Income as the Source of Long-Term Equity Returns
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Annualized Returns over 5- and 20-year
Rolling Periods’; 1970-2014

Dividend income was a significant component of equity
returns over the long term for U.S. and non-U.S. equities
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Source: Brandes Institute, based on data from Ibbotson Associates, Global Financial Data, Inc. and FactSet,
as of December 31, 2014. Past performance is not a guarantee of future results. U.S. and non-U.S. returns
1/1/1970 to 12/31/2014. U.S. equity represented by S&P 500 Index (1976-2015 — 500 largest U.S. stocks in
market value; 1970-1976 — 90 largest stocks) — through Ibbotson Associates. Non-U.S. equity represented by
the MSCI EAFE Index.

High-dividend stocks
worldwide have had
high total returns and
low volatility.
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Bond and Dividend Yields vs. Historic Average Ranges
(Dec. 31, 1970 to June 30, 2015)

U.S. Treasury bond yields have fallen in recent years; but dividend m
yields for stocks were close to their long-term averages. S
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Source: Brandes Institute, based on data from Ibbotson Associates, Global Financial Data, Inc., FactSet, and
the Financial Times as of June 30, 2015. Past performance is not a guarantee of future results. One cannot
invest directly in an index. Whereas Treasuries are backed by the full faith and credit of the U.S. Government
with respect to the timely payment of principal and interest, the declaration and payment of stock dividends
are solely at the discretion of the issuer and are subject to change at any time.

The Yield Gap™: Stock Dividend Yields Generally
Higher Than Gvt. Bond Yields (s of 6/30/15)
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TThe yield gap is defined as the dividend yield on domestic stocks minus the yield on 10-year government bonds
The yield gap — or dividend yield minus government bond yield — was positive

in most developed non-U.S. markets, reflecting the income advantage many
stocks in these markets provided vs. their local government bonds.

BRANDES.COM/INSTITUTE
BRANDESINSTITUTE@BRANDES.COM



Income as the Source of Long-Term Equity Returns

Higher-Dividend Stocks Worldwide

Delivered the Greatest Total Returns**
(June 1981 — June 2015)

Average rolling 5-year returns for price and dividend of each
dividend yield quintile (annual rebalancing)

Note: On a price-only basis, the top three quintiles of dividend-paying
stocks had higher price and total returns than quintiles 4 and 5 and
non-dividend-paying stocks. See chart at right.

In addition, price returns for the highest dividend-paying stocks
(measured by the top three quintiles) showed lower volatility relative to
lower dividend payers. See chart below.

Source: Brandes Institute, Worldscope via FactSet, as of June 30, 2015. Past performance
is not a guarantee of future results. The largest 50% of developed market stocks by
market capitalization.

High Dividend Paying Stocks: Lower Volatility in Returns
(June 1981 - June 2015)

Average rolling 5-year standard deviation for price and dividend return of
each dividend yield quintile
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Source: Brandes Institute, Worldscope via FactSet, as of June 30, 2015. Past performance is not a
guarantee of future results. The largest 50% of developed market stocks by market capitalization.
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Average 5-Year Rolling Return, Annualized, in%
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— KEYS FROM OUR ANALYSIS

a Dividend income provided a substantial part of long-term returns.

By mid-2015, major non-U.S. equity markets had dividend yields
that were both higher than U.S. yields and higher than their local
bond yields suggesting an opportunity in dividend-paying non-
U.S. stocks.

Worldwide, stocks with the highest dividend yields had the
highest total returns and the lowest volatility.

For investors who focus primarily on their income stream, the
volatility of dividend returns was less than 1/20%" of the volatility
of price returns.
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*We used two return series: a total return series that included reinvested dividends and capital
appreciation and one that was capital appreciation only. We calculated the income component
of returns by subtracting the capital appreciation only series from the total return series. Neither
series reflects considerations for taxes, fees or other expenses. Hypothetical examples are used for
illustrative purposes only and do not represent any specific investment. Actual results will vary.
Returns for rolling windows are annualized returns for a series of overlapping, smaller time periods
within a single, larger time period. For example, the 20-year time period from 12/31/82 through
12/31/02 consists of 16 five-year segments. The first segment is the five-year period 12/31/82-
12/31/87, the next segment is the five-year period 12/31/83-12/31/88, and so on.

