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Incorporating Free Cash Flow 
Yield in Dividend Analysis 
DIVIDENDS – A POTENTIAL SOURCE OF INCOME AND 

HEDGE AGAINST MARKET VOLATILITY 

The importance of dividend investing is a widely studied topic by academics 

and market participants alike.  Our own research has shown that dividends 

are a key contributor to equity returns.  Nearly half of the total return of the 

S&P 500® came from the reinvestment of dividends and the effect of 

compounding over the 28-year period ending December 2016 (see Exhibit 

1).  From 1928 to 2016, dividend income return contributed 43% of the 

monthly total return of the S&P 500.  According to a study done by Robert 

Arnott, for over 200 years, ending in 2002, the U.S. stock market generated 

an average 7.9% total return on an annualized basis,1 with dividend 

reinvestment contributing 5% per year. 

In addition to contributing to total return, dividends can also act as a 

cushion in down markets.  Numerous studies have demonstrated that 

dividend-paying companies have historically exhibited less relative 

downside risk2 3 and take less time to regain losses, therefore delivering 

higher risk-adjusted returns over the long-term investment horizon. 

Exhibit 1: Dividends as a Major Contributor to Total Return  

 
Source: S&P Dow Jones Indices LLC.  Data from December 1988 to December 2016.  Past 
performance is no guarantee of future results.  Chart is provided for illustrative purposes. 

 
1  R Arnott.  “Dividends and the Three Dwarfs.”  2003. 

2  A Ang, J Chen, and Y Xing.  “Downside Risk.”  2005 

3  K Fuller and M Goldstein.  “Do Dividends Matter More in Declining Markets?”  2005. 
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Our own research confirms that equity markets tend to reward dividend 

payers over non-dividend payers, with the former outperforming the latter 

on average.  Between December 1990 and June 2017, dividend payers 

generated higher risk-adjusted return than non-payers and the market (see 

Exhibit 2).4  Over a longer time horizon, the outperformance is even more 

pronounced.  In a study of a 90-year return history of dividend payers and 

non-dividend payers, dividend-paying stocks accumulated over three times 

the terminal wealth when compared with non-dividend payers5. 

Exhibit 2: Dividend Payers Offered Higher Risk-Adjusted Returns Than Non-
Dividend Payers 

Dividend payers and non-dividend payers are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Chart is provided for illustrative purposes. 

Higher-Dividend-Yielding Stocks Generate Higher Returns 

Over the one-year period ending June 2017, S&P 500 member companies 

paid out USD 430 billion in dividends, representing 44% of their total 

earnings.  The size of dividend payments alone should not be used to 

determine the value of dividends.  The figure ignores the size of the 

companies, the price market participants pay to receive that income, and 

the sustainability of the payout figure.  Dividend yield, measured as 

dividends divided by current share price, shows how much dividends are 

paid out relative to share price without indicating the quality of dividends.  In 

a study6 conducted by Professor J. Siegel, the top 20% of the highest-

dividend-yielding stocks in the S&P 500 produced an annualized return of 

 
4  We created two portfolios based on stocks’ dividend distribution policy.  Taking from S&P 500 member stocks, one portfolio was 

constructed with only dividend payers and the other was formed with non-dividend paying stocks.  The portfolios were reconstituted every 
six months and stocks were equal weighted. 

5  Ploutos.  “Do Dividend Stocks Outperform?”  2016. 

6  J. Siegel.  “The Future for Investors: Why the Tried and the True Triumph Over the Bold and the New”  2005, pp. 127. 
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14.27% between 1957 and 2002, higher than the return of 11.19% from the 

S&P 500.  Our own research also shows that high-dividend-yielding stocks 

generated higher returns than their low-dividend-yielding peers.  The top 

quintile, which represents the top 20% of the highest-dividend-yield stocks, 

provided higher returns with lower volatility than the bottom-quintile stocks 

from December 1990 to June 2017 (see Exhibit 3).  However, as other S&P 

Dow Jones Indices studies have shown78, the top quintile stocks do not 

always have the highest Sharpe ratio among all the quintiles after taking 

volatility into consideration.   

Exhibit 3: Quintiles by Dividend Yield  

FACTOR QUINTILE 1 QUINTILE 2 QUINTILE 3 QUINTILE 4 QUINTILE 5 S&P 500 

Annual Return (%) 12.47 12.49 12.20 11.48 11.26 10.07 

Annual Volatility (%) 15.97 13.75 14.84 14.23 16.35 14.17 

Sharpe Ratio 0.61 0.70 0.64 0.61 0.52 0.52 

Top and bottom quintiles are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Table is provided for illustrative purposes. 

