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Dividend Investing  

How To build a Never Ending Cash Distributor   

By Mike Heroux  

 

Congratulations! By downloading this eBook, you just made your very first step into the investing world. Have you ever dreamt of having your own 
golden egg producing chicken? Well, together we will spend a few hours working on building a never ending money distributor. But, as the fable 
says: ñIf you get too greedy, you are going to kill your chicken!ò 

Instead of blindly opening a brokerage account and chasing the next Apple stock, I suggest getting realistic.  You can start by reading this book. In 
this eBook you will learn just how easy it is to build your own dividend portfolio without taking on too much risk. The goal here is not to make you rich 
quickly.  It is to make you understand how to make money with dividend investing. 

I favor dividend investing for 3 reasons 

#1 Dividend Investing is Easy to Understand - A prestigious financial background is not required if you follow simple and time-tested investing 
principles.  

#2 Dividend Investing is Perfect for Lazy People - Not much time is required once you learn the basic principles and how to select your stocks. 

#3 Dividend Investing, if Done Right, Equals Receiving Money Each Month! ï Dividend payouts are periodic.  
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A Little About Me 

My name is Mike (like half of the financial bloggers!). I am 29 and 
married with 2 young kids (William; 5 and Amy; 3). I work in the 
financial industry (my day job) and I run an online company with my 
best friend Additionally, I am the author behind The Financial 
Blogger (since 2006) and The Dividend Guy Blog (since August 
2010). More recently, I have created a unique resource for dividend 
investor; What Is Dividend? 

My love for investing started in 2003. As soon as I signed my contract 
for my first job, I ran to a nearby bank and opened both a line of credit 
and a brokerage account. I took all the money from my line of credit 
(that was very gutsy!) and started investing in the stock market. Three 
years later (in 2006), I was buying my first house with a $50,000 down 
payment (all from my investment profits). 

Since then, my interest in the financial markets has never stopped 
growing. In 2008, I became a financial planner and I now share my 
financial knowledge with both my clients and the readers of my blogs. 

Through my different investment blogs, I have noticed many of my 
readers have a huge interest in learning more about dividend 
investing. Most people are interested in investing but donôt know 
where to start. This eBook seeks to address the problem: To make a 
friendly guide to dividend investing. I want YOU to understand how 
to invest your money and set you and your family on the path to 
building diversified dividend wealth. 

 

Why Start Now? 

Simply put, if you donôt do it now, you will never do it. From my job I 
know that procrastination is the biggest reason why people are not 
taking care of their finances. Unfortunately, making a budget and 
paying down your debts often take priority over investing. I am a firm 
believer that investing should come first. If you donôt start investing 
now, in the long run you will lose some serious money. 

In fact, investing returns work based on a principle named 
ñcompounding interest.ò We will cover this topic later on in this book. 
But to make sure you understand, Iôll just use the snowball analogy. 

When you start rolling snow, youôll eventually form a snowball. If you 
continue to roll the ball into more snow, the ball will slowly grow. The 
bigger the ball is, the more snow will stick to it, and the faster your ball 
will grow. So, the sooner you start your ball rolling, the bigger your 
snowball will be at retirement. Just imagine how big your snowball 
would be if you start rolling it at the age of 25 and stop at 65? You 
would create a freakinô snow mountain out of your originally small 
snowball.  

Compounding interest works the same way; the sooner you start 
investing, the bigger your investment egg-nest will become over time. 
A 5 year difference in the starting date of your investment plan creates 
a phenomenal difference at the age of retirement. 

On top of that, now (note: this book has been written early in 2011) is 
the perfect time to invest in dividend paying stocks--as most of them 
are undervalued. When you buy undervalued stocks, 2 great things 
happen in your portfolio: 

http://www.thefinancialblogger.com/
http://www.thefinancialblogger.com/
http://www.thedividendguyblog.com/
http://www.whatisdividend.com/
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#1 Your dividend yield is bigger; 

#2 Your chances of seeing capital gains increase; 

Bottom line: you will make more money with your investments! 

However, in order to buy undervalued stocks, you must do so while 
there is ñblood on the street.ò Most investors are afraid right now. That 
is why right now is actually a great time to start investingé but you 
can also close this PDF and go back on Facebook. You wonôt make 
money but you will surely have a lot of friends! 

Why Dividend Investing? 

Over the past 40 years, 58% of the stock market yield was produced 
by dividends. Dividend stocks maintain a more stable value over time 
(meaning less stress for investors) while producing a constant 
cash flow that is more than sufficient to cover the inflation rate. 

If making money is not a strong enough reason for you to consider 
dividend investing, then I add another one: itôs passive income!  

Passive income has been quite a buzz word, and has even been 
promoted by several personal finance ñgurus.ò Passive income means 
making money while doing nothing. This is exactly what dividend 
investing is about: once you have worked very hard to build your 
portfolio, money will be generated automatically. 

 

What this eBook is about? 

This is a friendly guide to dividend investing. It will be separated in 4 
chapters: 

Chapter #1: Donõt Lose Money Investing ð Learn Instead to Make 
Money 

This chapter reviews investing basics. I want to make sure that you 
donôt go climbing Everest with nothing but a pair of Nike shoes and 
your iPod! If you donôt know what you are doing, you will lose money 
in the stock market. I canôt guarantee that you wonôt lose money after 
reading this book, but you will be better equipped to avoid costly 
mistakes that uninformed investors make on a daily basis. 
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Chapter #2: Looking at the Engine of Your Never Ending Money 
Distributor ð Build Your Core Portfolio With Dividend Stocks 

This chapter will tell you how to build a passive income portfolio. 
You will learn how to select the right dividend stocks, and for the right 
reasons. With this technique, your core portfolio should generate at 
least 3% in annual dividend yield. Before you start trading, it is 
important that you read and understand this chapter. 

