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An Introduction to
Stock Dividend Investing

While bonds and bond-like instruments typically form the foundation of an
income-first, growth-second financial strategy, there is also a way for those with
the right risk tolerance to enjoy the benefits of earning a steady income through
stock dividends.

Keep in mind that stocks are generally considered riskier than bonds because
they can drop in value, and because dividends can e cut or reduced. But a
dividend-paying value stock strategy can help to mitigate stock market risk for
three main reasons:

. You're buying undervalued stocks, which have less downside risk than
overvalued stocks.

2. Your dividend payment doesn’'t depend entirely on market growth.

3. You have the potential to grow your portfolio more safely through
strategic reinvestment.

What's more, stock dividends have preferential tax treatment. And since the
dividends that these types of stocks pay can increase, they can also offer a
potential hedge against inflation.

- Growth Stocks vs. Value Stocks

To better understand value stocks, you must also understand growth stocks.

When companies have high growth By contrast, value companies

potential, they're able to increase tend to be mature and highly
market share in some way. As a profitable, but with fewer internal

result, they might not pay dividends growth opportunities. Therefore, they
because they feel it would be better typically prefer to pay out a higher
to reinvest their earnings back into percentage of their profits in the

the company. form of dividends.

Many factors go into determining if a dividend-paying stock represents a true
value. Typically, though, an analyst is looking for a company in the early part

of its mature stage with hidden drivers for potential business growth that other
analysts are not factoring in, such as takeover potential.

Investing for Dividends is not Easy

Many do-it-yourself investors mistakenly think investing for dividend income

is easier than investing for growth. In reality, investing for income in the equity
markets can be much more challenging than seeking capital gains. It's relatively
simple for someone with a basic understanding to buy a growth stock on the
upswing and capitalize on its momentum. In short, you don't need deep market
analytics to trade on momentum.

— Dividend Investors Dig Deeper

To be a successful dividend investor, an in-depth understanding of the markets
is essential. This knowledge helps distinguish true value stocks from “value
traps.” A successful dividend-oriented value investor must have the right
expertise and conduct thorough research, including:

Gathering and reviewing all
publicly available financial
information about the company
to assess its performance.

Interviewing other analysts
to gain diverse opinions
and insights about the
company’s potential.

Discussing with Investor Relations Studying market trends and
to understand the company’s economic factors that could impact
competitive landscape, challenges, the company’s performance and

and growth opportunities. future dividend potential.

-—= Most Advisors Don’t Have What It Takes

Most everyday investors don’t have the time to do all this research. And even if
they did, most don’t have the right resources or know the right data to look for.
And the fact is, neither do most financial advisors! Most advisors have growth-
based business models and therefore do not have the right expertise or
resources to be good dividend-oriented value investors.

— Summary

The bottom line when it comes to investing for dividends is that typically only
advisors who are Income Specialists have the knowledge and resources
required to find the true values and avoid value traps, which is the cornerstone
of successfully investing for income in the stock market. Contact us today to get
started!
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