FREE CASH FLOW – A BETTER ASSESSMENT FOR A 

COMPANY’S STRENGTH IN CASH 

It is evident that dividend payers can produce attractive returns in the long 

run.  However, a company bearing high dividend yield may not necessarily 

be in a financial condition to pay dividends for a number of reasons.  First, 

a high dividend yield could be the result of decreasing stock price.  Second, 

profitability is an accrual accounting concept, and does not carry the same 

strength as cash flow in terms of a company’s solvency and liquidity.  A 

company can be profitable but have little cash available.  As dividends are 

paid in cash, it is important to evaluate the source and sustainability of the 

dividends.  Companies with sufficient cash have better opportunities to 

maintain and expand their business while paying out persistent or growing 

dividends.  

To determine the level of potential dividend sustainability, we need to 

evaluate if dividends are covered by the cash generated from the 

company’s operating activities and how much cash is available, which is 

the concept of free cash flow.  Free cash flow can be defined as cash flow 

from operating activities minus capital expenditures, which is the amount 

that a company spends on purchasing properties, plants, and equipment 

(PP&E) for business needs.  A company can use excess cash to distribute 

dividends, pay off debt, buy back stocks, or expand the business.  Positive 

or growing free cash flows often indicates sustainable or growing profits.  

 
7  P. Luk.  “The Beauty of Simplicity: The S&P 500 Low Volatility High Dividend Index” S&P Dow Jones Indices, 2015. 

8  L. Zeng and P. Luk.  “How Smart Beta Strategies Work in the Hong Kong Market” S&P Dow Jones Indices, 2017. 

Companies with 
sufficient cash have 
better opportunities to 
maintain and expand 
their business while 
paying out persistent or 
growing dividends. 

https://www.spindices.com/documents/research/research-the-beauty-of-simplicity-the-sp-500-low-volatility-high-dividend-index.pdf
https://spindices.com/documents/research/research-how-smart-beta-strategies-work-in-the-hong-kong-market.pdf
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On the other hand, negative or decreasing free cash flows could mean that 

a company does not have adequate cash to support its operational growth. 

Stocks With a Higher Free Cash Flow Yield Provide Higher Returns 

With high free cash flow possibly indicating a strong, healthy balance sheet, 

we tested to see if free cash flow yield, defined here as annual free cash 

flow per share divided by stock price, contains any meaningful return 

information.  Our investment thesis is that all else being equal, a company 

with a higher free cash flow yield will deliver higher free cash income for 

each U.S. dollar invested and is preferable to one with a lower free cash 

flow yield. 

We divided the S&P 500 universe into quintiles based on free cash flow 

yield.  As shown in Exhibit 4, the top-quintile stocks generated an 

annualized return of 15.7% from December 1990 to June 2017, exceeding 

the rest of the quintiles and outperforming the overall market by an average 

of 3.6%.  Although the bottom two quintiles demonstrated sound 

performance, with average annualized returns of 11.0% and 8.6%, 

respectively, they both fell short when compared with the overall equity 

market, as shown in Exhibit 5. 

Exhibit 4: Annualized Returns by Free Cash Flow Yield in Quintiles 

 
Quintiles 1-5 are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Chart is provided for illustrative purposes. 
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The top-quintile stocks 
by free cash flow yield 
generated an 
annualized return of 
15.7% from December 
1990 to June 2017, 
exceeding the rest of 
the quintiles and 
outperforming the 
overall market by an 
average of 3.6%. 
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Exhibit 5: Excess Return by Free Cash Flow in Quintiles 

 
Quintiles 1-5 are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Chart is provided for illustrative purposes. 

The risk/return tradeoff is clearly seen in the top three quintiles, as higher 
returns are associated with higher risk taken by the portfolios.  However, 
accepting more risk did not bring in better return for the bottom two quintile 
portfolios. 

Exhibit 6: Annualized Volatility by Free Cash Flow Yield in Quintiles 

 
Quintiles 1-5 are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Chart is provided for illustrative purposes. 