Chapter #3: Baby Steps Guide to Start Investing 

Enough with theories and strategies; it is now time to invest! We are 
currently in a cycle of amazing investing opportunities; a time where 
you can find solid companies that are undervalued and paying high 
dividends each quarter. This guide will tell you each step to make in 
order to start investing with as little as $1,000. 

Chapter #4: Tools of the Trades ð The Complete List of Dividend 
Resources 

I will end this eBook with some great resources you can use to build 
your own dividend portfolio. Here you will find blogs and investing 
websites that provide free stock analysis and discuss dividend 
strategy. You will also find other investing resources such as stock 
screeners and stock analysis tools. 

 

 

  

 

 

Call to Action 

Throughout this book, there will be several ñCalls to Action.ò These 
are critical moments when reading this book.  They are meant to 
encourage you to stop reading and start acting. Words are nice, but 
they alone mean nothing.  Actions define everything.  

Each Call to Action will lead you to your next step in dividend 
investing. They are pretty straight-forward and simple. If you have 
further questions on a specific Call to Action, then feel free to jump to 
Chapter #3: òBaby Steps Guide to Start Investingó, which further 
explains each Call to Action. 

If you follow all of the Calls to Action, then you will be a dividend 
investor by the end of this book. Some calls will take a few seconds 
while others will take a few hours.  

Tip: Donôt open the book again until you have completed your Call to 
Action. This will be YOUR engagement to become a successful 
investor and to make money in the stock market. 

Intimidated? You can always leave the book (and the money) on the 
table and go back to your Facebook account. But now I think it is time 
to make money, youôll chat later on ;-) 
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Call to action #1: All right now, you are going to do 2 
things 

#1 Grab a tank of coffee 

#2 LETõS GET TO WORK! 

Disclaimer 

Iôm not a financial guru and this book should not be considered as an 
investing bible (but I still accept offerings and donations ;-)). I have 
written what I consider to be a solid guide to dividend investing that is 
comprehensible by mortals. I am offering this book for free and 
without any obligations from you. I am doing it for free because I 
believe itôs the best way to share my knowledge with as many people 
as possible. 

This eBook does include affiliate links where I can make a few bucks 
if you register for some products or services (hey, I have a wife and 2 
kids to feed!). However, those financial products or services are 
legitimate and I truly think they can help you out. If you like what you 
read in this book and you are willing to follow my advice, I would 

greatly appreciate if you can use the links from this eBook. Feel free 
to share the content (entirely and not modified) with your friends. 
Send this eBook to as many people as you know. Iôm sure theyôll be 
happy to know that you thought about them. Teaching how to invest is 
like teaching a man how to fish; you can feed him for a lifetime. 

  

òHow would you invest $1,000 or $10,000?ó 
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Chapter #1: Donõt Lose Money Investing 

ð Learn Instead to Make Some Money  

 

òHow would you invest $1,000 or $10,000?ó  

That was a question that was recently asked of me by a reader from 
my newsletter. He was requesting more info on how to setup a 
brokerage account, how to establish a correct asset allocation, and 
how to select the right stocks at the right price. This was when I 
realized that, as young individuals, we are left with little to no 
information regarding how to invest our money.  

This eBook has been written with the following 3 goals in mind: 

#1 To make you understand how to invest; 

#2 To show you how to create your own investment strategy; and 

#3 To show you how to build your own dividend portfolio. 

Passive income is great when you are receiving the fruit of your labor. 
But before you sit down and relax, you will need to invest a few hours 
of your time in order to build a solid dividend portfolio. Money has 
never come overnight and dividend investing is no different than any 
other passive income. 

Dividend investing is not for totally newbie investors. However, I will 
provide you with some insights about investing basics. If you feel that 

your level of investment knowledge is not fit after reading this first 
chapter, then visit What is Dividend (and look at the Dividend FAQõs) 
or buy the books therein mentioned prior to pursuing your dividend 
investing journey.  

 

 

Call to Action: Register for a free trading course 

 

If you feel that you need more information on the stock market, you 
can sign-up for this free trading course. You will learn the stock 
market basics via 1 email per week (for about 10 weeks). You can 
register here. 

What is a Dividend? 

The word dividend has come to mean cash that is distributed from 
earnings. Usually, any direct payment from a corporation to its 
shareholders will be deemed to be a dividend. In other words, a 
dividend is an amount of money distributed by the company to the 
shareholders. The amount of the dividend payout is determined by 
shares (e.g. a $1 dividend payout means $1 per share, so if you have 
100 shares, you will receive $100). The dividend is paid with after tax 
money from the companyôs account. Therefore, the firm must first pay 
all financial obligations (including tax on benefits) and thereafter 
decide whether to pay a dividend with the remaining monies. 

http://www.whatisdividend.com/
http://whatisdividend.com/what-is-dividend-faqs/
http://www.ino.com/info/520/CD3306/&dp=0&l=0&campaignid=6
http://www.ino.com/info/520/CD3306/&dp=0&l=0&campaignid=6
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The three types of dividends include: 

#1 Regular cash dividends; 

#2 Extra dividends; and 

#3 Liquidating dividends 

The most common type of all of these dividends is the regular cash 
dividend. These are simply cash payments made to the shareholders 
of the company. The investor will receive the money in their stock 
trading account--usually on a quarterly basis. 

