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Dividends have been in existence since the 16th century, when sailing ship captains in
Holland and Britain began selling the payoffs of financially motivated voyages to
investors. Since 1956, dividends have contributed approximately one-third of the total
equity return of the S&P/TSX Composite Index, with capital appreciation contributing twothirds. Today, most investors are aware that sustainable dividend income and the
potential for capital appreciation are both important to total return expectations. Exhibits
1 and 2 illustrate this effectively and show the historical importance of dividends.
Exhibit 1: Dividends and the Compounding Effect
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Source: S&P Dow Jones Indices. Data from January 1, 1956 to August 31, 2012. Charts are provided for illustrative purposes.
Past performance is no guarantee of future results. This chart may reflect hypothetical historical performance. Please see the
Performance Disclosure at the end of this document for more information regarding the inherent limitations associated with
back-tested performance.

Exhibit 2: Percentage of Annualized Total Returns of the S&P/TSX Composite From
Dividends
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Source: S&P Dow Jones Indices. Data from January 1, 1956 to August 31, 2012. Charts are provided for illustrative purposes.
Past performance is no guarantee of future results. This chart may reflect hypothetical historical performance. Please see the
Performance Disclosure at the end of this document for more information regarding the inherent limitations associated with
back-tested performance.
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The Importance of Dividends in Today’s Macroeconomic Environment
With the introduction of QE3 by the Federal Reserve, investors have continued to seek
yield in speculative-grade corporate bond funds. High-yield bond funds attracted inflows
of USD 3.36 billion the week of September 19, 2012, swelling assets of the five largest
junk-bond ETFs to USD 32 billion, a 57% increase since speculative bond ETFs were
introduced five years ago. 1 The implications of this trend are two-fold.
First, high demand has resulted in a shortage of speculative-grade bonds in the market.
As a result, institutional investors seeking high-yield corporate bonds have turned to
ETFs to help fill their mandates. 2
Equity-based income is an
important area for investors to
look at in the current
macroeconomic environment.

Higher demand has also pushed down the effective yields on junk bonds in the U.S. from
an average of 9.97% in 1997 to 6.48% on October 10, 2012. 3 This may cause some
investors to wonder if they are being adequately compensated for the risk they are taking.
One asset class currently trading inexpensively compared to high-yield bonds is stocks.
A standard measure typically used to compare equity returns to other asset classes is
earnings yield. Looking at earnings yield may help determine whether or not the return is
commensurate with the additional risk borne by equities versus another asset class. In
the case of U.S. equities, earnings yield is often measured by the trailing twelve-month
earnings of the S&P 500® divided by its index level.
Exhibit 3 illustrates the difference in earning yields (since 2002) between the Barclays
Corporate High Yield Bond Index and the S&P 500. Currently, the earnings yield on the
S&P 500 (6.8%) is only slightly greater than the high-yield bond index (6.5%) 4; making
high-yield bonds the most expensive they have ever been relative to equities over the
past 10 years.
Exhibit 3: Difference in Yield between the Barclays Corporate High Yield Bond
Index and the Earnings Yield of the S&P 500
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Sources: Bloomberg, Barclays, SeekingAlpha. Data from October 31, 2002 to September 28, 2012. Charts are provided for
illustrative purposes. Past performance is no guarantee of future results.

