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Abstract: Companies with sustainable cash dividends payment capacity should have positive
retained earnings and adequate free cash arising from free cash flow ( FCF) . Without the latter, the
payments are, in the nature, a kind of Ponzi Scheme (hereafter, Ponzi dividends payment). Using
the data of SSE Dividend 50 Index companies, We find that, even those with excellent cash
dividends payment performance identified by the SSE, the true cash dividends payment capacity is
poor: more than half of the firm-year level and firm level observations of FCF and cumulative
FCF are negative, 85.25% of dividends payments are the Ponzi ones, and all of these companies
had paid Ponzi dividends at least once. Our findings suggest that the regulators should focus on
the free cash flow generaing ability of listed companies and take effective measures to help listed
companies to achieve good free cash flow objectives.
Key words: Dividends Payment Capacity, Free Cash Flow, Ponzi Dividends Payment
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Panel A: 2005-2012 £ FAIFZEH) 50 Fa B8 % B I & A g vl
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FCF 373 -0.0268 0081 -0.3330 -0.0730 -0.0172 00271  0.2191
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A B A 2005 2006 2007 2008 2009 2010 2011 2012
FCF ¥IH -0.0381 -0.0205 -0.0395 -0.0332 -0.0136 -0.0452 -0.0204 0.0004

g -0.0180 -0.0102 -0.0252 -0.0312 -0.0075 -0.0238 -0.0236 0.0068
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A Er N Mean Std Min Q1 Median Q3 Max
FCF 539 -0.0222 0.0946 -0.3541 -0.0746 -0.0158 0.0401 0.2776
FCH 539 -0.0487 0.0937 -0.3821 -0.0958 -0.0368 0.0123 0.2480
FCFs 539 -0.0873 0.1916 -0.6162 -0.2317 -0.0900 0.0502 0.4795
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CFF 539 0.0621 0.1093 -0.2166 -0.0057 0.0439 0.1139 0.7687
Panel B:  H LG A S HE AR S A e 30 LSRRI o o3 A
ARAFE  AFA 1998 1999 2000 2001 2002 2003 2004
N 539 8 14 23 34 39 40 42
FCF 57.51% 87.50% 71.43% 52.17% 47.06% 51.28% 4750%  59.52%
FCH 71.06% 87.50% 92.86% 65.22% 70.59% 61.54% 55.00%  78.57%
FCFs 64.56% 87.50% 78.57% 65.22% 61.76% 51.28% 4750%  61.90%
FCFds 85.53% 87.50% 100.00% 82.61% 82.35% 82.05% 70.00%  80.95%
P DIVF 90.54% 50.00% 57.14% 86.96% 91.18% 94.87% 92.50%  97.62%
N_DIVF 488 4 8 20 31 37 37 41
P_Ponzi 85.25% 100.00% 100.00% 80.00% 80.65% 83.78% 70.27%  82.93%
AR 2005 2006 2007 2008 2009 2010 2011 2012
N 42 43 43 43 42 42 42 42
FCF 54.76% 48.84% 60.47% 65.12% 50.00% 66.67% 69.05% 59.52%
FCH 76.19% 69.77% 81.40% 72.09% 57.14% 76.19% 76.19% 69.05%
FCFs 61.90% 60.47% 69.77% 74.42% 66.67% 66.67% 69.05% 71.43%
FCFds 85.71% 88.37% 95.35% 88.37% 85.71% 83.33% 88.10% 90.48%
P DIVF 97.62% 100.00% 97.67% 88.37% 85.71% 90.48% 92.86% 78.57%
N_DIVF 41 43 42 38 36 38 39 33
P_Ponzi 85.37% 88.37% 95.24% 89.47% 86.11% 81.58% 87.18% 87.88%
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FREQ_ 44 12.25 2 115 12 14 15

FCF_Y 44 7.05 2 5 7 9 12

FCFd_Y 44 8.70 2 7 9 10 14

FCFs Y 44 7.91 1 35 9 1 15

FCFds Y 44 10.48 2 9 1 13 15

Ponzi_Y 44 9.45 1 8 10 115 15

FCF_S 44 58.27% 13.33% 44.16% 60.00% 73.33%  100.00%

FCFd_S 44 71.66% 20.00% 61.54% 75.00% 83.97%  100.00%

FCFs S 44 65.86% 7.69% 31.19% 75.00%  100.00%  100.00%

FCFds S 44 85.95% 20.00% 79.17%  100.00% 100.00%  100.00%

Ponzi_S 44 86.35% 21.43% 78.41%  100.00%  100.00%  100.00%
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2001 2.90 -2.64 1.45 0.13 131 0.54 -0.28 -5.00 0.15 -6.07
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