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Ir srrAREHoLDEnS owN A coRPoRATroN,
ARE THEY ENTITLEP TO SOI\/IE OT THE

PROFITS?
If you buy a stock and watch its price rise, it's exciting, but your profit is
only realized when you actually sell it. Keep in mind that capital gains and
net proceeds cannot be computed and are not assured until the stock is
actually sold. However, your stock portfolio can earn income before you sell

your shares. Remember, a shareholder is an owner of a corporation. As own-
ers, shareholders are entitled to their portions of the corporation's profit.
Profit split among shareholders is called a . Money received from
dividends is . Dividends are usually paid annually or
quarterly. The board of directors of the corporation sets the dividend for
one share of stock. For major public corporations this can be found under a

column headed "Div" in newspaper or online stock tables. Your total divi-
dend depends on the number of shares you own. Some corporations do
not pay a dividend because the proflt is being used to improve or grow the
corporation. Some corporations do not pay a dividend because they have
no proflt. They are operating at a loss. Stocks that pay dividends are called

, because they provide their owners with income.
Some people buy income stocks which pay dividends for the addi-

tional income. The of a stock is the percentage value of the dividend,
compared to the current price per share. Investors use the yield to compare
theiidividend income to the interest they could have made if they put the
money in the bank instead of buying the stock. Other investors are not
concerned with dividend income. Instead, they want to buy low and sell

high. Stocks that are bought for this reason are called - A

stock can be both an income and a growth stock.
Stocks are also classified as or

Preferred stockholders receive their dividends before common stockhold-
ers do, and they usually receive a set dividend which does not frequently
change. Common stockholders receive dividends only when the board of
directors elects to issue these dividends. Additionally, if a company goes

out of business, preferred stockholders are entitled to assets and earnings of
the company, ahead of common stockholders-

Key Terms
. dividend
. dividend income
. income stock
o yield
o growth stock

o preferred stock
o common stock

' co{porate bond
. face value
o matures

0bjectives
Understand
the concept of
shareowners
splitting the
profit of the
corporation they
own.

Co m pute
dividend income.

Compute the
yield for a given
stock.

Compute the
interest earned
on corporate
bo nds.
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Dividend payments are mailed to shareholders or electronically
transferred to their accounts. Dividend payments can range in value
from a few cents to thousands of dollars, because they depend on how
much the dividend is and how many shares are owned. Remember that
dividends are not guaranteed and can be cut or eliminated if the com-
pany decides they need the money. Although, most companies do not
like to cut dividends and disappoint shareholders.
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If your stock pays a dividend, you want to make sure the amount
you are receiving is correct. You also want to be aware of how

dividend income compares to the bank interest you could
have made if you decided to put the money in the bank
instead of buying the stock.

Roberta is considering purchasing a common stock that pays
an annual dividend of $2.13 per share. If she purchases 700
shares for $45.L6 per share, what would her annual income be
from dividends?

$fft[.lTl8N The price paid per share is not needed to com-
pute the annual dividend. To find the annual income from
dividends, multiply the number of shares by the annual divi-

dend per share.

Isriiru

O LEAH-ANNETHOMPSON, 2OOg/USED UNDER LICENSE FROM
SHUTTERSTOCK.COM

Income from dividends : Number of shares x Dividend per share

: 700 x 2.13 : l,4gl
The annual income from dividends is $1,491.

T CHEGK YOUR UNDERSTANDING
Jacques purchased x shares of a corporation that pays a y dollar
annual dividend. What is his annual dividend income, expressed
algebraically?

Elyse owns 2,OOO shares of a corporation that pays a quarterly dividend
of $0.51 per share. How much should she expect to receive in a year?

SSLUTlSil,l First, compute her quarterly dividend by multiplying the
total number of shares by the quarterly dividend per share.

Income from dividends : Number of shares x Dividend per share

: 2,OOO x 0.5L : I,O2O

To find the amount she should expect to receive in a year, multiply by 4.

I,O2O x 4 :4,080
Elyse should receive $4,080 in a year.
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I CHECK YOUR UNDERSTANDING
Monique owns x shares of stock. The quarterly dividend per share is

y dollars. Express Monique's annual dividend amount algebraically.

