
C
 

 

 

 

Smart Tax

 
A
a
p
  
 
E
p
 
 
s
 
P
E
r
t
 
 
a
c
d
 
F
W
d
T
y
t
 
 
p
 

Clien
x, Business &

One B

As of this w
accounts, m
prospects for

In es
Equity marke
possibility of

Given
some protect

Paying Divid
Equity mark
risk-reward o
those that did

This 
ample cash 
condition co
dividend pay

Floor and C
Whereas div
deliver solid
That’s the yi
yields of 3%
territory and 

Divid
payouts. 

nt Bu
& Planning Ide

Bridge Plaza N

writing, it ap
money marke

r substantial 

sence, relati
ets have bee
f solid gains

n this enviro
tion against a

dends 
kets are noto
odds in your
dn’t pay divi

seems reaso
flow—enou

ould be favo
youts might s

Ceiling 
vidend payin
d returns. Th
ield for the b

% or more. W
is already o

dends can g

ulleti
eas from you

N, Suite 275, F

Invest

ppears that 2
et funds, an
increases. S

ively low-ris
en rising sinc
. 

onment, whe
a steep decli

oriously diffi
r favor. Duri
idends.  

onable beca
ugh to distr
ored by inv
stem panicke

ng stocks m
e yield on th

broad index, 
When an inve

n the way to

row, too. In

in 
r friends at S

SAP

Fort Lee, NJ 0

ing In 20

2018 may b
nd other sa

Stock market

sk places to 
ce early 2009

ere might inv
ine? One pos

icult to pred
ing recent b

ause dividen
ribute some
estors in sto
ed selling. 

may offer so
he benchmar
so some of 

estment start
o possible ro

ndeed, many

Sapient CPA!

IENT CPA LLC

7024 | (201) 

 

018: Divi

be a difficult
avings vehic
t indexes, on

put your m
9, so the cha

vestors go f
ssibility is in

dict. Neverth
ear markets,

nd paying co
e profits to 
ormy econo

ome protecti
rk Standard 
the large com
ts with such 
bust returns

y public com

C 

468‐6441 ph

dend Sto

t year for in
cles are ext
n the other ha

money this ye
ance of a pul

for opportun
n the stock m

heless, divid
, dividend p

ompanies m
investors. 

omic weathe

ion during 
& Poor’s 5

mpanies inc
a payout, it
. 

mpanies hav

one | www.s

ocks  

nvestors. Yi
tremely low
and, are at o

ear appear to
llback may b

nities for resp
market. 

dend paying 
payers genera

may be enter
Companies 

er, and the 

down mark
00 Index cu

cluded in the
’s less likely

ve long histo

sapientcpa.co

ields on bon
w, with que
or near record

o offer scan
be just as gre

pectable retu

stocks migh
ally fared be

rprises that 
in strong 

prospect of 

ets, they al
urrently is ne
 index have 

y to fall into 

ories of rais

om 

nds, bank 
estionable 
d levels. 

nt returns. 
eat as the 

urns with 

ht tilt the 
etter than 

generate 
financial 

f ongoing 

so might 
early 2%. 
dividend 
negative 

sing their 



Client Bulletin 
 
 
 

2 

 Example: Nancy King is a widow who depends on investment income for her lifestyle. She 
invests $50,000 in shares of GHI Corp., currently paying a 4% dividend, or $2,000 a year. If GHI raises 
its annual dividend to $2,500 over the next few years, Nancy will collect a 5% return on her initial 
investment. 
 
 In addition, qualified dividends (see Trusted Advice box) receive favorable tax treatment. 
Nancy, in a low tax bracket in our example, could owe 0% on qualified dividends. Other taxpayers owe 
15% or, for those in the highest ordinary tax bracket, 20%. These rates are lower than ordinary income 
tax rates. 
 
Go with a Pro 
It’s true that dividend paying stocks can offer many advantages. However, investing in equities carries 
risks; even the most established company, with excellent management, can see its share price tumble in 
a broad selloff. Selecting individual dividend paying stocks can require thorough research and portfolio 
monitoring. 
 
 Therefore, many investors prefer to invest in mutual funds or ETFs that focus on dividend 
stocks. There are dozens of such funds available, with portfolio managers who are responsible for stock 
selection. Other funds track a custom index of dividend paying stocks. Dividend stock funds tend to fall 
into two broad categories: 
 

 High payout. Some funds are designed to pay higher yields than the S&P 500, perhaps 3% or 
4%. They may use “dividend capture” strategies, buying funds just before a dividend payout. 
High dividends may be appealing, but a robust payout can indicate a relatively low share price 
due to concerns about the company’s growth prospects. 

 Dividend growth. These funds may have yields similar to the S&P 500 or lower. However, the 
stocks they hold are chosen because the companies have enjoyed growing earnings along with 
rising dividends and are considered likely to continue such profitability.  

 
Quality Counts 
Dividend oriented investors may hold individual stocks, specialized funds, or a combination. They aim 
to own successful, profitable companies that will provide a steady stream of cash flow, bull market or 
bad. There’s no magic about dividend paying stocks and there have been instances in which a dividend 
cut has been followed by a plunging stock price. Still, buying successful companies that pay appealing 
dividends is one way to approach equity investing this year, with current prices at lofty levels. 
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Trusted Advice 
 
Qualified Dividends 
 

 Most stock dividends paid to U.S. investors are qualified dividends that are subject to the low 
0%, 15%, and 20% tax rates. 

 To be qualified dividends, the dividends must be paid by a domestic corporation or a foreign 
corporation that meets certain requirements (a qualified foreign corporation).  

 To get the low rates, investors must hold onto a stock for more than 60 days during the 121 day 
period, which begins 60 days before the ex dividend date.  

 The ex-dividend date is the first day of trading when the buyer of a stock is no longer entitled to 
the most recently announced dividend payment. If the ex-dividend date is December 12, a 
December 11 buyer would receive the latest dividend, but a December 12 buyer would not 
receive it. 


