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Investing in Dividends: A Reliable Source of Passive Income

Dividend investing has long been a favorite strategy for investors seeking a steady stream of
income and a way to grow wealth over time. Dividend-paying stocks reward shareholders with
regular payments, which can be reinvested to compound growth or used as a source of passive
income. This approach appeals to retirees, conservative investors, and even those looking for
financial independence.

In this article, we’ll explore how dividend investing works, key metrics to evaluate dividend-
paying stocks, and examples to help you understand how to build a dividend-focused portfolio.

Dividends are payments made by companies to their shareholders, typically derived from the
company’s profits. They are usually paid quarterly, but some companies pay them monthly,
semiannually, or annually. Dividends can be in the form of cash or additional stock shares.

For example:

1. Cash Dividends:

o Company A pays a dividend of $1 per share annually. If you own 100 shares,
you’ll receive $100 in dividends each year, either as a check, direct deposit, or
reinvestment into more shares.

2. Stock Dividends:

o Company B declares a 5% stock dividend. If you own 200 shares, you’ll
receive an additional 10 shares (5% of 200) instead of cash. After the dividend,
you now own 210 shares of the company. While this increases your share count,
the stock price usually adjusts proportionally to maintain the same total market
value of your holdings.

Dividends provide a reliable income stream and can help grow your investment over time,
whether in the form of cash payments or additional shares. Stock dividends are a great way to
increase your stake in a company without spending extra money.
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1. Steady Income Stream
Dividends can provide regular cash flow, which is especially useful for retirees or those
pursuing financial independence. Unlike the unpredictable nature of stock price
appreciation, dividend payments are often consistent, even during market downturns.
2. Compound Growth with Dividend Reinvestment
By reinvesting dividends, you can buy additional shares of stock. Over time, this creates
a compounding effect, as the reinvested dividends generate even more dividends.
o Example: Suppose you own 100 shares of a stock priced at $50 with an annual
dividend of $2 per share (4% yield). Reinvesting your $200 in dividends buys 4
more shares. Next year, you’ll earn dividends on 104 shares, and so on, creating a
snowball effect.
3. Lower Volatility
Dividend-paying stocks are often from well-established companies with stable earnings.
These stocks tend to experience less volatility compared to growth stocks, providing a
more conservative option for investors.
4. Inflation Hedge
Companies that consistently grow their dividends (called dividend aristocrats) help
investors keep pace with inflation. For instance, if a company increases its dividend by
5% annually, it protects your purchasing power over time.

When selecting dividend-paying stocks, it’s important to analyze a few key metrics:

1. Dividend Yield
o The dividend yield is the annual dividend payment as a percentage of the stock
price. It’s calculated as:

Dividend Yield = Annual Dividend per Share/Stock Price

= Example: If a stock pays an annual dividend of $2 and is priced at $50,
the yield is: 2/50 = 4% yield
= Tip: Be cautious of very high yields, as they can indicate a company is in
financial trouble and may cut its dividend.
2. Payout Ratio
o The payout ratio measures the percentage of earnings a company pays out as
dividends. It’s calculated as:

Payout Ratio= Dividends Paid/Net Income
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= Example: If a company earns $5 per share and pays $2 in dividends, the
payout ratio is: 2/5 =40%
= Tip: A payout ratio above 60-70% might indicate the company is
overextending itself, while a low ratio suggests room for future dividend
growth.
3. Dividend Growth Rate
o This tracks how much a company increases its dividends over time. Companies
that consistently grow their dividends (e.g., Procter & Gamble, Coca-Cola)
demonstrate financial health and a commitment to shareholders.
4. Financial Health
o Look for companies with strong cash flow, low debt, and a history of consistent or
increasing dividends. Tools like free cash flow analysis and debt-to-equity ratios
can help assess financial stability.

1. Blue-Chip Dividend Stocks
o Blue-chip companies are well-established firms with a history of paying
dividends. Examples include:
= Johnson & Johnson (JNJ): Known for stability, with a yield of around
3.2%.
= Coca-Cola (KO): A dividend aristocrat with over 60 years of consecutive
dividend increases and a yield of approximately 3%.
2. High-Yield Dividend Stocks
o High-yield stocks provide larger payouts but may come with higher risks.
Examples include:
= AT&T (T): A high-yield stock with a yield around 4.8%.
= Realty Income (O): A REIT offering a consistent monthly dividend yield
of about 5.5%.
3. Dividend Growth Stocks
o These companies may not have the highest yields but consistently grow their
payouts:
= Apple (AAPL): A modest yield (~0.5%) with steady dividend growth.
* Microsoft (MSFT): Yielding ~0.9%, with a strong history of dividend
increases.

To construct a dividend portfolio:

765.452.7526 | Avery@hayesadvisorygroup.com | hayesadvisorygroup.com




1. Diversify Across Sectors
Spread investments across industries such as consumer goods, healthcare, utilities, and
real estate to reduce risk.
2. Combine High-Yield and Growth Stocks
Include both high-yield stocks for immediate income and dividend growth stocks for
long-term appreciation.
3. Use Dividend ETFs
Dividend-focused ETFs like:
1. Vanguard High Dividend Yield ETF (VYM)
2. SPDR S&P Dividend ETF (SDY)
3. Schwab U.S Dividend Equity ETF (SCHD)
4. Reinvest Dividends Automatically
Set up a Dividend Reinvestment Plan (DRIP) to compound growth.

o Chasing High Yields: A high yield can be tempting, but it might signal trouble. For
instance, a company with a 12% yield could face sustainability issues.

o Ignoring Fundamentals: Evaluate financial health and payout ratios. Do not just invest
because of a high dividend ratio.

o Lack of Diversification: Relying on one sector exposes you to unnecessary risks.

Dividend investing offers a reliable way to generate passive income and grow wealth over time.
By understanding key metrics, selecting high-quality dividend stocks, and diversifying your
portfolio, you can enjoy steady cash flow and long-term growth. Whether you’re reinvesting
dividends to compound returns or using them to fund your lifestyle, dividend investing can be a
cornerstone of your financial strategy.

Start small, stay consistent, and let the power of dividends work for you.

Investment Advisory Services offered through Brookstone Capital Management LLC and Milestone Asset Management LLC, both Registered
Investment Advisors. Investments and/or investment strategies involve risk including the possible loss of principal. There is no assurance that any
investment strategy will achieve its objectives. This information is not intended to be used as the sole basis for financial decisions, nor should it
be construed as advice designed to meet the particular needs of an individual’s situation. Avery Hayes and/or Hayes Advisory Group are not
affiliated with or endorsed by the Social Security Administration or any other government agency. The information provided is not intended as
tax or legal advice and should not be relied on as such. You are encouraged to seek tax or legal advice from an independent professional. Any
examples are for illustrative purposes only and do not take into account your particular investment objectives, financial situation, or needs and
may not be suitable for all investors. It is not intended to project the performance of any specific investment and is not a solicitation or
recommendation of any investment strategy.
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Financial Strategist

Avery Hayes is a dedicated Financial Advisor at Hayes
Advisory Group with a focus on strategic planning and
education. With a passion for helping clients navigate
the complexities of financial management, Avery
specializes in creating and implementing
comprehensive plans that encompass investment
management, financial planning, and tax planning.
Avery’s approach is rooted in a deep understanding of
the financial landscape and a commitment to educating
clients, empowering them to make informed decisions
about their financial future. Avery also helps with
educational courses taught through employer classes,
classes taught for Federal employees, and The Prepare
Institute, a 501©3 non-profit educational institution.
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