Why do Companies Pay Dividends? 

When I first started my bachelorôs degree in finance 10 years ago, I 
didnôt know much about dividend investing. In fact, I didnôt know much 
about the stock market period. In our very first finance class, we 
learned an important financial principle about why companies pay 
dividends. 

In order to understand why companies pay dividends, you must 
understand why investors would buy stocks in the first place. To keep 
it simple, letôs say that there are only 2 things you can invest in: 

#1 Certificates of Deposit with no risk issued by the Government 
at 3%; 

#2 Shares of company X. 

Technically, a rational investor will always look at the rewards of his 
investment and weigh those rewards against the anticipated level of 
risk. If the investor chooses investment option #1, he or she has 
absolutely no risk and will earn 3%. If the investor instead chooses 
option #2, then he or she will obviously take on more risk, and the 
investor will therefore demand a higher expected return. The word 
ñexpectedò is very important, as it relies on the odds of the company 
producing more value than the risk-free investment at 3%.  

For example, the expected return of company X will be 8%, which 
would equal a risk-free investment of 3% plus a 5% premium for the 
companyõs risk. If you have ever sat through a finance class, then 
you know that the above mentioned calculation is more complicated 
than this, but the main principle remains: a rational investor will 
always require a higher return from a company than from a risk-
free investment. 

How Companies Manage Their Money 

So following financial theory, a company ñreceivesò money from an 
investor in exchange for shares, and is required to generate profits 
over 8%. Therefore, the company must invest its money in order 
to generate at least 8% return from its projects. This is actually 
one of the factors the company will use before pouring money into a 
projects So, if we are talking about Johnson & Johnson, for example, 
they will likely evaluate the possibility of a new product generating 
better than an 8% return. In the alternative, if we are thinking of 
Google, they will likely perform the same calculations when 
considering a new online service. 
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Each time a company has surplus cash in its account, it should 
consider new investment projects to create more value for investors. If 
the company fails to produce value (at 8%), investors will gradually 
sell the companyôs shares to buy another one, and the companyôs 
stock value will eventually drop. 

Where Does the Dividend Come Into Play? 

So, what if the company has too much money and does not have 
enough valuable (giving more than 8% return) projects to invest in? 
This is where dividends come into play. Technically, a company that 
canôt find enough valuable projects and has a cash surplus in its 
account will pay a dividend to its shareholders. Why? Because the 
company is giving money back to investors so it can find another 
place to invest and keep generating the 8% return the company is 
looking for. As we agree that money markets wonôt match the 8% 
returns, the company is logically better off giving its surplus to its 
investors. 

Why Donõt All Companies Pay Dividends? 

You are going to tell me that it is not true that some companies always 
have valuable projects to invest in. For example, half of Googleôs 
assets are held in money market funds right now. They might want 
to consider paying a dividend. But they wonôt. Some companies 
believe they will eventually need their liquidity to generate more yield 
than the expected 8% from my example. In addition to this, paying 
dividends is also a way to make your stock attractive to 
investors. So if investors already like your company (think of Google 
or Apple for example), then there is no use in paying dividends right 
away because there is already a major interest in your stock. Through 

the promise of long-term growth, you are generating value to your 
investors, and therefore you donôt have to attract them with quarterly 
distributions. 

Why Some Companies Should Consider Dividend 
Payouts 

My guess is that we will see more companies starting to pay dividends 
or increasing their dividends as was the case in 2010. As I have 
mentioned before, the hunt for consistent payouts will eventually 
make dividend investing a bigger trend on the market during 
2011. In order to get traction on the stock market and because several 
companies are currently holding a huge amount of cash in their bank 
accounts or money market funds, dividend payouts will surely rise in 
2011. 

 

http://www.thedividendguyblog.com/why-dividend-investing-will-become-the-investment-trend-in-2011/
http://www.thedividendguyblog.com/why-dividend-investing-will-become-the-investment-trend-in-2011/
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Who decides on a dividend? 

The board of directors in the corporation holds the power when it 
comes to deciding on a dividend policy or dividend payment in 
general. The thought process is unique depending on the company 
and its current earnings/anticipated future stability. An important point 
to consider is that dividend payouts are not an obligation. Therefore, 
at any time, a company can decided to cut or hold their dividend 
payout.  

How does a dividend work? 

As previously mentioned, the cash dividend amount is commonly 
indicated in dollars per share. The amount of money you receive 
depends on how many shares you own. Dividends are either 
deposited in cash in your investment account or used to buy 
additional units/shares (under DRIP plan).  

Why Should You Look Into Dividend Investing? 

If you want to invest and make profit over time, dividend investing can 
be a very interesting strategy. When you invest, your primary goal is 
to eventually sell what you bought (company shares, mutual funds, 
ETF, etc.) at a higher price than you paid. Basically, you are looking to 
make money with your investment. 

If you hold regular company shares or mutual funds in your 
investment account, you must sell them to generate a profit. However, 
if you instead hold dividend paying company shares or dividend 

paying mutual funds, you will earn money while you are holding 
them in your investment account. 

Therefore, you have 2 ways to make money when you do dividend 
investing: 

#1 Earn capital gains by selling your investment at a higher 
price; or 

#2 Receive dividend payouts while you are holding them in your 
investment account. 

