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Dividends vs Share Buy Backs

Normally paid, in cash, regularly

Typically growing slowly and steadily

Once paying dividends regularly, unusual to 
stop or to decrease payment

All registered shareholders on a specified date 
receive the dividends as declared

Typically taxes as “income” in the hands of the 
receiver

Share buy backs

Normally bought for cash

Done irregularly on a discretionary basis

Difficult to forecast since no obvious pattern

Shareholders have the choice about whether to 
sell or to hold

Gains / losses typically taxed under capital gains 
tax in the hands of the seller

A return of capital to shareholders

Dividends

Accounting

Retained earnings decreases 

Cash goes down or debt goes up

Equity decreases and net debt increases 

Capital structure changes as a result

Profits unaffected

Share count unaffected

EPS unaffected

Share buy backs

Treasury stock increases 

Cash goes down or debt goes up

Equity decreases and net debt increases

Capital structure changes as a result

Profits unaffected

Share count decreases

EPS increases

Both assets and equity decrease

Dividends 
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Key Metrics – Impact

Pre transaction
EBIT and NI 
unaffected

Equity decreases
ROE increases

Net debt 
increases

BUT capital 
unchanged

ROIC unchanged

Net 
Assets

Net Debt

Equity

Net 
Assets

Net Debt

Equity

Net 
Assets

Net Debt

Equity

Post transaction
Dividends

Post transaction
Share buy back

Share count unchanged

EPS unchanged

Share count decreases

EPS increases
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