consensus estimates expect MCS’s 2020 earnings to fall ~44% year-over-year (YoY), which would drive MCS’s 
cash flow even lower. With nearly $240 million in short and long-term debt, and just $21 million in cash and 
equivalents, MCS’s net debt represents 58% of its current market cap. In addition, MCS has over $240 million in 
operating leases (64% of market cap) that further increase its debt load. Should access to capital tighten, as 
lenders become more risk-off, MCS may be unable to borrow the funds needed to pay its dividend.  

For a firm with already low profitability, significant debt, and declining cash flows, the business disruption caused 
by the COVID-19 pandemic poses a serious risk to the safety of its dividend. Investors can find similar dividend 
yields in firm’s with much stronger fundamentals.  

This article originally published on March 30, 2020.  

Disclosure: David Trainer, Kyle Guske II, and Matt Shuler receive no compensation to write about any specific 
stock, sector, style, or theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research. 
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Appendix 1 – “Real” Payout Ratios Revealed 

The payout ratio, the amount of net income paid out as dividend, is a common metric used to analyze the safety 
of a dividend payment. The calculation for this metric is dividends per share divided by net income per share. 

Using net income as the denominator in any calculation is problematic, due to the numerous accounting 
loopholes that make it easy for executives to manage earnings. In “Core Earnings: New Data and Evidence”, 
professors at Harvard Business School and MIT Sloan empirically show that managers manipulate earnings.  

Rather than using GAAP net income, we can calculate a firm’s payout ratio based on its core earnings2 to gain a 
more accurate view of a firm’s payout ratio. Firms with understated earnings have artificially high payout ratios, 
while those with overstated earnings have artificially low payout ratios.  

Figure I: GAAP Payout Ratio Vs. Adjusted Payout Ratio – Based on 2019 Annual Dividends 
 

Company Name Ticker 
GAAP 

Payout Ratio 
Adjusted 

Payout Ratio 
Difference 

Clearway Energy Inc. CWEN -793% 101% -894% 

Murphy Oil Corp MUR 14% 203% -189% 

Jefferies Financial Group Inc. JEF 17% 128% -112% 

MGM Resorts International MGM 13% 65% -52% 

Pinnacle West Capital Corp PNW 64% 110% -46% 

The Southern Company SO 55% 88% -33% 

Pfizer Inc. PFE 51% 82% -31% 

Edison International EIX 66% 90% -25% 

Duke Energy Corp DUK 74% 90% -16% 

Public Service Enterprise Group Inc PEG 56% 72% -15% 

DTE Energy Company DTE 61% 74% -13% 

Exelon Corp EXC 48% 60% -12% 

Avangrid Inc. AGR 78% 89% -11% 

UGI Corporation UGI 81% 85% -4% 

Delek US Holdings, Inc. DK 28% 32% -3% 

Frontline, Ltd. FRO 13% 12% 0% 

Vail Resorts, Inc. MTN 88% 87% 1% 

The Marcus Corp MCS 47% 45% 2% 

MTS Systems Corp MTSC 54% 51% 3% 

South Jersey Industries, Inc. SJI 139% 134% 5% 

Dana Incorporated DAN 26% 14% 12% 

CenterPoint Energy, Inc. CNP 86% 56% 30% 

Invesco, Ltd. IVZ 96% 62% 34% 

Diamondback Energy Inc. FANG 64% 15% 49% 

Noble Energy, Inc. NBL -15% -90% 75% 

Ryder System, Inc. R 124% 32% 92% 

Dominion Energy, Inc. D 221% 89% 133% 

Sinclair Broadcast Group, Inc. SBGI 159% -45% 204% 
 

Sources: New Constructs, LLC and company filings  

 
2 Our core earnings are a superior measure of profits, as demonstrated in In Core Earnings: New Data & Evidence a paper by professors at 
Harvard Business School (HBS) & MIT Sloan. The paper empirically shows that our data is superior to IBES “Street Earnings”, owned by 
Blackstone (BX) and Thomson Reuters (TRI), and “Income Before Special Items” from Compustat, owned by S&P Global (SPGI). 

http://blog.newconstructs.com/
https://www.newconstructs.com/education/accounting-loopholes/
https://www.newconstructs.com/education/accounting-loopholes/
https://www.newconstructs.com/cfos-agree-20-companies-misleading-earnings/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/updated-hbs-mit-sloan-paper-corporate-managers-manipulate-earnings/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
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Footnotes adjustments matter. We are the ONLY source. 

We provide ratings, models, reports & screeners on U.S. 3,000 stocks, 700 ETFs and 7,000 mutual funds. 

HBS & MIT Sloan research reveals that: 

• Markets are inefficiently assessing earnings because no one reads the footnotes. 

• Corporate managers hide gains/losses in footnotes to manage earnings. 

• Our technology brings the material footnotes data to market for the first time ever. 

Combining human expertise with NLP/ML/AI technologies (featured by Harvard Business School), we shine a 
light in the dark corners (e.g. footnotes) of hundreds of thousands of financial filings to unearth critical details.  

The HBS & MIT Sloan paper, Core Earnings: New Data and Evidence, shows how our superior data drives 
uniquely comprehensive and independent debt and equity research. 

This paper compares our analytics on a mega cap company to other major providers. The Appendix details 
exactly how we stack up. 

Learn more. 

Quotes from HBS & MIT Sloan professors on our research: 

Get better research: 

 “…the NC dataset provides a novel opportunity to study the properties of non-operating items disclosed in 10-
Ks, and to examine the extent to which the market impounds their implications.” – page 20 

Pick better stocks: 

“Trading strategies that exploit cross-sectional differences in firms’ transitory earnings produce abnormal returns 
of 7-to-10% per year.” – Abstract 

Avoid losses from using other firms’ data: 
“…many of the income-statement-relevant quantitative disclosures collected by NC do not appear to be easily 
identifiable in Compustat…” – page 14 

Build better models: 

“Core Earnings [calculated using New Constructs’ novel dataset] provides predictive power for various measures 
of one-year-ahead performance…that is incremental to their current-period counterparts.” – page 4 

Exploit market inefficiencies: 

“These results … suggest that the adjustments made by analysts and Compustat to better capture core earnings 
are incomplete. Moreover, the non-core items identified by NC produce a measure of core earnings that is 
incremental to alternative measures of operating performance in predicting an array of future income 
measures.”  – page 26 

Fulfill fiduciary duties: 

“An appropriate measure of accounting performance for purposes of forecasting future performance requires 
detailed analysis of all quantitative performance disclosures detailed in the annual report, including those 
reported only in the footnotes and in the MD&A.” – page 33-34 

 

 

 

 

http://blog.newconstructs.com/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/harvard-publishes-case-study-on-our-robo-analyst-technology/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/compare-our-data-roic-to-other-providers/
https://www.newconstructs.com/
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers.  None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers.  New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.   
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research.  In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.   
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report.  Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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