Is dividend investing different than òregular investingó? 

Dividend investing is not really different than any other normal 
investing strategies. You can invest in several investment vehicles 
such as: 

­ Company shares (also called stocks); 

­ Mutual funds; or 

­ Exchange Traded Fund (ETF). 

The only difference is that the titles you hold in your investment 
account are distributing a part of their profit to their owner (you!) over 
time. However, dividend investors have a few more factors to consider 
before making their move and this is what we are going to look at 
throughout this book. 

  

http://whatisdividend.com/what-is-a-drips-dividend-reinvestment-plan/
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Call to Action: Register for Free Investing Newsletters 
and Visit WhatIsDividend.com 

I now offer you the possibility to subscribe to 2 free investing 
newsletters: 

Intelligent Speculator newsletter and The Dividend Guy Blog 
newsletter. I author both of them with my partner. They will guide you 
in the world of investing by providing useful information, dividend 
stock ideas and news from our investing websites. 

You will also find basic dividend investing information at 
WhatIsDividend.com. I have created this free informational website 
to give you a complete insight into dividend investing. Feel free to take 
a look at this resource each time you are looking for more information 
about dividends. 

The Overall Process Before Investing 

Now, regardless if you have $1,000 or $10,000 (as mentioned by my 
reader), I believe the investment strategy should be the same. The 
only thing that more money gives you is the ability to buy into an 
appropriate asset allocation right away. With $1000, investments need 
to be purchased as more money comes in while building up to an 
appropriate asset allocation. 

Step 1: Park whatever money you have available for investing today 
into an Electric Orange from ING DIRECT  or other high yielding 
savings account. These accounts are safe and you will earn some 
interest on your money while you go through the next few steps. It is 
not time yet to start investing. The point at this stage is to build your 
saving habits and earn a few bucks in interest at the same time. 

Step 2: Stop thinking about making a quick buck in the stock market! 
Most beginner investors get lured into the promise of quick gains and 
many of the questions I hear are questions such as: ñhow do I make 
the most money in the least amount of time?ò  I donôt know how to 
legitimately turn $100 into $1,000,000. I donôt think anybody does.  If 
you have one, this eBook wonõt satisfy your greed obsession. As 
an investor, you need to start thinking in terms of years (at least five). 

Step 3: Start reading as much as you possibly can. Blogs are good 
and so are books. A couple books I would recommend to start out 
with are The Neatest Little Guide to Stock Market Investing  by Jason 
Kelly and The Little Book of Common Sense Investing: The Only Way 
to Guarantee Your Fair Share of Stock Market Returns. These books 
cover the basics of investing as well as good information on index 
funds-- which we will talk about in a couple of steps! Both books also 
discuss the concept of fees and investment performance. In a 
nutshell, avoid high fee mutual funds. Do you really want to feed some 
fat cat for trading through high management fees (attached to mutual 
funds)? You can learn how to trade on your own and put some 
serious money in your pockets. 

Step 4: Determine your risk profile and asset allocation. Your risk 
profile and the subsequent asset allocation you choose are the most 
important decisions that you will make in your investment journey. In 

http://www.whatisdividend.com/
http://www.intelligentspeculator.net/
http://www.thedividendguyblog.com/what-is-the-dividend-guy-blog-newsletter/
http://www.thedividendguyblog.com/what-is-the-dividend-guy-blog-newsletter/
http://www.whatisdividend.com/
http://www.tkqlhce.com/click-5230761-10281103
http://www.amazon.com/gp/product/0452295823/ref=as_li_tf_tl?ie=UTF8&tag=gatlitbylit-20&linkCode=as2&camp=1789&creative=9325&creativeASIN=0452295823
http://www.amazon.com/gp/product/0470102101/ref=as_li_tf_tl?ie=UTF8&tag=gatlitbylit-20&linkCode=as2&camp=1789&creative=9325&creativeASIN=0470102101
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short, your risk profile determines how much money you potentially 
feel comfortable losing over a year. The asset allocation is how you 
will invest your money between safer v. riskier investments. I came 
across a pretty cool asset allocation tool at the Smart Money website. 
Play around with that until you find an asset allocation that meets your 
needs. Remember, in step 3 I suggested reading as much as you can 
get a hold of ï look for books on asset allocation as well. One I 
recommend is The Intelligent Asset Allocator.  

Step 5: Start learning about individual dividend stocks. At this point in 
your journey I am going to bet that you have read that an individual 
investor does not need to move away from index funds ï individual 
stocks are not necessary. I donôt disagree with that, but I buy dividend 
stocks because I enjoy doing it and I enjoy getting those dividends all 
the time. As this bookôs goal is to guide you through dividend 
investing, we will not cover indexes or bonds (I need to leave some 
cool stuff aside for future books, donôt you think ;-) ). 

Step 6: Open up a brokerage account and start trading! There are 
literally thousands of options available. In Canada, I recommend 
Questrade as they have a simple trading platform and they are among 
the cheapest brokers in Canada. There are also brokerages available 
through all the major banks. Sharebuilder, Zecco, TradeKing 
OptionsHouse and Scottrade are among the best broker accounts in 
the US. 

 

 

Call to Action #2: Open a Savings Account 

Open an Electric Orange from ING DIRECT and set-up a monthly 
investment account. This will be your very first step towards investing. 
You canôt invest without money. That is why you need to build your 
nest egg right away! 