The top-quintile portfolio, which comprises the securities with the highest 

free cash flow yield, outperformed the underlying universe nearly 75% of 

the time, displaying the highest hit rate among all of the quintile portfolios 

(see Exhibit 7).  Securities in Quintile 1 also had the highest hit rate during 

bull markets.  During down markets, we saw less favorable performance 

from the Quintile 1 portfolio; the portfolio only outperformed the market 50% 

of the time. 
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risk taken by the 
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Exhibit 7: Hit Rate of Quintiles by Free Cash Flow Yield in Up and Down Markets 

PORTFOLIO 
% OF TIME PORTFOLIO OUTPERFORMED THE S&P 500 

ALL MARKETS UP MARKETS DOWN MARKETS 

Quintile 1 72 78 50 

Quintile 2 62 61 67 

Quintile 3 68 59 100 

Quintile 4 42 32 75 

Quintile 5 38 32 58 

Quintiles 1-5 are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Table is provided for illustrative purposes. 

INCORPORATING FREE CASH FLOW WITH DIVIDEND YIELD 

As we previously noted, stocks with high dividend yield have historically 

exhibited higher average returns, and stocks with high free cash flow yield 

had similar desirable performance behavior over the long term.  Since each 

yield metric contains return information, we further explored the relationship 

between the two factors. 

Using the same period, we examined the return correlation between 

dividend yield and free cash flow yield—calculated as the correlation 

coefficient of the return from the top-quintile portfolio minus the return from 

the bottom-quintile portfolio.  The negative correlation between factor 

returns indicates that combining dividend yield and free cash flow yield in a 

multifactor framework can potentially offer diversification benefits (see 

Exhibit 8). 

Exhibit 8: Return Correlation Between Dividend Yield and Free Cash Flow Yield  

FACTOR DIVIDEND YIELD FREE CASH FLOW YIELD 

DIVIDEND YIELD 1.00 -0.12 

FREE CASH FLOW YIELD -0.12 1.00 

Note: Quintiles 1-5 and the Dividend and Free Cash Flow Yield portfolio are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Table is provided for illustrative purposes. 

We constructed a hypothetical large-cap portfolio, which incorporated 

dividend yield and free cash flow yield, to explore whether a combined 

portfolio offers more desirable risk/return characteristics than the pure 

dividend yield and cash flow yield portfolios. 

To form the multifactor portfolio, we first standardized the dividend yield and 

free cash flow yield data for each security in the universe by calculating the 

z-score.  To reduce outlier impact, the data was winsorized.9  The z-scores 

of the dividend yield and free cash flow yield for each stock were then 

transformed to cumulative normal distribution from 0 to 1 to form the final 

 
9  For a stock with fundamental data positioning outside of the top or bottom 2.5 percentile ranks, its value is replaced with the value at the top 

or bottom 2.5 percentile ranks. 

The negative 
correlation between 
factor returns indicates 
that combining dividend 
yield and free cash flow 
yield in a multifactor 
framework can 
potentially offer 
diversification benefits. 
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dividend yield score and free cash flow yield score.  The product of the two 

scores gave us an integrated multifactor value to form security selection.  

Exhibit 9 shows the returns of ranked quintile portfolios by multifactor value.  

We can see that returns predicted by the integrated value are consistent 

with the performance indicated by dividend yield and free cash flow yield 

when used separately.  It comes as no surprise that the combined Quintile 

1 portfolio, which also had the highest excess returns, outperformed the 

broader market by an average of 6.03% per year, compared with 

annualized excess returns of 0.10% and 3.57% from the first quintile 

portfolios ranked by pure dividend yield and free cash flow yield, 

respectively. 

Exhibit 9: Annualized Excess Return Over S&P 500 by Quintile  

PORTFOLIO 
COMBINED 

FACTORS (%) 
PURE DIVIDEND 

YIELD (%) 
PURE FREE CASH 

FLOW YIELD (%) 

Quintile 1 6.03 0.10 3.57 

Quintile 2 5.13 -0.03 1.72 

Quintile 3 0.04 -0.05 1.46 

Quintile 4 -12.05 -0.76 -1.32 

Quintile 5 -13.51 -0.64 -3.37 

Quintiles 1-5 are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Table is provided for illustrative purposes. 

Incorporating cash flow yield into dividend portfolios does not result in lower 

yield.  The Quintile1 portfolio also had the highest dividend yield (see 

Exhibit 10), with an average annual yield of 3.8% during the period.  This 

high dividend yield is supported by an average free cash flow yield of 

12.9% for the quintile, compared with the overall universe average free 

cash flow yield of 7.1%. 