Second, although the appetite for high-yield corporate bonds remains strong, allocations
away from this asset class are starting to occur. According to data compiled by
JPMorgan Chase & Co., speculative-grade funds suffered two straight weeks of
significant outflows of USD 309 million and USD 892 million respectively ending the week
of October 1, 2012. 5 This may indicate a concern about inflation risk. One way to reduce
this risk is by shifting into assets whose values tend to rise along with improving
economic conditions. Exhibit 4 below illustrates the sensitivity in market values of varying
income-producing assets to interest rate movements as measured by the Canadian 101
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Year Bond rate. For example, for every 1% increase in the Canadian 10-year bond rate,
U.S. high-yield bonds values would have fallen by 3.1% over the time period studied. In
contrast, Canadian dividends would have gained between 4.1% and 5.2%.
Exhibit 4: Betas of Various Asset Classes Computed with Respect to the Canadian 10-Year
Government Bond
Canadian Government Bonds
Canadian Corporate Bonds
U.S. High Yield Bonds
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Source: S&P Dow Jones Indices and PC-Bond, a business unit of TMX Group Inc. Total return (TR) data for Equity and
Dividend indices is from January 30, 2004 to September 28, 2012 and compared to CAD 10 year Government Rates. Bond
duration is as of September 28, 2012. Canadian Government Bond 10 year rates with changes in returns of Canada Select
Dividends, Canadian Dividend Aristocrats, U.S. Select Dividends, and U.S. Dividend Aristocrats from January 30, 2004 to
September 28 2012. Charts are provided for illustrative purposes. This chart may reflect hypothetical historical performance.
Please see the Performance Disclosure at the end of this document for more information regarding the inherent limitations
associated with back-tested performance. Representative indices used for equity and preferred asset classes are as follows:
Canadian Aristocrats Dividends are represented by S&P/TSX Canadian Dividend Aristocrats Index (TR), Canada Select
Dividends are represented by the Dow Jones Canada Select Dividend Index (TR), U.S. Dividend Aristocrats cad-hedged are
represented by S&P High Yield Dividend Aristocrats Index CAD-Hedged (TR) , U.S. Dividend Aristocrats are represented by
S&P High Yield Dividend Aristocrats Index (TR), and the U.S Dividend Select is represented by the Dow Jones U.S. Select
Dividend Index (TR). Modified bond durations are represented as follows: Canadian Government Bonds is represented by DEX
Universe All Government Bond Index, Canadian Corporate Bonds is represented by DEX Universe All Corporate Bond Index
and U.S. High Yield Bonds is represented by Barclays Capital U.S. High-Yield Very Liquid Index (CAD-hedged).

This leads to a third point to consider: the upside participation and downside protection
dividends have historically provided. As illustrated in Exhibit 5, reinvested dividends and
dividend income have both provided not only protection but critical, steady cash flow
during down markets. Conversely, they have also allowed for participation in rising
markets without sacrificing yields or returns.
Exhibit 5: Price and Total Returns and Dividend Income in Up Market Years
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Source: S&P Dow Jones Indices, Data from December 1991 to September 2012. Up market years are those years where the
S&P/TSX Composite (“the market”) had a positive annual return on a price return basis. Charts are provided for illustrative
purposes. Past performance is no guarantee of future results.
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Exhibit 6: Price and Total Returns and Dividend Income in Down Market Years
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Source: S&P Dow Jones Indices. Data from January 1991 to September 2012. Down market years are those years where the
S&P/TSX Composite (“the market”) had a positive annual return on a price return basis. Charts are provided for illustrative
purposes. Past performance is no guarantee of future results.

Two Dividend Exposures Compared
The S&P/TSX Canadian Dividend Aristocrats and Dow Jones Canada Select Dividend
indices are designed to measure the performance of dividend-paying companies traded
in Canada. Due to their unique construction, their performance, risk/return and sector
characteristics can differ.

Index Construction and its Impact on Sector Exposure Over Time
Since its inception on December 5, 2005, sector exposures for the Dow Jones Canada
Select Dividend Index have remained relatively stable over time and through various
economic cycles (see Exhibit 7). The index has consistently had large concentrations in
financials, energy and telecommunications, a representation similar to that of the
Canadian market place, which tends to be heavily concentrated in financials, energy and
materials. Smaller sectors such as consumer staples, healthcare and information
technology have historically had little to no representation. A focus on a relatively small
number of 30 high-paying dividend stocks, an individual security cap weighting of 10%
and annual re-weightings have all contributed to a steady sector representation over
time.
This is in contrast with the S&P/TSX Canadian Dividend Aristocrats Index, whose sector
exposures have moved more dynamically. Launched on October 16, 2007, the S&P/TSX
Canadian Dividend Aristocrats Index reweights its constituents quarterly, has only a
minimum requirement of 40 constituents rather than a target maximum and has an 8%
constituent weighting for individual securities. Until January 2012, the S&P/TSX
Canadian Dividend Aristocrats constituents were also required to follow a managed
dividend policy of increasing dividends each year for each of the prior five years.
As a result, during the financial crisis, the index quickly shed many stocks such as
financials, which held their dividend rates rather than increased them, a departure from
the historical trend. As can be seen in the following exhibits, this resulted in sharp
reduction in allocation to financials throughout 2010. The index methodology was
recently amended to include securities that have maintained the same dividend for a
maximum of two consecutive years within a five-year period of increasing dividends,
which may change the index’s response to a similar economic downturn going forward.
January 2013

