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The Importance of Dividends in Stock Ownership

By Brian L. Coughlan

n the 19903, investors

became enthralled with

the capital gains
generated by stock
ownership. Dividends,
which were associated with
the Old Economy, fell out
of favor. With the market
meltdown over the last few
years, there has been a
resurgence of interest in
dividends and their
importance to an
investment’s total return.,
The goal of any investment. whether bonds, stocks or real
estate, is to generate additional value. Dividends create
both a positive cash flow and a stable return for the
investor. They are paid when profitable companies decide
fo refurn a portion of net earmings to the owners (share-
holders) as dividends rather than reinvest in the business,

When examining an investment’s potential, investors
should concentrate on its “total return™ {capital
appreciation and any dividend or interest that may be
distributed). Dividends, which are typically a cash
payment to shareholders, are independent of stock price.
However. thev are an imnoortant nart of total returm when
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There are several types of dividend-paying securities
available, including commaon stock, preferred stock, and
convertible preferred stock, Common stock is the most
commeon form of ownership, Sharcholders of commaon
stock typically receive dividends on a quarterty basis,
only after senior obligations of the corporation have been
met. The dividend rate can be raised or lowered by the
company depending on the success of their operation. The
dividend yields of common stocks can range from 2ero to
12 percent, but typically average between one and three
percent, comparable (o money markei rates and short-term
Treasuries. Dividend-paying stocks offer vield and the
potential for capital appreciation. Preferred stocks have

a stated dividend rate, with more limited potential for
capital appreciation. Their yields are usually higher than
commaon shares, in the three 1o s8ix percent range, as
income is their main purpose. Preferred sharcholders have
a more senior claim on dividends than common
sharcholders, and thus typically exhibit less volatility.
Convertible preferred stocks have all the characteristics
of a preferred stock, but are also convertible into common
shares. Preferred and convertible preferred stocks, like
bonds, are interest rate sensitive, i.e., their prices are
sensitive to changes in interest rates. Dividend payments
on preferred shares are typically quarterly.