Investing Principles ð Learn the Basics 

This is a linear and complete view of my overall process. By the end 
of this section, you should have a very clear picture of how to manage 
your investment portfolio.  

To get things going, I want to list what I am calling ñThe Dividend 
Investor Code.ò This is a code of conduct, or principles so to speak, 
that you can use to guide your overall portfolio decisions. Why should 
you listen to what I say? It is true that I am not Warren Buffet. 
However, I have made enough money with my investments to buy my 
first house. Through my adventure, Iôve made some really good trades 
and some really bad ones. While the first ones got me a house, the 
latter taught me what I know about investing. This is how I build my 
investing code. 

The code is based on research and proven investing ñbest practices.ò 
This is actually a safer code than mine, but the goal here is not to 
speculate on stocks but instead to build a strong passive income 
generator investment portfolio. 

òI buy dividend stocks because ê I enjoy 

getting those dividends all the timeó 

http://www.smartmoney.com/investing/basics/investors-allocate-assets-balance-portfolios-at-smartmoneycom-12958/
http://www.amazon.com/gp/product/0071362363/ref=as_li_tf_tl?ie=UTF8&tag=gatlitbylit-20&linkCode=as2&camp=1789&creative=9325&creativeASIN=0071362363
http://www.questrade.com/campaigns/affiliate_open_account.aspx?refid=TheFinancialBlogger&amp;a_bid=53eb7326
http://track.linkoffers.net/a.aspx?foid=2647458&fot=9999&foc=1
http://www.tkqlhce.com/click-5230761-10603842
http://track.linkoffers.net/a.aspx?foid=2607386&fot=9999&foc=1
http://track.linkoffers.net/a.aspx?foid=2599735&fot=9999&foc=1
http://track.linkoffers.net/a.aspx?foid=2630644&fot=9999&foc=1
http://www.tkqlhce.com/click-5230761-10281103
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Here they are (please stand up and read them out loudéeven if you 
are in the bus!) 

Overall principle: To conserve investment capital through the 
selection of a sound and diversified portfolio 

To achieve this I will: 

1. Pick an appropriate and well diversified asset allocation and stick 
with it through thick and thin; 

2. Invest passively ï Select solid dividend stock payers and hold them 
for years as opposed to actively trading stocks on a monthly basis; 

3. Generate a reliable and growing stream of income from dividend 
stocks; 

4. Only invest in companies I understand (If there is one thing you 
need to remember from Warren Buffet, it is this!); 

5. Buy only companies that are selling at a discount; 

6. Only invest in companies that are dominant in their industry; 

7. Only invest in companies that have strong fundamentals (EPS 
(Earning Per Share), Revenue, ROE (Return on Equity), etc.); 

8. No individual stock holding should make up more than 10% of your 
overall portfolio; 

9. If a company cuts its dividend, then immediately sell that stock and 
move money to another dividend growth stock (according to asset 
allocation); 

Risk Profile 

Risk is a crazy thing. Take on too much and you either crash and burn 
or you make out like a bandit. Take on too little and you get frustrated 
youôre not making money (have you looked at the certificate of deposit 
rate recently?). The ñtrickò is figuring out a happy medium you will be 
comfortable with. I have spent some time determining what my risk 
profile is. 

For a definition of the most common risk profiles, see this post here. 
There are a lot of tools on the web to help determine risk profiles, but 
the one that I like the best is at the TIAA-CREF website. It is quick 
and the results work.  

For example, my results from the tool are presented below ï I am 
classified as ñAggressiveò, which means: 

ñYou can tolerate volatility and significant fluctuations in the value of 
your investment because you realize that historically, equities perform 
better than other types of investments. Youôre looking for long-term 
capital growth and are less concerned with shorter term volatility.ò 

http://www.thedividendguyblog.com/investment-risk-profiles/
https://ais4.tiaa-cref.org/asstallocguidance/nsjsp/start.do
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This profile does not mean that I will not hold any fixed income assets 
in my portfolio ï only that the majority of my portfolio will be focused 
on equities.  

Your risk profile is going to set the framework for decisions down the 
road, especially in terms of asset allocation. This will determine if you 
will be comfortable having a higher percentage of your portfolio in 
equities as opposed to fixed income assets. The best investing 
strategy is always the one that helps you sleep well at night. 

 

 

Call to action #3: Know Your Risk Profile 

 

Go to the TIAA-CREF website and complete the questionnaire. Donôt 
do it in a heartbeat. Take some time to think about it. Then, do this 
additional investor profile questionnaire from Charles Schwab. Both 
questionnaires should lead you to the same answer. 

Asset Allocation 

Selecting an asset allocation means you are putting your risk profile to 
work in a way that balances risk and reward in your overall portfolio. It 
is also the factor that contributes the most to a portfolioôs return. Read 
that again. It is also the factor that contributes the most to a portfolioôs 
return. To illustrate this, think of investing like a funnel: 

This funnel is derived from research presented by Ken Fisher in his 
book, The Only Three Questions That Count. 70% of investment 
returns come from an investorôs asset allocation and only 10% comes 
from the security selection. 

