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Hello, and welcome to the Dividend Cafe. | am your host, David Bahnsen, and | am here today
to talk about one of the great illustrations of the need for dividend growth investing in my adult
lifetime. We're going to delve into a couple of real-life historical examples today in the media
sector—a little blast from the past.

I think it’s a fun story, but | want to tell you a little bit about what inspired this. Here at The
Bahnsen Group, we do not own Netflix, which is currently in an agreement to buy Warner Bros.
Discovery. We do not own Warner Bros. Discovery. We do not own Skydance. We did not own
Paramount. These are all companies that have been involved in some really major M&A drama,
and in fact, it’s not done yet.

| follow it very closely, and yet | don’t follow it because we have skin in the game as
shareholders. | follow it, first of all, because | consider the corporate skulduggery of it all to be
fascinating. I’'m sort of a nerd about business history and these types of things. But | also follow
it because | believe there are real investment lessons that come out of a lot of corporate M&A
and corporate drama, particularly over time and embedded in history.

There are stories and lessons that | think get to the very heart of what the Dividend Cafe is all
about. And this entire Netflix story inspired a bit more study and review of history for me and
brought me back to a book | had read last summer and a research project that we did internally
in our Investment Solutions department at TBG. | thought, you know what, there’s really an
important Dividend Cafe here.

So that’s the setup. Allow me to connect all these dots for you today in the Dividend Cafe.

Essentially, what does Netflix potentially buying Warner Bros., and it being pursued by
Skydance—who had just finished buying Paramount—have to do with dividend growth?

First of all, to understand the history, | want to bring you back to a Dividend Cafe | wrote, |
believe, in July of last summer. It was at the 25-year anniversary of what | referred to then—not
for poetic purposes, but literal purposes—as the worst business deal in history: the AOL-Time
Warner merger of the year 2000.

If you notice the name Warner—Time Warner—a part of that story, and now we’re sitting here
talking about a new potential acquisition with that name resurfacing. There’s something
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interesting there, and there are a couple of other companies we’re going to talk about today
that are also part of this.

| think the Proverbs refer to it as a dog returning to its vomit type of story. What | referred to in
the AOL-Time Warner story was a case of almost psychopathic mergers and acquisitions that
destroyed a tremendous amount of shareholder value.

But the company that was actually acquired was not AOL; it was Time Warner. Time Warner
itself was the combination of Time Inc.—which owned Time magazine, Life magazine, Sports
lllustrated, Fortune, People, and other big publishing assets—that had merged with Warner
Communications, which included the big Hollywood movie studio, television shows, and a
music company.

Time and Warner merged, and | think it was six years later, in 1996, that the Time Warner
merged company bought Turner Broadcasting, which included CNN, TBS, and TNT. Now you
have this major behemoth. Legacy Time also owned HBO. So you had these various media
conglomerates merging together, becoming bigger, and then eventually selling to AOL.

That whole deal became a debacle. Hundreds of billions of dollars were blown up. They
separated and existed separately again, and all that value for shareholders disintegrated.

Then, in 2009, Time Warner was trading on its own again as a more normal media company.
They went through about a decade of being a pretty healthy, functional business—more than
doubling their market capitalization and growing the dividend every single year. The dividend
was about 21 cents per share per quarter at the beginning of that decade and grew to about 40
cents per share.

In six years, they more than doubled the market cap and doubled the dividend. These things are
directly correlated, | would argue. And then, in 2018, AT&T bought Time Warner for $105
billion. | believe they ended up selling it for $43 billion in a spinoff.

They lit the world on fire—and not in a positive way—and merged it with Discovery. Warner
Bros. Discovery is now the asset that Netflix is attempting to buy, at a far, far lower equity value
than any of these prior transactions.

In the meantime—and by the way, one of my most interesting anecdotes in this—is that in the
Netflix deal, and there are links to all of this in Dividend Cafe, Netflix is paying for most of the
deal in cash. But there’s a small piece they’re spinning off as a separate stock, what they’re
calling “Discovery Global.”
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They’re not even buying CNN, TNT, or TBS—the essential networks that were once a huge part
of the value of these combined entities. You could argue it’s negative equity once you allocate
the debt. It’s either been given a tiny allocation, no allocation, or, in some accounting
treatments, a negative allocation.

After all these years of multi-billion-dollar transactions, it’s just fascinating.