4

Practice Essentials Canada | The Role of Dividends in Income Portfolios

This change reflects S&P Dow Jones Indices’ ongoing effort to ensure that investable
indices remain liquid and tradable for those products based on indices such as the
S&P/TSX Canadian Dividend Aristocrats Index.
Exhibit 7: Sector History for the Dow Jones Canada Select Dividend Index
(December 2007 - September 2012)

Source: S&P Dow Jones Indices. Data from December 2007 to September 2012. Charts are provided for illustrative purposes.
Past performance is no guarantee of future results.

Exhibit 8: Sector History for the S&P/TSX Canadian Dividend Aristocrats Index
(December 2007 - September 2012)

Source: S&P Dow Jones Indices. Data from December 2007 to September 2012. Charts are provided for illustrative purposes.
Past performance is no guarantee of future results.

Another unique characteristic of the S&P/TSX Canadian Dividend Aristocrats Index
construction is its minimum constituent requirement. Since there is no ceiling on the
number of securities in the index, there is broader sector representation across Canada 6
including the information technology and consumer staples sectors.

6
As defined by The Global Industry Classification Standard or GICs, which was developed by, and is the exclusive property of,
Standard & Poor's and MSCI. GICS is the trademark of Standard & Poor's and MSCI. Global Industry Classification Standard
(GICS) and GICS Direct are service marks of Standard & Poor's and MSCI.
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Index Construction and its Impact on Yield
Yield is a distinguishing feature between these two indices. The S&P/TSX Canadian
Dividend Aristocrats Index has delivered 4.63% on average since 2005, which is slightly
higher than the Dow Jones Canada Select Dividend Index at 4.34%. However, due to
differences in index methodology, these two indices have produced dissimilar income
streams during the last two years, with the S&P/TSX Canadian Dividend Aristocrats
Index generating a 3.8% yield versus 4.6% for the Dow Jones Canada Select Dividend
Index. The Dow Jones Canada Select Dividend Index, with its continued focus on
financials, has produced higher yields post-crisis
The less dynamic nature of the
Dow Jones Canada Select
Dividend Index, with its
continued focus on financials,
has produced higher yields postcrisis, which may be a
consideration for those investors
who are most concerned with
income.

Exhibit 9: Dividend Yields Over Time
(Both indices have delivered consistently higher yields than the benchmark over the last few years.)
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Source: S&P Dow Jones Indices. Monthly dividend yield data from November 30, 2005 to September 28, 2012. Charts are
provided for illustrative purposes. Past performance is no guarantee of future results. This chart may reflect hypothetical
historical performance. Please see the Performance Disclosure at the end of this document for more information regarding the
inherent limitations associated with back-tested performance.

Performance and Risk Return Characteristics
Yield comes with a price. A comparison of these two indices over time illustrates that in
the long run, the S&P/TSX Canadian Dividend Aristocrats Index outperforms on both an
annualized and risk-adjusted return basis. Its focus is on stocks with a managed
dividend policy versus a high dividend paying strategy, which may indicate a bias to
companies that have both growth and value characteristics. This means that these
companies reward shareholders with both dividends and capital gains by reinvesting
more company earnings than high dividend paying stocks.
Exhibit 10: Performance of the S&P/TSX Canadian Dividend Aristocrats and Dow Jones
Canada Select Dividend Indices
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Source: S&P Dow Jones Indices. Data from September 30, 2002 to September 28, 2012. Charts are provided
for illustrative purposes. Past performance is no guarantee of future results. This chart may reflect hypothetical
historical performance. Please see the Performance Disclosure at the end of this document for more
information regarding the inherent limitations associated with back-tested performance.
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Exhibit 11: Performance Characteristics of the S&P/TSX Canadian Dividend Aristocrats Index,
Dow Jones Canada Select Dividend Index and the S&P/TSX Capped Composite Index
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Source: S&P Dow Jones Indices. Data from November 30, 2005 to September 28, 2012. Charts are provided
for illustrative purposes. Past performance is no guarantee of future results. This chart may reflect hypothetical
historical performance. Please see the Performance Disclosure at the end of this document for more
information regarding the inherent limitations associated with back-tested performance.

