Companies continually face the
challenge of optimizing their capital
management strategies while meeting

shareholder expectations through
dividend payouts. Sustainable capital
management involves making
strategic decisions that ensure
long-term financial health, including
maintaining adequate reserves,

investing in growth opportunities, and
managing risks. In comparison, a
sound dividend policy attracts
investors and provides a steady
income stream, which enhances
shareholder experience.

Finding a balance between these two
critical aspects is necessary for
long-term success; this goes without
saying. Therefore, as markets evolve

and investor priorities shift,
companies must develop strategies to
marry their capital management

efforts with shareholder expectations
successfully.

This article explores the importance of
sustainable capital management, the
role of dividend policies, and how
businesses may successfully balance
these elements to achieve sustainable
growth.

is doing things right;

"Efficiency
effectiveness is doing the right things."
Management expert Peter Drucker's
famous quote perfectly captures the

essence of sustainable capital

management.
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In the context of capital management,
efficiency refers to the optimal use of
resources to make sure that every
penny is spent wisely and every asset is
maximally deployed. However,
effectiveness goes a step further to
emphasize the importance of directing
those resources towards the right
investments—projects and strategies
that align with the company's
long-term goals and drive sustainable
growth.
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Sustainable capital management refers
to the strategic allocation and use of a
company’s financial resources in a
manner that promotes long-term
growth, stability and value creation
while minimizing risk.

An approach such as this involves
balancing the need to invest in
innovation, expansion, and other
growth  opportunities with  the
imperative to maintain financial health
and resilience  against  market
fluctuations and economic
uncertainties.

Companies that practice sustainable
capital management focus on
preserving capital, maintaining liquidity,
and avoiding excessive leverage. They
aim to harmonize their financial
strategies with broader business
objectives, to make certain that each
investment contributes to immediate
profits and the company's enduring
success.



This is particularly important in
volatile markets, where careful
resource management can be the
difference between long-term

prosperity and financial distress.

The benefits of sustainable capital
management are enormous. First and
foremost, it fosters long-term value
creation. Companies that manage their

capital sustainably  are better
positioned to invest in growth
opportunities that augment their

competitiveness and market position.

To illustrate the importance of
sustainable  capital management,
consider how Nvidia allocates its

resources to drive long-term growth
and stability.

Leading microchip manufacturer Nvidia
offers a prime example of sustainable

capital management through its
substantial investment in research and
development (R&D). Nvidia has
consistently allocated a significant

portion of its capital towards R&D.
According to Statista, Nvidia spent
US$8.68 billion on R&D in its 2024
fiscal year (FY). This strategic
investment has allowed the company to
maintain its competitive edge in the
semiconductor market.

This, surely, is done with the
understanding that innovation is the
key to survival in the fast-changing tech
industry.
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Nvidia’'s commitment to research and
development has been instrumental in
advancing artificial intelligence (Al) by
creating specialized microchips
explicitly designed for Al workloads.
Beyond its well-known GPUs (Graphics
Processing Units), Nvidia has
developed a range of Al chips, including
Tensor Cores and other Al accelerators,
which are purpose-built to improve the
efficiency and performance of Al
computations.

Such a strategic focus on Al within its
R&D efforts has not only solidified
Nvidia’s market leadership but has also

driven significant growth, as Al
continues to transform industries
worldwide.

Nvidia's approach highlights how

targeted capital management, centered
on advancing futuristic technologies
like Al, can secure long-term success
and keep the company at the forefront
of industry innovation.

Dividend policies dictate how profits
are shared with shareholders. These
policies outline decisions regarding the

amount, timing, and frequency of

dividend payments, which are
necessary for maintaining investor
confidence.

Two important concepts related to
dividend policy are dividend yield and
dividend growth. Dividend Vvyield
represents the percentage of a
company’s share price that is returned
to shareholders annually through
dividends. A high vyield indicates a
potentially attractive return for
investors, especially those focused on
income. On the other hand, dividend

growth refers to the consistent
increase in dividend payments over
time, which signals a company’s

financial health and confidence in its
future earnings.



Benefits of Good Dividend Policies

Transitioning to the benefits, a
well-crafted dividend policy attracts
investors and fosters long-term loyalty.
Companies that consistently pay
dividends build a reputation of stability,
which improves their perceived market
value and attractiveness. Consistent
dividend payouts are also particularly
important for investors who rely on
dividends as a source of regular
income.

Dangote Cement Plc: Generous
Dividend Payout

A compelling example of this can be
seen in Dangote Cement Plc. The
business has successfully leveraged its
dividend policy to build strong investor
relations and confidence. Based on FY
2023 audited results, Dangote Cement
paid a remarkable dividend of 830 per
share, representing a 50% increase
from the previous year’s payment. This
substantial increase underscored the
company’s robust financial
performance and its dedication to
rewarding shareholders.