**We examined the largest 50% of stocks by market capitalization in the Worldscope database of
developed market stocks going back to June 1981. We then divided the dividend-paying stocks in
this universe into quintiles by dividend yield, rebalancing annually. We used a separate category
for stocks that did not pay dividends, so that they did not default into the fifth quintile. We then
calculated 5-year annualized rolling average returns over the measurement period (June 1981 to
June 2015).

Data Sources:
Yield Gaps
All bond yields are 10-year maturity government bonds, sourced from www.bloomberg.com

Dividend yields for Australia, Germany, France, Italy and Spain are for MSCI country specific indices,
sourced from FactSet

Dividend yield for the U.S. is for the S&P 500 Index sourced from www.bloomberg.com

Dividend yields for the UK and Japan are for the FTSE 100 Index and FTSE Japan Index respectively,
sourced from the Financial Times

Dividend yield for Canada is for the S&P/TSX Index, sourced from FactSet

The FTSE 100 Index with gross dividends measures equity perforamance of 100 leading companies
in the United Kingdom.

The FTSE Japan Index with gross dividends measures equity market performance in Japan.
The S&P/TSX Composite Index with gross dividends measures equity market performance in Canada.
Disclosures

Standard deviation: The dispersion of a portfolio’s returns over a given period from the portfolio’s
mean return over the same period. Calculated as the square root of variance.

Yield: Annual income from the investment (dividend, interest, etc.) divided by the current market
price of the investment.

S&P 500 Index: The S&P 500 Index is a market capitalization index that measures the equity
performance of 500 leading companies in industries of the U.S. economy.
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MSCI World Index: The MSCI World Index is a free float-adjusted market capitalization index that
measures the equity market performance of developed markets.

MSCI EAFE Index: The MSCI EAFE (Europe, Australasia, Far East) Index is a free float-adjusted
market capitalization index that measures the equity market performance of developed markets in
Europe, Australasia, and the Far East. MSCI has not approved, reviewed or produced this report,
makes no express or implied warranties or representations and is not liable whatsoever for any
data in the report. You may not redistribute the MSCI data or use it as a basis for other indices or
investment products.

The information provided in this material should not be considered a recommendation to purchase
or sell any particular security. It should not be assumed that any security transactions, holdings or
sectors discussed were or will be profitable, or that the investment recommendations or decisions
we make in the future will be profitable or will equal the investment performance discussed herein.
Strategies discussed are subject to change at any time by the investment manager in its discretion
due to market conditions or opportunities. Please note that all indices are unmanaged and are not
available for direct investment. The declaration and payment of shareholder dividends are solely at
the discretion of the issuer and are subject to change at any time. No investment strategy can assure
a profit or protect against loss. International and emerging markets investing is subject to certain
risks such as currency fluctuation and social and political changes; such risks may result in greater
share price volatility.

Unlike bonds issued or guaranteed by the U.S. government or its agencies, stocks and other bonds
are not backed by the full faith and credit of the United States. Stock and bond prices will experience
market fluctuations. Please note that the value of government securities and bonds in general have
an inverse relationship to interest rates. Bonds carry the risk of default, or the risk that an issuer will
be unable to make income or principal payment. There is no assurance that private guarantors or
insurers will meet their obligations.

This material was prepared by the Brandes Institute, a division of Brandes Investment Partners®.
It is intended for informational purposes only. It is not meant to be an offer, solicitation or
recommendation for any products or services. The foregoing reflects the thoughts and opinions of
the Brandes Institute.

Copyright © 2015 Brandes Investment Partners, L.P. ALL RIGHTS RESERVED. Brandes Investment
Partners® is a registered trademark of Brandes Investment Partners, L.P. in the United States and
Canada. Users agree not to copy, reproduce, distribute, publish or in any way exploit this material,
except that users may make a print copy for their own personal, non-commercial use. Brief passages
from any article may be quoted with appropriate credit to the Brandes Institute. Longer passages may
be quoted only with prior written approval from the Brandes Institute. For more information about
Brandes Institute research projects, visit our website at www.brandes.com/institute.
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