The importance of dividends
for stock investors
Dividends are the only way investors can collect cash from their stock investments
without having to sell them. Dividends are also one of the oldest gauges investors
can use to help evaluate the financial health of a company.
The basics

Essentially, dividends are payouts that some companies make to shareholders as a return on their
investment. The money paid comes from a company’s earnings, and it is generally seen as a
reflection of the company’s past performance as well as its potential for the future. Older, more
established companies are more likely to pay dividends than newer firms.
Dividends are often paid quarterly at a pre-announced rate that gives shareholders a predictable
payout for that quarter, regardless of daily share price fluctuations. Dividends are taxed at capital
gains rates, which are lower than ordinary income tax rates.

Potential benefits of dividend-paying stocks
They add up. Even small dividends, when paid consistently, may add up over time, giving you the
potential to eventually recoup your investment.
They may rise. Many companies raise their dividends periodically, which may help the payments
keep up with inflation.
They offer you choices. When you receive a dividend, you choose what you want to do with the
cash flow — reinvest in the company that issued the dividend, invest in a different company
or take the cash.
Keep in mind, however, that the payment of stock dividends is never guaranteed and may vary
over time.
Dividends have driven returns: Dividend-paying stocks have outperformed non-payers
S&P 500 payers vs. non-payers for the five-year period following every recession since 19721
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Reinvesting your
dividend, rather
than spending it,
could be a viable
way to grow your
money at a faster
pace.

Understanding the language of dividends
Declaration date: The day a company’s board of directors announces the dividend for the quarter
Record date: The date an investor must be listed as a shareholder of record in order to receive
the dividend
Ex–date: On or after this date, the security trades without its dividend.
• If you buy a dividend paying stock one day before the ex-date, you still get the dividend.
• If you buy on the ex-date, you won’t get the dividend.
• If you want to sell a stock and still receive a declared dividend, you need to sell on (or after)
the ex-date.
Payment date: The date the shareholder receives the dividend.
Important dates for dividend-paying investments
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Talk to your financial professional

Whether your goal as an investor is to seek future growth or increase your income potential —
or both — discuss with your financial professional the potential role that dividend-paying stocks can
play in your portfolio.
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