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UNDERSTANDING THE CONCEPT OF THE NOMINAL RATE OF RETURN ON PERPETUAL PREFERRED STOCK IS FUNDAMENTAL FOR
INVESTORS CONSIDERING THIS TYPE OF SECURITY. PERPETUAL PREFERRED STOCK, UNLIKE BONDS OR OTHER DEBT INSTRUMENTS
DOES NOT HAVE A MATURITY DATE, MAKING ITS VALUATION AND RETURN CALCULATIONS UNIQUE. THE NOMINAL RATE OF
RETURN, OFTEN REFERRED TO AS THE DIVIDEND YIELD IN THIS CONTEXT, PROVIDES INVESTORS WITH A STRAIGHTFORW ARD
MEASURE OF THE INCOME GENERATED BY THE STOCK RELATIVE TO ITS PAR VALUE OR MARKET PRICE. THIS ARTICLE EXPLORES
WHAT DETERMINES THIS RATE, HOW IT IS CALCULATED, AND THE FACTORS INFLUENCING ITS VARIABILITY, OFFERING A
COMPREHENSIVE OVERVIEW FOR INVESTORS AND FINANCIAL ANALYSTS ALIKE.

/

DEFINING PERPETUAL PREFERRED STOCK AND ITS KEY FEATURES

\WHAT |s PERPETUAL PREFERRED STOCK?

PERPETUAL PREFERRED STOCK IS A CLASS OF EQUITY SECURITY ISSUED BY CORPORATIONS THAT GRANTS ITS HOLDERS A FIXED
DIVIDEND PAYMENT INDEFINITELY. UNLIKE BONDS OR TERM PREFERRED STOCKS, WHICH MATURE AFTER A CERTAIN PERIOD,
PERPETUAL PREFERRED STOCK HAS NO EXPIRATION DATE, MEANING THE HOLDER RECEIVES DIVIDENDS ANNUALLY WITHOUT THE
EXPECTATION OF PRINCIPAL REPAYMENT.

Key FEATURES OF PERPETUAL PREFERRED STOCK

o Fixep DIVIDENDS: THE STOCK PAYS A PREDETERMINED DIVIDEND AMOUNT, TYPICALLY EXPRESSED AS A PERCENTAGE OF
THE PAR VALUE.

o PAR VALUE: THE FACE VALUE OF THE STOCK, OFTEN SET AT $ 100, WHICH SERVES AS THE BASIS FOR DIVIDEND
CALCULATION.

e CALLABLE OR NON-CALLABLE: SOME PREFERRED STOCKS CAN BE REPURCHASED BY THE ISSUING COMPANY AFTER A
CERTAIN DATE, OTHERS ARE NON-CALLABLE.

* PRIORITY IN DIVIDENDS AND ASSETS: PREFERRED STOCKHOLDERS HAVE PRIORITY OVER COMMON STOCKHOLDERS IN
DIVIDEND PAYMENTS AND DURING LIQUIDATION.

o PERPETUITY: NO MATURITY DATE, PROVIDING AN INDEFINITE STREAM OF DIVIDENDS.

UNDERSTANDING THE NOMINAL RATE OF RETURN



WHAT Is THE NOMINAL RATE OF RETURN?

THE NOMINAL RATE OF RETURN ON PERPETUAL PREFERRED STOCK IS THE ANNUAL PERCENTAGE RETURN THAT AN INVESTOR
RECEIVES BASED ON THE STATED DIVIDEND RELATIVE TO THE STOCK'S PAR VALUE OR MARKET PRICE. |T PROVIDES A SIMPLE
SNAPSHOT OF THE INCOME GENERATED WITHOUT ACCOUNTING FOR INFLATION OR TAX CONSIDERATIONS.

How Is IT CALCULATED?

THE CALCULATION TYPICALLY INVOLVES DIVIDING THE ANNUAL DIVIDEND PAYMENT BY THE PURCHASE PRICE OR PAR VALUE:

e UsING PAR VALUE: W/HEN THE STOCK IS PURCHASED AT PAR, THE NOMINAL RATE OF RETURN IS EQUAL TO THE DIVIDEND
RATE STATED ON THE STOCK.

o UsING MARKET PRICE: W/HEN PURCHASED AT A PRICE DIFFERENT FROM PAR, THE RETURN IS BASED ON THE ACTUAL
PURCHASE PRICE, WHICH CAN DIFFER DUE TO MARKET FLUCTUATIONS.

