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Stephen King, the bestselling author of horror and sci-fi stories wrote a book specifically about writing aptly called “On
Writing”. In it, he mentioned that the writer has a variety of tools in his/her toolbox. The fundamental tools include
vocabulary, grammar and the elements of style. To be a good writer, one must have these tools easily within reach in their
toolbox.

While the CEOs of public corporations are not in the business of writing prose, some essential tools are required to solve
the main problem of every CEO which is the problem of capital allocation. CEOs essentially have five options when trying
to allocate capital: investing in existing operations, acquiring new business, paying down debt, issuing dividends or
repurchasing shares. Each of these levers can be accretive or destructive to returns and depends on a number of factors.
One factor that is often not mentioned is that of timing.

Earlier this week, Lloyds bank announced it was returning £4bn to shareholders — £2.2bn through dividends and £1.8bn
through share buybacks. To put this in perspective, the market cap of the bank is about £43bn. This share buyback
therefore accounts for about 4% of the company’s value, a non-paltry sum.

What is even more surprising is that this is the second time in the last 20 years where the company has repurchased its
own shares. The first was between March and August of 2018 where the company purchased £1bn of its own shares. UK
companies generally opt for dividend pay-outs over share repurchases when returning money to shareholders, which is in
contrast to US companies that prefer to repurchase shares. Such large share repurchases by a UK bank at a time of
economic uncertainty is surprising.

Based on the torrent of negative headlines about Brexit and the UK economy in general, one can conclude that the
directors of Lloyds bank are either delusional or have found value where many fear to tread.

Looking at the current valuation of the bank, this share buyback appears to be accretive to returns. Buying back shares
below its intrinsic worth creates additional value for current shareholders. With the shares currently trading on par with the
banks tangible book value, the company is a statistical bargain.

The large share buybacks by Lloyds shows that the company has decided to vote with its wallet at a time when many
choose to vote only with their opinions. The rarity of share buybacks coupled with the magnitude of its recent and future
buybacks is a vote of confidence in the company’s future and by proxy, the longer-term resilience of the UK economy.
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