Conclusions
In summary, dividends have historically provided portfolios with attractive yields and total
returns, allowing investors to participate in growth markets while achieving protection in
down markets. Dividend-paying stocks uniquely provide both capital gains and income,
which for investors with long-term horizons, may be critical to achieving their portfolio
objectives. In the current low interest rate environment, stock valuations are generally
seen as inexpensive when compared to speculative-grade corporate bonds. Given their
historical tendency to increase in value during economic growth periods, dividends may
continue to play an important role.
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Performance Disclosure
The inception date of the S&P/TSX Composite (the “Index”) was January 3, 1977, at the market close. All information presented prior to the index
inception date is back-tested. Back-tested performance is not actual performance, but is hypothetical. The back-test calculations are based on the
same methodology that was in effect when the index was officially launched. Complete index methodology details are available at
www.spindices.com.
The inception date of the S&P/TSX Canadian Dividend Aristocrats Index (the “Index”) was October 16, 2007, at the market close. All information
presented prior to the index inception date is back-tested. Back-tested performance is not actual performance, but is hypothetical. The back-test
calculations are based on the same methodology that was in effect when the index was officially launched. Complete index methodology details are
available at www.spindices.com.
The inception date of the Dow Jones Canada Select Dividend Index (the “Index”) was December 5, 2005, at the market close. All information
presented prior to the index inception date is back-tested. Back-tested performance is not actual performance, but is hypothetical. The back-test
calculations are based on the same methodology that was in effect when the index was officially launched. Complete index methodology details are
available at www.spindices.com.
The inception date of the S&P High Yield Dividend Aristocrats Index (the “Index”) was November 9, 2005, at the market close. All information
presented prior to the index inception date is back-tested. Back-tested performance is not actual performance, but is hypothetical. The back-test
calculations are based on the same methodology that was in effect when the index was officially launched. Complete index methodology details are
available at www.spindices.com.
The inception date of the S&P High Yield Dividend Aristocrats Index CAD Hedged (the “Index”) was November 9, 2005, at the market close. All
information presented prior to the index inception date is back-tested. Back-tested performance is not actual performance, but is hypothetical. The
back-test calculations are based on the same methodology that was in effect when the index was officially launched. Complete index methodology
details are available at www.spindices.com.
Past performance of the Index is not an indication of future results. Prospective application of the methodology used to construct the Index may not
result in performance commensurate with the back-test returns shown. The back-test period does not necessarily correspond to the entire available
history of the Index. Please refer to the methodology paper for the Index, available at www.spdji.com or www.spindices.com for more details about
the index, including the manner in which it is rebalanced, the timing of such rebalancing, criteria for additions and deletions, as well as all index
calculations. It is not possible to invest directly in an Index.
Another limitation of back-tested hypothetical information is that generally the back-tested calculation is prepared with the benefit of hindsight.
Back-tested data reflect the application of the index methodology and selection of index constituents in hindsight. No hypothetical record can
completely account for the impact of financial risk in actual trading. For example, there are numerous factors related to the equities (or fixed
income, or commodities) markets in general which cannot be, and have not been accounted for in the preparation of the index information set forth,
all of which can affect actual performance.
The Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow Jones Indices LLC maintains the
Index and calculates the Index levels and performance shown or discussed, but does not manage actual assets. Index returns do not reflect
payment of any sales charges or fees an investor may pay to purchase the securities underlying the Index or investment funds that are intended to
track the performance of the Index. The imposition of these fees and charges would cause actual and back-tested performance of the
securities/fund to be lower than the Index performance shown. As a simple example, if an index returned 10% on a US $100,000 investment for a
12-month period (or US$ 10,000) and an actual asset-based fee of 1.5% was imposed at the end of the period on the investment plus accrued
interest (or US$ 1,650), the net return would be 8.35% (or US$ 8,350) for the year. Over 3 years, an annual 1.5% fee taken at year end with an
assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US$ 5,375, and a cumulative net return of 27.2%
(or US$ 27,200).