Exhibit 10: High Dividend Yield Is Supported by Adequate Cash 

 
Quintiles 1-5 are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to December 2016.  Past 
performance is no guarantee of future results.  Chart is provided for illustrative purposes. 

The Quintile 1 portfolio, which consists of the highest multifactor value, has 

demonstrated the most significant outperformance over the universe.  

Hence, a strategy can be formed to invest in only the Quintile 1 securities.  

By conducting contribution analysis, we further explored the investment 
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value of this strategy.  Exhibit 11 shows that the financials, utilities, and 

industrials sectors were the top three contributors to return, all with around 

0.2% for a monthly average over the period.  However, a heavy sector 

concentration is observed.  On average, stocks from the financials sector 

dominated 23.35% of the Quintile 1 stocks, followed by utilities (17.33%) 

and consumer discretionary (13.57%).  While defensive sectors such as 

utilities tend to have a more stable performance through economic cycles, 

sectors such as financials are more sensitive to economic cycles and tend 

to fluctuate more in up and down markets. 

Exhibit 11: Financials Sector Dominates the Top Quintile  

SECTOR 
MONTHLY 
AVERAGE 

WEIGHT (%) 

MONTHLY 
AVERAGE TOTAL 

RETURN (%) 

MONTHLY AVERAGE 
CONTRIBUTION TO 

RETURN (%) 

Consumer Discretionary 13.57 1.29 0.14 

Consumer Staples 6.86 1.20 0.09 

Energy 3.62 0.75 0.04 

Financials 23.35 1.13 0.22 

Health Care 2.97 0.62 0.03 

Industrials 11.36 1.34 0.17 

Information Technology 3.28 0.86 0.06 

Materials 7.54 1.51 0.11 

Real Estate 2.52 0.67 0.03 

Telecommunication Services 4.54 0.66 0.05 

Utilities 17.33 0.87 0.18 

[Unassigned] 3.05 1.26 0.04 

Quintile 1 is a hypothetical portfolio. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Table is provided for illustrative purposes.  Shaded rows 
represent the sectors that had the highest concentration and monthly average contribution to return. 

Empirical studies10 11 12 have suggested that sector diversification can help 

reduce volatility and positively influence risk-adjusted return.  To achieve 

diversified sector exposure, we selected the top five stocks in each sector 

based on their integrated value, and weighted equally.  As shown in Exhibit 

12, the modified sector allocation led to an improvement in risk-adjusted 

return.  The sector-diversified portfolio (shown in dark blue) had better risk-

adjusted return than all the quintile multifactor portfolios. 

 
10  R Weiss.  “Global Sector Rotation: New Look at an Old Idea.”  1998. 

11  S Baca, B Garbe, and R Weiss.  “The Rise of Sector Effects in Major Equity Markets.”  2000. 

12  M Brière and A Szafare.  “Factors and Sectors in Asset Allocation: Strong Together?”  2017. 

While defensive sectors 
such as utilities tend to 
have a more stable 
performance through 
economic cycles, 
sectors such as 
financials are more 
sensitive to economic 
cycles and tend to 
fluctuate more in up 
and down markets. 
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Exhibit 12: Sector Diversification Improves Risk-Adjusted Return 

CATEGORY 
QUINTILE 

1 
QUINTILE 

2 
QUINTILE 

3 
QUINTILE 

4 
QUINTILE 

5 

SECTOR-
DIVERSIFIED 
PORTFOLIO 

S&P 500 

Return (%) 14.91 13.63 12.43 11.71 10.27 15.57 9.90 

Risk (%) 17.26 13.20 13.25 13.90 15.70 15.35 14.29 

 

 
Quintiles 1-5 and the sector-diversified portfolio are hypothetical portfolios. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to December 2016.  Past 
performance is no guarantee of future results.  Chart is provided for illustrative purposes. 

The sector-diversified portfolio outperformed the S&P 500 over the short- 

and long-term investment horizons (see Exhibit 13).  On a rolling 12-month 

basis, the portfolio outperformed 74% of the time, through all market 

conditions.  The multifactor portfolio had better returns in market downturns, 

outperforming during all the downside markets on a rolling 5- and 10-year 

basis. 