Yield
To find the yield of a stock, write the ratio of the annual dividend per
share to the current price of the stock per share and convert to a percent.
A yield can change even when a dividend amount does not because the
price of the stock changes frequently.

Kristen owns common stock in Max's Toy Den. The annual dividend
is $1.40. The current price is $57.40 per share. What is the yield of the
stock to the nearest tenth of a percent?

S0LUTI0N Write the yield as a fraction. Then convert the fraction to
a decimal. Finally write the decimal as a percent.

Yield :
Annual dividend per share

Current price of one share

: ffi* 0.0243902, or 2.439oo/o

The yield is about 2.4o/o.

I CHECK YOUR UNDERSTANDING
You bought x shares of a stock for $y per share. The annual dividend
per share is $d. Express the percent yield algebraically.

One share of BeepCo preferred stock pays an annual dividend of $1.20.
Today BeepCo closed at $34.50 with a net change of -$0.50- What was

the stock's yield at yesterday's closing price?

S$LUTI$N Use today's close and the net change to find yesterday's close.

Today's close + Opposite of net change 34.50 - (-0.50) : 35

Yesterday's close was $35.00.

Yield : t?
= O.O3429, or 3.4o/o

At yesterday's close, the yield was about 3.4o/o.

I CHECK YOUR UNDERSTANDING
One share of Skroy Corporation stock pays an annual dividend of
$1.55. Today Skroy closed at x dollars with a net change of +0.40.

Express the yield at yesterday's close algebraically.

Dividend Income



A stock paid an annual dividend of $2.I4. The stock split Z-for-L What
is the annual dividend after the split?

S0LUTION After a Z-for-! split, there are twice as many shares out-
standing, so divide the dividend by 2: 2.14 * 2 : 1.07. The new
annual dividend per share is $ l.O7 .

I CHECK YOUR UNDERSTANDING
A corporation was paying a $2.10 annual dividend. The stock
underwent a 3-for-2 split. What is the new annual dividend per share?

Corporate Bonds
Buying stock has risk and rewards. If you do not want to take a signifi-
cant risk, you can invest in corporate bonds. A corporate bondls a
loan to a corporation. The corporation agrees to pay the bondholder back
with interest, much like a bank does to customer with money on deposit.
The interest is usually paid annually or semiannually. Usually, corpoirate
bonds are for $1,000 or $5,000. This amount is the face value and is the
amount paid when the bond matures. Bondholders do not share in any
profits, and they do not own part of the corporation. Investors that buy
bonds enioy less risk and have less potential rewards.

The maturity date of a bond is a date in the future when the prin-
cipal invested will be repaid to the investor The time to maturity ian
be a short period or as long as 30 years. Upon maturity, an inveitor will
receive the amount originally invested back from the corporation. Bonds
that take longer to mature generally pay a higher interesf rate.

Adam bought a $1,000 corporate bond in the Labate Corporation.
The bond pays 5.7o/o interest per year. How much does Adam receive in
interest each year from this bond?

SCILUTI0N To find the annual interest, first convert the percent to an
equivalent decimal.

5.7o/o: 0.057

Then, multiply the interest expressed as a decimal by the face value.

Multiply interest by 1,000 0.052 x 1,000 : 57
Adam receives $57 in annual interest.

T CHECK YOUR UNDERSTANDING
If Adam holds the bond from Example 6 for 1L years, how much will
he receive in total interest?
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1. Based on what you learned about dividends, why are non-dividend
stocks compared to baseball cards?

2. Years 4Bo, Home Depot had an annual dividend of $0.90. If you
owned 4,000 shares of Home Depot, how much did you receive

annually in dividends?

3. Barnes and Noble had a $1.00 annual dividend during 2008. If you
owned 500 shares of Barnes and Noble, how much did you receive

on a quarterly dividend check?

4. lf you own r shares of a stock with an annual dividend of p dollars,

express the amount of your quarterly dividends algebraically.

5. The quarterly dividend for Tiffany, a iewelry company, was $0.17
during the second quarter of 2008. What was the annual dividend
for 2,000 shares?