As of right now, Netflix is in a merger agreement to buy Warner Bros. Discovery, but Skydance
is filing lawsuits, attempting a tender offer, and pursuing various M&A strategies to acquire it
themselves. Skydance is the company that just last year— | believe the deal closed in August,

less than six months ago—bought Paramount and CBS.

Paramount and CBS are the byproduct of a handful of mergers, and this is the story | want to
focus on more in terms of shareholder respect, capital return, and discipline.

| recently read a book called The King of Content about Sumner Redstone. | had also read a
different book about Viacom and Sumner Redstone last summer by James Stewart. That
prompted an internal research project with our investment committee. One of our equity
analysts at The Bahnsen Group, Ishan Chhabra, led a project looking back at the history of
Viacom.

Viacom bought Paramount, then bought CBS, and now, finally, we see the end of that story
with the sale to Skydance.

Back in the late 1980s, Sumner Redstone bought Viacom, which owned Nickelodeon, MTV, and
Showtime—enormous media assets at the time. He did so via a leveraged buyout, funded by a
drive-in movie theater business he had inherited and expanded.

In the early 1990s, Viacom acquired Paramount after a bidding war. Barry Diller—who had run
Fox and ABC—nearly prevailed. He did succeed in driving up the price, but Viacom ultimately
won and bought Paramount for $10 billion.

Six years later, Viacom bought CBS for $35 billion. The combined Viacom—Paramount—CBS
entity just sold to Skydance for roughly $8 billion in equity value, with additional new equity
being contributed. Shareholders didn’t receive all of that. There’s also roughly $15 billion of
debt, so let’s call it $22-23 billion total.

From peak valuations, the amount of value destruction is unfathomable.
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This story is complicated. There were multiple holding periods, share swaps, splits, spinoffs, and
re-mergers. In 2006, CBS was spun off; in 2019, it was recombined. You could easily get lost in
the complexity.

Ishan did the work to calculate five different holding periods. Essentially, if someone invested
$1,000 at the beginning, what would it be worth 32 years later? The answer was about $780.

That’s during one—really two—of the greatest bull markets in human history. Of that $780,
$443 came from dividends paid out over time.

This brings me to my real point.

This is a classic example of how a failure to respect shareholders destroys enormous value. The
Paramount studio, CBS networks, and other media properties didn’t lose their brand value. The
business didn’t fail in the way that, say, Xerox was disrupted by new technology.

What failed was capital discipline. There was no regard for shareholders, and it was ultimately
evidenced in the dividend philosophy.

Contrast that with a company like Comcast—which we do not own and never have—but one
that has grown its dividend about 13% per year for nearly two decades and created
extraordinary shareholder value as a media and distribution company.

Viacom, Paramount, and CBS saw their dividend decline at roughly 9% per year—sporadic,
inconsistent, and treated as optional.

Dividend growth matters because it forces discipline.

Companies like Comcast set a capital return philosophy and made operational and financial
decisions around it. They took on debt for acquisitions but maintained credit ratings. They
operated within financial metrics they were accountable to.

There were ups and downs, but consistency in shareholder reward led to more prudent
decision-making.

When you remove that governor, management behavior can become psychotic—empire
building replaces stewardship of investor capital. This problem is pronounced in the media
sector, and the examples we’ve discussed make that clear.
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The lack of a dividend is not just a signal—it becomes a self-fulfilling prophecy. Capital isn’t
treated well, so it isn’t available when needed to fund acquisitions, infrastructure, or
innovation.

Dividend growth is a sign of management’s confidence in its business model. It lowers the cost
of capital, mitigates risk, and disciplines both management and investors.

We advocate dividend growth investing because we are all human beings. It mitigates panic and
euphoria. It helps us avoid chasing overpriced fads. And it also mitigates the behavior of
corporate managers.

The media sector stories we discussed today are case in point.

This is the work we do, what we believe in, and why | find these stories both historically
fascinating and philosophically reinforcing.

Thank you for listening, watching, and reading the Dividend Cafe. Thank you to Ishan for
outstanding analysis done last summer that inspired today’s discussion.

Have a wonderful weekend. I'll be bringing you the Monday Dividend Cafe on Tuesday due to
the MLK Day federal holiday. I'll see you again Tuesday, and of course, next Friday, when we’ll

be talking about the gamification of markets.

Take care.