Exhibit 13: Sector-Diversified Portfolio Versus the S&P 500 

 
The sector-diversified portfolio is a hypothetical portfolio. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to June 2017.  Past 
performance is no guarantee of future results.  Chart is provided for illustrative purposes. 
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On a rolling 12-month 
basis, the portfolio 
outperformed 74% of 
the time through all 
market conditions. 
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The sector-diversified portfolio, on average, displayed higher dividend yield 

than the market (3.71% versus 1.96%), showing the benefit of sector 

diversification.  In addition, the portfolio demonstrated a strong tilt toward 

the value factor, with lower average multiples than the benchmark (see 

Exhibit 14). 

Exhibit 14: Hypothetical Portfolio Shows Strong Value Tilt and High Dividend Yield 

FACTOR 

SECTOR 
UNCONSTRAINED 

MULTIFACTOR 
PORTFOLIO (%) 

SECTOR-DIVERSIFIED 
PORTFOLIO (%) 

S&P 500 (%) 

Dividend Yield 4.04 3.71 1.96 

Price/Earnings 13.98 15.01 18.88 

P/E Using FY1 Estimation 12.10 12.66 16.27 

P/E Using FY2 Estimation 11.17 11.70 14.50 

Estimated 3-5 Year EPS 
Growth 

7.79 7.59 12.31 

Price/Cash Flow 5.94 6.34 9.84 

Price/Book 1.71 2.08 2.83 

Price/Sales 0.79 0.74 1.40 

ROE 13.39 15.57 18.99 

The sector-diversified portfolio is a hypothetical portfolio. 
Source: S&P Dow Jones Indices LLC, FactSet.  Data from December 1990 to December 2016.  Past 
performance is no guarantee of future results.  Table is provided for illustrative purposes. 

CONCLUSION 

Dividend investing is an important part of total return generation over the 

long-term investment horizon.  Our research shows that dividend-paying 

stocks have historically outperformed non-dividend payers.  Moreover, the 

top-quintile portfolio ranked by dividend yield had higher risk-adjusted 

returns than the bottom-quintile portfolio.  When choosing high-dividend-

yield stocks, the sustainability and quality of dividends should not be 

overlooked.  We found that a portfolio of companies with high free cash flow 

yield outperformed the overall market and companies with low free cash 

flow yield.  For market participants seeking solid and durable dividend 

income, combining free cash flow yield with dividend strategies can serve 

as a starting point.  Our study showed that a hypothetical portfolio 

constructed by incorporating free cash flow yield and dividend yield metrics 

historically displayed higher risk-adjusted returns than pure dividend yield 

or free cash flow yield portfolios, without sacrificing income. 

We found that a 
portfolio of companies 
with high free cash flow 
yield outperformed the 
overall market and 
companies with low 
free cash flow yield. 
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GLOSSARY 

Smart Beta 

It is also called factor investing, strategic beta or alternative beta. Smart beta strategy seeks to capture 

and exploit particular investment factors, and access the return that comes from exposure to non-

market risk factors, as opposed to the return stemming from risk associated with the broad market. 

S&P 500® 

S&P 500 is an equity index that tracks the large-cap stocks in the U.S. stock market. The index 

includes 500 leading companies and captures approximately 80% coverage of available market 

capitalization. 

Sharpe Ratio 

Sharpe ratio, named after William F. Sharpe, is a measure of risk-adjust return. It is calculated 

as the excess return of a portfolio over the risk-free rate relative to the portfolio’s standard 

deviation. Typically, the 3-Month Treasury Bill Rate is used as proxy for risk-free rate.  

SR = (Rp-Rf)/σp 

where: 

Rp = portfolio return 

Rf = risk- free rate 

σp= standard deviation of the portfolio 

USD 

Abbreviation of U.S.dollar 

Dividend Yield 

Dividend yield is a stock’s annual dividend relative to the stock price  

Free Cash Flow Yield 

Free cash flow yield is a stock’s free cash flow per share relative to the stock price.  

Free cash flow is the excess cash that a business has after paying all of the operations and 

capital expenditures.  
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Correlation Coefficient  

Correlation Coefficient is a statistical term. It measures the linear relationship between the 

movements of two variables. The value of the correlation coefficient is between -1 and 1, with -1 

being a perfect negative correlation, and 1 indicating a perfect positive correlation. 

Z-score  

Computing a z-score is a widely adopted method of standardizing a variable in order to combine 

it with other variables that may have a different scale or unit of measurement.  

After winsorizing dividend yield and free cash flow yield, the z-score for each of the two ratios 

for each security is calculated using the mean and standard deviation of the relevant variable 

within each of the index universes. 