6. Mike owned 3,000 shares of Merck Corporation and received a quar-

terly dividend check for $I,140. What was the annual dividend for
one share of Merck?

7. Jeanowned x shares of a corporation and received a quarterly divi-
dend check f.or y dollars. Express the annual dividend for one share

algebraically.

8. The Walt Disney Company paid a $0.35 annual dividend on a day it
closed at a price of $33.86 per share.

t. What was the annual dividend for 500 shares?

b. What was the quarterly dividend for 500 shares?

c. Express the yield as a fraction.
d. What was the yield to the nearest tenth of a percent?

9. you own k shares of a stock that is selling for x dollars per share. The

quarterly dividend is y dollars per share.

;. Express the annual dividend for one share algebraically.
b. Express the annual dividend for all k shares algebraically.

c. Express the yield as an algebraic fraction.

1O. The spreadsheet on the right can be used to compute the
yield. Write the formula that can be used to compute the yield
in cell C2.

L1. The Black Oyster Corporation is going out of business. All of
the corporate assets are being sold. The money raised will be

split by the stockholders. Which stockholders, the common or
preferred, receive money first?

ss

A B c

1 i:

2 37 .t2 1.51

3 L.77 -:'l '

4 65.29 2.OL
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Last
Price

For Exercises 12-1..5, round answers to the
nearest tenth of a percent.

L2. The table gives the last price and the annual
dividend for L5 corporations. Compute the
yield for each corporation.

13. The Revreg Corporation pays an annual
dividend of $L.60 per share. On Friday it
closed at $44 per share with a net change of
+0.35. The dividend did not change.
8r. What was the yield on Friday?
b. At what price did Revreg close on

3M Co

Alcoa, Inc
American Express Co

American International Group, Inc
AT&l Inc
Bank of America Corp
Boeing Co

Caterpillar, Inc.
Chevron Corp

Citigroup, Inc.
Coca-Cola Co/The
El Du Pont de Nemours & Co
Exxon Mobil Corp

7 6.90
4L.57
46.15
34.91
39.5 1

33.87
82.I3
83.19

LOO.42

2I.64
57 .44
47.63
90.43

2.OO

0.68
0.72
0.80
1.60
2.56
1.60
r.44
2.60
L,28
t,52
L.64
1.60

C.

d.

Thursday?
What was the yield at Thursday's close?
Thursday's net change was +L.22.
At what price did Reverg close on
Wednesday?

€. If the dividend was $1.60 on Wednesday, what was the yield at
Wednesday's close?

f. Look at the yields for wednesday, Thursday, and Friday. They are
decreasing. Explain why this decrease is not "bad, news,, to the
investor who owns stock in Revreg.

1.4. The Zeescore corporation pays an annual dividend of $2 per share.
On Wednesday it closed at $6L per share with a net change of -0.85.
The dividend remaine d at $2 for a yeaL
?. What was the yield on Wednesday?
b. At what price did Zeescore close on Tuesday?
c. What was the yield on Tuesday?
d. Tuesday's net change was -L.96. Atwhat price did Zeescore close

on Monday?
€. What was Monday's yield?
f. Look at the yields for Monday, Tuesday, and wednesday. They are

increasing. Explain why this increase is not ,,good news,, to the
investor who owns stock in Zeescore.

15. Sascha owns stock in Lewis Corp and she bought a $1,000 corporate
bond. The bond pays 6.340/o annual interest.
fl. How much will Sascha receive in annual interest?
b. How much will Sascha receive in interest if she holds the bond

for 14 years?
c. Sascha's stock is worth $46 per share, and it pays a $2 annual

dividend. What is the yield?
d. Which is higher, the yield on the stock or the interest rate on the

bond?
e. How much does Lewis corp. pay to sascha when the bond

matures?

16. Stock in Happy's Burger Chain was selling for $54.24 per share, and
it was paying a $2.46 annual dividend. It underwent a 3-for-1 split.
a. what was the new price of one share after the split?
b. If you owned 2OO shares before the split, how many shares did

you own after the split?
c. Following the same pattern, what was the annual dividend per

share after the split?
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