The total net dividend payout
amounted to #337.5 billion and
marked one of the largest dividend
distributions in the Nigerian market.
Such an impressive payout typically
reflects profitability and strategic
capital management. The company’s
ability to deliver significant dividends
while maintaining a solid financial
foundation demonstrates its
commitment to balancing growth with
shareholder returns.
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The Balance Between Sustainable
Capital Management and Dividend
Policy

Striking the right balance between
sustainable capital management and
dividend policy is essential for any
company aiming to achieve long-term
success. Sustainable capital
management involves maintaining a
healthy capital base to support future
growth, weather economic downturns,
and invest in innovation. Conversely, a
strong dividend policy is vital for
keeping investors satisfied and
attracting new ones. However, these
two objectives can sometimes conflict,
as retained earnings used to bolster
capital may reduce funds available for
dividend payouts.

The trade-offs between these two
priorities can be difficult to manage.
“Businesses need to carefully allocate
capital to projects that offer the highest
returns, but they must also recognise
the importance of returning capital to
shareholders” This means that
companies must assess the opportunity
cost of every penny spent—Should it be
reinvested into the business for future

growth or returned to shareholders as
dividends?

Access Holdings: High Dividend
Payout, Growth Investments

Successful companies have managed to
find this balance. For example, Access
Holdings Plc’s approach to dividends in
FY 2023 demonstrates its ability to
reward shareholders while maintaining
a solid capital base, which is a
testament to its strategic financial
management.
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According to reports, Access increased
its total dividend payout to %2.10 per
share, up from previous years, to
demonstrate its commitment to
shareholder returns. The final dividend
of M1.80 per share and an interim
dividend of 30 kobo illustrate the
company’s robust profitability, which
was shown in a 335% increase in
pre-tax profit (Business Day, 2024). In
spite of this generous distribution to
shareholders, Access also continues to
maintain a solid capital base to support
its ongoing expansion efforts.

The ability to sustain such a good
dividend payout while also investing in
its growth and expansion, highlights an
effective balance between rewarding

investors and ensuring long-term
sustainability. Expansion into new
markets and investment in digital

infrastructure have been financed
without compromising its ability to

deliver attractive returns to
shareholders.
Actionable Insights: Balancing

Sustainable Capital Management and
Dividend Policy

Here are some key strategies that may
help companies achieve this balance
between sustainable capital
management and dividend policy:

_

Companies should always evaluate
their financial health to balance capital
management with dividend
distribution. This involves conducting
regular stress tests and scenario
analysis to ensure sufficient liquidity
and reserves to weather economic
downturns while still meeting dividend
commitments. Companies with strong
balance sheets and low debt levels are
better positioned to sustain both
growth investments and dividend
payouts without harming their financial
stability.
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Capital allocation efficiency is central
to balancing growth and dividends.

Investments should be directed
towards opportunities that provide the
highest risk-adjusted returns, making
sure that capital is deployed to where it
can deliver the most value.
Simultaneously, the opportunity cost of
capital used for dividends versus capital
for reinvestment must be evaluated.
Financial tools like return on invested
capital (ROIC) and economic value
added (EVA) may assist in these
decisions  and ultimately  help
management balance rewarding
shareholders with supporting future
growth.

Companies should focus on reinvesting
in their core competencies to drive

long-term  value. Investments in
innovation, technology, and market
expansion can lead to sustainable
growth, which, in turn, can support
higher dividends in the future.
Balancing immediate  shareholder
returns with strategic investments
ensures the company remains
competitive and profitable over the
long term.
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4. Improve Communication with Transparency in communicating the
Shareholders rationale behind capital allocation and

B

dividend decisions is vital. Companies
should regularly engage  with
shareholders so it may be clearly
explained how dividends fit into the
broader capital management strategy.
This transparency helps build trust and
manage expectations, especially during
periods when reinvestment may take
precedence over dividend increases.

Final Thoughts

Business leaders must cultivate a culture of financial prudence and strategic
foresight within their organizations. Encouraging a disciplined approach to
spending and investment, alongside a commitment to sustainable growth, can
further improve the company's ability to balance immediate shareholder returns
with long-term value creation. In the end, embedding these principles into the
company’s operational ethos will help executives manage the complex interplay
between capital management and dividends more effectively.

Coronation Registrars remains dedicated to helping businesses achieve excellence
in corporate governance and investor satisfaction. Partner with Coronation
Registrars today.

For more information, connect with us at
customercare@coronationregistrars.com or call 02012272570
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