FORMULA:

\l

\TexT{NomINaL RATE oF ReTURN} = \rrRAac{\TEXT{ ANnUAL DiviDEND I\ TEXT{MARKET PRICE OrR PAR VALUE}} \TIMES
100\%
\]

ExXAMPLE:

IF A PREFERRED STOCK HAS A $ 100 PAR VALUE AND PAYS A $5 ANNUAL DIVIDEND, THE NOMINAL RATE OF RETURN WHEN
PURCHASED AT PAR IS:

\[
\rrac{\$53{\$1003 \TiMes 100\% = 5\%

\]

IF THE STOCK TRADES AT $105 IN THE MARKET, THE RATE BASED ON MARKET PRICE BECOMES.

\[
\rrac{\$53{\$1053 \TiMes 100\% \arprox 4.76\%

\]

FACTORS INFLUENCING THE NOMINAL RATE OF RETURN

Divibeno RATE AND PAR V ALUE

THE STATED DIVIDEND RATE IS OFTEN FIXED AT ISSUANCE, EXPRESSED AS A PERCENTAGE OF THE PAR VALUE. FOR INSTANCE, A
6% PREFERRED STOCK WITH A $100 PAR VALUE PAYS $6 ANNUALLY. THIS RATE DIRECTLY INFLUENCES THE NOMINAL RATE OF
RETURN WHEN USING THE PAR VALUE AS THE DENOMINATOR.

MARKET PRrICE FLUCTUATIONS

THOUGH THE DIVIDEND IS FIXED, THE MARKET PRICE OF PREFERRED STOCK CAN FLUCTUATE DUE TO:!:



® |NTEREST RATE CHANGES IN THE ECONOMY
e COMPANY PERFORMANCE AND OUTLOOK

® MARKET SENTIMENT AND SUPPLY-DEMAND DYNAMICS

THESE FLUCTUATIONS IMPACT THE YIELD, MAKING THE NOMINAL RATE OF RETURN VARIABLE WHEN CALCULATED BASED ON
MARKET PRICE.

INTEREST RATE ENVIRONMENT

RISING INTEREST RATES GENERALLY LEAD TO LOWER MARKET PRICES FOR PREFERRED STOCKS, INCREASING THE YIELD FOR NEW
INVESTORS. CONVERSELY, DECLINING INTEREST RATES TEND TO INCREASE THE MARKET PRICE, REDUCING THE YIELD.

CreDIT QUALITY AND COMPANY STABILITY

INVESTORS ASSESS THE FINANCIAL HEALTH OF THE ISSUING COMPANY. A MORE STABLE AND FINANCIALLY SOUND COMPANY IS
PERCEIVED AS LESS RISKY, WHICH MIGHT LOWER THE REQUIRED YIELD AND, CONSEQUENTLY, THE MARKET PRICE.

CALCULATING THE NOMINAL RATE OF RETURN IN PRACTICE

STEP-BY-STEP CALCULATION

To DETERMINE THE NOMINAL RATE OF RETURN, FOLLOW THESE STEPS:
1. IDENTIFY THE FIXED ANNUAL DIVIDEND PAYMENT. FOR EXAMPLE, A PREFERRED STOCK WITH A $ 100 PAR VALUE AND 6%
DIVIDEND RATE PAYS $6 ANNUALLY.
2. DETERMINE THE PURCHASE OR CURRENT MARKET PRICE OF THE STOCK.

3. AppLY THE FOrMULA: \(\TEXT{DIviDEnD} / \TEXT{PrICE} \TIMES 100\%\)

EXAMPLE:

SUPPOSE AN INVESTOR PURCHASES A PREFERRED STOCK AT $95, WITH A FIXED ANNUAL DIVIDEND OF $6.

\[
\TexT{NomINaL RATE oF ReTUrN} = \FrRAC{\$63{\$953} \TiMes 100\% \approx 6.32\%

\]

THIS INDICATES A HIGHER YIELD THAN THE STATED DIVIDEND RATE DUE TO THE DISCOUNTED PURCHASE PRICE.

IMPACT oF MARKET PRICE CHANGES

|F THE MARKET PRICE OF THE PREFERRED STOCK INCREASES TO $ 1 05, THE YIELD DECREASES:

\[
\rrac{\$63{\$1053 \TiMes 100\% \arprox 5.7 1\%



\]

THIS DEMONSTRATES THE INVERSE RELATIONSHIP BETWEEN MARKET PRICE AND YIELD, EMPHASIZING THE IMPORTANCE OF PURCHASE
TIMING.