The right asset allocation balances the volatility (i.e. standard 
deviation or risk) in a portfolio with the expectation of certain returns. 
At first, you should take on as little risk as possible--just enough to 
allow you to beat the anticipated market returns over time (this is 

https://ais4.tiaa-cref.org/asstallocguidance/nsjsp/start.do
http://www.schwab.com/cms/P-778947.6/InvestorProfileQuestionnaire_119872.pdf?cmsid=P-778947&cv11
http://www.amazon.com/gp/product/0470292679/ref=as_li_tf_tl?ie=UTF8&tag=gatlitbylit-20&linkCode=as2&camp=1789&creative=9325&creativeASIN=0470292679
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where dividend investing comes into play). There is a great deal of 
research that has been done to identify what these optimal asset 
allocations are. I like William Bernsteinôs work to determine the right 
asset allocation.  

Coming up with an asset allocation does not need to be overly 
complex. An individual can choose to hold as few as 1 investment 
product or as many as they want to cover his or her asset allocation. 
They key is finding something that you can manage and keep track of.  

For example, for a balanced investor with a small portfolio, your asset 
allocation should look like this: 

­ 10% in cash (ING account) 

­ 35% invested in bonds 

­ 55% invested in dividend stocks  

Keep it Simple 

In my opinion, dividend stocks should be held 50% in equity and 50% 
in fixed income. Because of their double nature, I would be tempted to 
say that my dividend holdings represent an investment at 50% in fixed 
income and 50% in equities. Dividend paying stocks are usually less 
volatile than non-dividend paying stocks and they generate a steady 
cash flow for the shareholder. On the other hand, shares will also 
appreciate upon good news in the market. This is why I think it should 
be considered as a balanced investment. 

In fact, if you want to have a ñsaferò or a ñmore aggressiveò dividend 
portfolio, you can manage your asset allocation per investing sector: 

­ Basic Materials; 

­ Communications; 

­ Consumer, cyclical; 

­ Consumer, non-Cyclical; 

­ Energy; 

­ Financial; 

­ Industrial; 

­ Technology; 

­ Utilities; 

For example, if you concentrate more on utilities, you should have a 
ñsaferò portfolio, as several utility companies are paying approximately 
the same dividend payout ratio and these companies are very stable 
in their payments. Conversely, consumer cyclical can experience a lot 
more growth during an economic recovery. 

As for me, I am not buying bonds right now because I think dividend 
stocks are better than bonds. Therefore, I would rather have a 
ñbalancedò portfolio with dividend stocks than have 50% of my 
investments in bonds paying low interest. Depending on your investor 
profile and age, bonds can be a good thing (if you are looking for a 
heavily stable portfolioépaying very little interest).  

The most important thing I do to manage my portfolio is to ensure that 
my actual asset allocation tracks my target asset allocation. At least 
once a year, I will rebalance my portfolio. Since I tend not to sell index 
funds, I use additional funds deposited into my accounts to purchase 
my way to the target allocation. 

Next, letôs cover the sexy part of investing: the building of a portfolio.  

http://www.amazon.com/gp/product/0071362363/ref=as_li_tf_tl?ie=UTF8&tag=gatlitbylit-20&linkCode=as2&camp=1789&creative=9325&creativeASIN=0071362363
http://www.thedividendguyblog.com/dividend-stocks-vs-corporate-bonds/
http://www.thedividendguyblog.com/dividend-stocks-vs-corporate-bonds/
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Call to action #4: Determine Your Asset Allocation 

This is now the time to determine how much you want to invest in 
dividend stocks as compared to other asset classes. If you are 
building your first portfolio, I strongly suggest you keep it simple: 

­ Bonds (government bonds, ETF bonds or certificate of deposit); 
and 

­ Equity (US and Canadian dividend stocks);  

Then, itôs only a matter of putting the right percentage in front of it. It 
must be in line with your investor profile (i.e. call to action #3)  
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Chapter #2: Looking at the Engine of 

Your  Never Ending Money Distributor ð 

Build Your Core Portfolio With Dividend 

Stocks 

In the first chapter, we discussed some basic investing principles 
along with risk tolerance and asset allocation models. I didnôt want to 
start off with dividend investing right away, as I wanted to make sure 
you have some basic investment knowledge. If you are looking for 
safer investment strategies (such as bonds and certificate of deposits) 
or how to select the right ETFôs; I wonôt cover them in this book. The 
rest of the book will be about building a dividend stock portfolio. 

You were probably wondering when I would get to talking about 
dividend growth stocks, right? It took me more than 3,700 words but 
now is the time! I choose to invest in individual dividend paying 
securities that consistently increase their dividends in both the U.S. 
and Canada. I do this as opposed to using index funds because I love 
the investment selection process and the reward I get when I see 
dividend payments grow and my portfolio value correspondingly 
increase. I know this goes against William Bernsteinôs investment 
philosophy, but it is a risk I choose to take. 

In this section, I am going to talk about how to do an initial screen for 
dividend stocks and some of the tools I use. 

There are literally thousands of stocks available to choose from. Not 
all stocks pay dividends however, and not all stocks are good 
investments in general (not by a long shot!). When building a portfolio 

and looking for stocks to further analyze, there are a couple of places 
I believe dividend investors can look to get started. These are the 
resources and tools that I use to screen for dividend stocks in my 
investment process. But first, letôs take a look at the Dividend Key 
Ratios: 

Before investing in any stocks, you must look at the companyôs 
financial ratios carefully. When we talk about dividend investing, we 
add in a few more ratios to look at: 

Dividend Ratio #1: Dividend Yield Ratio 

This is a simple dividend ratio to understand but still very important. 
The dividend yield is the percentage of return you earn from the stock 
you bought. Therefore, if you invest $1,000 in a stock that has a 
dividend yield of 3%, you will earn $30 from the dividends per year. 