Want more? Sign up to receive complimentary updates on a broad
range of index-related topics and events brought to you by S&P Dow
Jones Indices.
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Disclaimer
Copyright © 2013 by S&P Dow Jones Indices LLC, a subsidiary of McGraw Hill Financial, Inc., and/or its affiliates. All rights reserved. Standard &
Poor’s, S&P and S&P 500 are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of McGraw Hill Financial,
Inc. Dow Jones is a registered trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”). Trademarks have been licensed to S&P Dow
Jones Indices LLC. Redistribution, reproduction and/or photocopying in whole or in part are prohibited without written permission. This document
does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective affiliates
(collectively “S&P Dow Jones Indices”) do not have the necessary licenses. All information provided by S&P Dow Jones Indices is impersonal and
not tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its
indices to third parties. Past performance of an index is not a guarantee of future results
It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments
based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other investment vehicle
that is offered by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones Indices
makes no assurance that investment products based on the index will accurately track index performance or provide positive investment returns.
S&P Dow Jones Indices LLC is not an investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of
investing in any such investment fund or other investment vehicle. A decision to invest in any such investment fund or other investment vehicle
should not be made in reliance on any of the statements set forth in this document. Prospective investors are advised to make an investment in any
such fund or other vehicle only after carefully considering the risks associated with investing in such funds, as detailed in an offering memorandum
or similar document that is prepared by or on behalf of the issuer of the investment fund or other investment vehicle. S&P Dow Jones Indices LLC
is not a tax advisor. A tax advisor should be consulted to evaluate the impact of any tax-exempt securities on portfolios and the tax consequences
of making any particular investment decision. Inclusion of a security within an index is not a recommendation by S&P Dow Jones Indices to buy,
sell, or hold such security, nor is it considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public from sources
believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, model, software or
other application or output therefrom) or any part thereof (Content) may be modified, reverse-engineered, reproduced or distributed in any form by
any means, or stored in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall not be
used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P Dow
Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are
not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS
PROVIDED ON AN “AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES,
INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE,
FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT
THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Dow Jones Indices Parties
be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses,
legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in connection with any use of the Content even if
advised of the possibility of such damages.
To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain
regulatory purposes, S&P Ratings Services reserves the right to assign, withdraw or suspend such acknowledgement at any time and in its sole
discretion. S&P Dow Jones Indices, including S&P Ratings Services disclaim any duty whatsoever arising out of the assignment, withdrawal or
suspension of an acknowledgement as well as any liability for any damage alleged to have been suffered on account thereof.
Affiliates of S&P Dow Jones Indices LLC may receive compensation for its ratings and certain credit-related analyses, normally from issuers or
underwriters of securities or from obligors. Such affiliates of S&P Dow Jones Indices LLC reserve the right to disseminate its opinions and
analyses. Public ratings and analyses from S&P Ratings Services are made available on its Web sites, www.standardandpoors.com (free of
charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P
Rating Services publications and third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
S&P Dow Jones Indices keeps certain activities of its business units separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain business units of S&P Dow Jones Indices may have information that is not available to
other business units. S&P Dow Jones Indices has established policies and procedures to maintain the confidentiality of certain non-public
information received in connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities,
investment advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or
other economic benefits from those organizations, including organizations whose securities or services they may recommend, rate, include in
model portfolios, evaluate or otherwise address.
DEX Universe All Government Bond Index and DEX Universe All Corporate Bond Index DEX Universe All Corporate Bond Index are trademarks of
TSX Inc. “Barclays Capital” and “Barclays Capital Inc.” are registered trademarks of Barclays Capital.
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