The z-score is calculated as follows:   

𝑧𝛼 = (𝑥𝛼 − 𝜇𝛼) /𝜎𝛼 

where: 

𝑧𝛼 =  Z-score for a given security. 

𝑥𝛼 =  Winsorized variable for a given security. 

𝜇𝛼 =  Arithmetic mean of the winsorized variable in the selection universe, excluding any missing 

values. 

𝜎𝛼=  Standard deviation of the winsorized variable in the selection universe. 

Price/Earnings 

Price/Earnings ratio is a stock valuation measure. It is calculated as stock price relative to its 

earnings per share. 

P/E using FY1 Estimation 

Price to Earnings Using FY1 Estimation is calculated as  Pi/EPSFY1,i 

where: 

Pi = Price for security i as of the report date 

EPSFY1,i = Mean EPS estimate of security i for the next unreported fiscal year as of the 

report date. FY1 is defined as the next unreported fiscal year as of the report date. 
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P/E using FY2 Estimation 

Price to Earnings Using FY2 Estimation is calculated as Pi/EPSFY2,i 

where: 

Pi = Price for security i as of the report date 

EPSFY2,i = Mean EPS estimate of security i for FY2 as of the report date. FY2 is defined as 

the unreported fiscal year following FY1. 

Estimated 3-5 Year EPS Growth 

This is the estimated 3-5 year earnings per share (EPS) growth rate as of the report date. The 

data uses pre-calculated mean long-term EPS growth rate estimate from FactSet, First Call, 

I/B/E/S Consensus, and Reuters, which is calculated using each individual broker’s 

methodology.  

Price/Cash Flow 

Price/Cash Flow ratio is a stock valuation measure. It is calculated as a stock’s price relative to 

its cash flow per share. 

Price/Book 

Price/Book ratio is a stock valuation measure. It is calculated as a stock’s price relative to its 

book value per share. 

Price/Sales 

Price/Sales ratio is a stock valuation measure. It is calculated as a stock’s price relative to its 

sales per share. 

ROE 

Return on Equity (ROE) is calculated as net income divided by shareholder’s equity. It is a 

profitability ratio and measures how much profit a company returns to the investment from the 

shareholders.  
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GENERAL DISCLAIMER 

Copyright © 2017 by S&P Dow Jones Indices LLC, a part of S&P Global. All rights reserved. Standard & Poor’s ®, S&P 500 ® and S&P ® are 
registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of S&P Global. 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 vehicle. 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 and from 
sources believed to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, 
research, valuations, model, software or other application or output therefrom) or any part thereof (Content) may be modified, reverse-
engineered, reproduced or distributed in any form or 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. 

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. 
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Important reprint information from Advisors Asset Management 

Sector allocations are subject to change and should not be considered a recommendation to buy or sell any security. 

Opinions expressed are subject to change, are not intended to be a forecast of future events, a guarantee of future results, nor investment 
advice. 

Earnings growth is not representative of the fund’s future performance. 

Past performance is not a guarantee of future results. Index performance is not illustrative of fund performance. One cannot invest 
directly in an index. Please call 1.800.617.0004 for fund performance. 

The fund’s investment objectives, risks, charges and expenses must be considered carefully before 
investing. The statutory and summary prospectus contains this and other important information about 
the investment company, and it may be obtained by calling 1.800.617.0004, or visiting 
www.aamlive.com. Read it carefully before investing. 

Investing involves risk, including the possible loss of principal. Shares of any ETF are bought and sold at market price (not NAV) 
and may trade at a discount or premium to NAV. Shares are not individually redeemable from the Fund and may be only be acquired 
or redeemed from the fund in creation units. Brokerage commissions will reduce returns. Companies with high yield or payout ratio 
may underperform other securities in certain market conditions and reduce or discontinue paying dividends entirely while included 
in the index. The Fund’s return may not match or achieve a high degree of correlation with the return of the underlying Index. To the 
extent the Fund utilizes a sampling approach, it may experience tracking error to a greater extent than if the Fund had sought to 
replicate the Index. Investments in foreign securities involve political, economic and currency risks, greater volatility and 
differences in accounting methods. These risks are greater for emerging markets investments. Investments in mid-cap companies 
may involve less liquidity and greater volatility than larger companies. Diversification does not assure a profit or protect against a 
loss in a declining market. 

The AAM ETFs are distributed by Quasar Distributors, LLC. Quasar and AAM are not affiliated.
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