How to calculate the dividend yield ratio 

You can usually obtain this information from any investing websites. 
However, you can also calculate it. Hereôs an example: 

­ Company name: Johnson & Johnson 

­ Company ticker: JNJ (on the American stock market) 

­ Stock price: $59.69 

­ Annual dividend payout: $2.16 

­ Dividend yield (annual dividend payout/stock price) = 
($2.16/$59.69) = 3.62% 
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Quick guideline on Dividend yield: must be over 3%. Personally, I like 
when I buy a dividend stock giving me something in return. Low 
dividend stocks (under 3%) donôt count as ñdividend stocksò under my 
own definition. 

Dividend Ratio #2  

Dividend 1 year Growth Ratio 

The dividend 1 year growth ratio will tell you if the company has 
recently increased or cut its dividend (you can read more about 
dividend increases and dividend cuts). This is interesting information 
as it provides you with an idea of the management teamôs perception 
of the future of the company. If the dividend 1 year growth ratio is 
positive (letôs say 5%), this means that the company likely believes it 
will be able to maintain its dividend payout in the future. Conversely, a 
dividend 1 year growth negative would reflect a dividend cut, which 
leads to potential financial problems over the short term (for example. 
BP cut its dividend back in 2010 when their pipeline broke and 
created one of the most devastating oil leaks in history). 

How to calculate the dividend 1 year growth ratio 

You can usually calculate the 1 year growth ratio by taking the prior 
yearôs dividend payout and the present yearôs dividend payout. For 

example, if a company paid a $1 dividend per share last year and is 
now paying a $1.10 dividend per share, your 1 year dividend growth is 
10%. 

Quick guideline on dividend 1 year growth ratio: It must be positive 
(5% and up is better, but do note that in some years you may have no 
dividend increases. 

Dividend Ratio #3  

Dividend 5 years Growth Ratio 

This is exactly the same idea as the dividend 1 year growth ratio. 
What is interesting with the 5 year dividend growth ratio is that you 
can see a clear trend in the dividend payout. If the 5 year growth is 
similar to the 1 year growth, this means that the company has the 
habit of systematically increasing its dividend, year after year. 

You can find the best dividend payers (companies that have been 
increasing the dividend for more than 5 years) from the following list: 

­ Dividend Aristorcrats list 

­ Dividend Champions list 

­ Dividend Acheivers list  

Quick guideline on dividend 5 years growth ratio: must be over 5% 
(then you know that you have a consistent increase in your dividend 
payout). 

 

òQuick guideline on dividend 1 year growth 

ratio: must be positive.ó 

http://whatisdividend.com/dividend-aristocrats-list/
http://whatisdividend.com/dividend-champions-list/
http://whatisdividend.com/dividend-achievers-lists/
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Dividend Ratio #4 

Dividend Payout Ratio 

The dividend payout ratio (DPR) is very important as it gives you a 
clear indication of whether or not the company will be able to maintain 
its dividend payout. 

How to calculate the Dividend Payout Ratio 

Hereôs the ratio formula: 

DPR = Dividends Per Share / Earning Per Share  

For example, if a company paid out $1 per share in annual dividends 
and had $3 in EPS, the DPR would be 33% ($1 / $3 = 33%). Another 
way to get the same ratio is to calculate: 

Dividends / Net income 

In the end, what is important is to understand if 33% DPR is high or 
low. I personally prefer a dividend payout ratio under 75% (and aiming 
usually for 50% or lower). This means that the company has a lot of 
room to maintain its dividend in the future. 

Quick guideline on dividend payout ratio: must be below 75%. 

 
 

Dividend Ratio #5: Earning Growth 

The logic behind looking at earning growth is to know (again) if the 
company will be able to maintain its dividend. Earnings are defined as 
revenues minus costs, minus taxes. In other words, earnings are what 
is left in cash in the company (e.g. what is left to be distributed as a 
dividend or reinvested). If earnings grow then your chances of seeing 
a dividend increase grow as well. 

Quick Guideline on earning growth: must be positive.  

 

 

Call to action #5: Take a Second Look at the Dividend 
Lists 

Use the following list and take a look at the stocks you can find there: 

­ Dividend Aristorcrats list 

­ Dividend Champions list 

­ Dividend Acheivers list  

Review the key dividend ratio across those charts and look for 
companies you understand. If you donôt understand how the 
companyôs main market works, then how can you know if it is a strong 
investment? 

 

http://whatisdividend.com/dividend-aristocrats-list/
http://whatisdividend.com/dividend-champions-list/
http://whatisdividend.com/dividend-achievers-lists/
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How to Find Good Dividend Stocks 

It is one thing to look at financial ratios, but itôs another when it comes 
down to finding good dividend stocks. If you look at them one by one, 
it could take you a lifetime. This is why I will point you to a few ways to 
find the stocks you are looking foré 

Go with the bests: Dividend Aristocrats 

The dividend aristocrats are companies on the S&P 500 Index that 
have carried through with the idea of consistently increasing the 
dividends offered to investors for at least 25 years. 

Consistently may be a term thatôs thrown around too casually. In this 
case it is meant in its literal sense. The records are checked for every 
dividend payment over the last 25 years to ensure that they have 
increased each time consistently. 

This is essentially a very exclusive list. Think about how many 
companies on the market were not even around 10 years ago, let 
alone 25 years ago. The list signifies that these are well established 
companies with steady growth over time. 

Why are the dividend aristocrats so unique? 

Itôs extremely rare for a company to increase its dividend payout to 
investors for a long period of time, especially for a period as long as 
25 years. This is a list for companies that have clearly displayed the 
ability to survive the various market swings that have occurred over 

the last 25 years. Not only have these companies survived, they have 
thrived. 

A warning about dividend aristocrats for young investors 

Just because a company is on this exclusive list doesnôt mean that itôs 
a must-buy stock. It simply means that they have been able to 
increase their payout to shareholders. You donôt want to find yourself 
overpaying for stocks just because a company is on this list. 

You must also keep in mind that these companies may not offer as 
much growth in terms of stock appreciation. They will offer you a 
steady return over time, but the stock may not increase as much as 
that of an up and coming company on the stock market. 

Dividend Achievers and Champions 

Since the Dividend Aristocrats represent a very selective list, there are 
2 other great dividend lists you can crawl to find your next stock to 
buy. 

The dividend achiever list has been created by Mergent inc, a leading 
provider of business and financial data. Founded in 1900, Mergent 
specializes in data analysis of publicly listed companies. They are 
tracking all U.S., companies to determine which stocks can be 
included in their valuable dividend list. 

The reason why the dividend achiever list was created was to track a 
larger number of stocks compared to the dividend aristocrats. 

http://whatisdividend.com/dividend-achievers-lists/
http://www.mergent.com/
http://whatisdividend.com/dividend-aristocrats-list/
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In fact, in order to be considered as a dividend achiever, a company 
must raise its dividend for at least 10 consecutive years. The goal of 
this dividend list is to identify the best dividend stocks with regards to 
consecutive dividend raise. 

The Dividend Champion List has been created and maintained by 
David Fish. He is the executive editor of The Moneypaper Newsletter 
and co-manager of the MP 63 fund (Symbol: DRIPX). 

This list is by far the most complete and detailed dividend list offered 
for free (and updated monthly). It provides quality information such as 
number of years of dividend raise, dividend yield, company sectors, 
ex-dividend date, etc. The complete list is provided here. 

Another interesting point is that the dividend champion list is divided in 
3 main categories: 

#1 Dividend Champion (about 99 companies) 

Those companies have been increased their dividend payout for at 
least 25 consecutive years. 

#2 Dividend Contenders (about 135 companies) 

The second list includes companies that have been raising their 
dividend payout for 10 to 24 years. They are the next to become 
Dividend Champions. 

 

 

#3 Dividend Challengers (about 202 companies) 

The third list contains companies that have been increasing their 
dividend for 5 to 9 years in a row. 

For each category, you are also able to see just how many 
consecutive years the company has been increasing their dividends. 
Some of them are pretty impressive (11 companies have been 
increasing their dividend for more than 50 years!). 

How to use a Stock Screener 

The above mentioned list should be enough for you to find what you 
are looking for. I like searching through those lists because they are 
maintained by professionals and contain valid information. However, if 
you want to do your own stock screening, there are free resources 
you can use. 

Another tool I use to identify dividend stocks for further analysis is the 
Fin Wiz Stock Screener. This is a free stock screener that allows 
investors to input reams of criteria to come up with a list of stocks to 
do further analysis on. Here are the criteria I use to filter stocks: 

Descriptive 

­ Dividend Yield:  over 3% 

  

http://whatisdividend.com/dividend-champions-list/
http://seekingalpha.com/author/david-fish
http://dripinvesting.org/tools/tools.asp
http://finviz.com/screener.ashx
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Fundamental 

­ P/E ratio: Under 15 

­ EPS Growth this year: positive 

­ EPS growth next year: positive 

­ EPS growth past 5 years: positive 

­ Sales Growth past 5 years: over 5% 

­ Payout Ratio: Under 70% 

I wish this stock screener would present dividend growth over 1 year 
and 5 years but unfortunately that data is not available with a free 
screener. 

These are the three resources I consider when utilizing a list of stocks 
to complete further analysis on. However, I do not simply buy off the 
lists. I do further fundamental analysis on each and every stock I 
consider buying.  

 

 

Call to Action #6: Play with the screener 

 

Use Fin Wiz Stock Screener and start looking at different stocks. 
Once you have played with the stock screener for a sufficient amount 
of time (and completed call to action #5), you will have some 
investing opportunities in mind. Note them in an excel spread sheet. 
Keep track of the data mining you just did (include financial ratios).  

How To Build Your Own Dividend Stock Analysis 
Template 

In order to build your own dividend stock analysis template, I suggest 
you start with my template and add what you think could be 
interesting for you. You might want to see if it fits in your dividend 
asset allocation or instead look more into the company management 
team. The possibilities are endless. However, I would suggest you 
keep a simple dividend stock analysis template so you can run 
several stocks through the tool.  This will help ensure you make good 
decisions. 

So hereôs how I think I will present my dividend stock analysis: 

The Company Stock Description 

Write down what the company does as you would describe it to a 
friend. Find out about their markets, their products, their strengths and 
their weaknesses. Understand the industry. If you donôt understand 
how the industry works (e.g. what is important to look at, specific 
consideration, how balance sheet should be analysed), you should 
look into it more prior to looking at the stock itself. 

Stock Graph 

I use a 5 year stock chart showing ñmoving average.ò It gives me the 
overall trend of the stocks over the most recent economic cycle. 
Dividend stocks are obviously more interesting when they are trading 
on an upwards trend. If you use Google Finance, you can also get the 
dividend payment on the graph. 






