IMPLICATIONS FOR INVESTORS

INCOME STABILITY

PREFERRED STOCKS ARE ATTRACTIVE FOR INCOME-FOCUSED INVESTORS BECAUSE OF THEIR FIXED DIVIDENDS, OFFERING
PREDICTABLE RETURNS IN THE FORM OF THE NOMINAL RATE OF RETURN.

Risk CONSIDERATIONS

DESPITE FIXED DIVIDENDS, PREFERRED STOCKS CARRY CERTAIN RISKS!:

¢ INTEREST RATE RISk: RISING RATES CAN LEAD TO PRICE DECLINES, AFFECTING YIELD.
o CREDIT RIsk: IF THE ISSUING COMPANY FACES FINANCIAL TROUBLE, DIVIDEND PAYMENTS MAY BE REDUCED OR SKIPPED.

* MARKET LIQUIDITYZ LIMITED TRADING VOLUME CAN IMPACT THE ABILITY TO BUY OR SELL AT DESIRED PRICES.

STRATEGIC INVESTMENT DECISIONS

INVESTORS SHOULD CONSIDER WHETHER TO PURCHASE PREFERRED STOCKS AT MARKET VALUE THAT OFFERS A HIGHER NOMINAL
RATE OF RETURN THAN THE STATED DIVIDEND RATE, ESPECIALLY IF THE MARKET PRICE IS DISCOUNTED.

ConcrusioN: THE FUTURE oF NOMINAL RATES IN PERPETUAL PREFERRED
SToOCK

THE NOMINAL RATE OF RETURN ON A PERPETUAL PREFERRED STOCK WITH A $ 100 PAR VALUE PRIMARILY HINGES ON THE FIXED
DIVIDEND PAYMENT AND THE MARKET PRICE AT WHICH THE STOCK IS PURCHASED. W/HEN BOUGHT AT PAR, THE NOMINAL RATE
EQUALS THE STATED DIVIDEND RATE, HOWEVER, MARKET FLUCTUATIONS CAN CAUSE THE YIELD TO VARY SIGNIFICANTLY.
INVESTORS MUST ACCOUNT FOR PREVAILING INTEREST RATES, COMPANY STABILITY, AND MARKET CONDITIONS TO ASSESS THEIR
POTENTIAL RETURNS ACCURATELY.

IN AN ENVIRONMENT WITH STABLE INTEREST RATES AND FINANCIALLY SOUND ISSUERS, THE NOMINAL RATE TENDS TO REMAIN
STEADY, PROVIDING RELIABLE INCOME STREAMS FOR INVESTORS. CONVERSELY, IN VOLATILE MARKETS, YIELDS CAN FLUCTUATE,
CREATING OPPORTUNITIES FOR CAPITAL GAINS OR LOSSES BASED ON TIMING AND MARKET PERCEPTION.

ULTIMATELY, UNDERSTANDING THE DYNAMICS OF THE NOMINAL RATE OF RETURN ON PERPETUAL PREFERRED STOCK ENABLES
INVESTORS TO MAKE INFORMED DECISIONS ALIGNED WITH THEIR INCOME NEEDS AND RISK TOLERANCE. W/ HETHER SEEKING
CONSISTENT INCOME OR CAPITAL APPRECIATION THROUGH MARKET TIMING, GRASPING THESE FUNDAMENTAL PRINCIPLES IS
ESSENTIAL FOR EFFECTIVE INVESTMENT MANAGEMENT.

SUMMARY PoINTS:
- THE NOMINAL RATE OF RETURN ON PERPETUAL PREFERRED STOCK IS PRIMARILY DETERMINED BY ITS FIXED DIVIDEND RELATIVE TO
ITS PURCHASE PRICE.



- IT 15 cALcULATED AS (ANNUAL DIVIDEND / MARKET Price) X 100%.

- MARKET PRICE FLUCTUATIONS SIGNIFICANTLY INFLUENCE YIELD, DESPITE THE FIXED DIVIDEND.

- INVESTORS MUST CONSIDER INTEREST RATE TRENDS, COMPANY CREDITWORTHINESS, AND MARKET CONDITIONS WHEN
EVALUATING POTENTIAL RETURNS.

- PROPER ANALYSIS ENSURES OPTIMAL INVESTMENT STRATEGIES IN PERPETUAL PREFERRED STOCKS, BALANCING INCOME
STABILITY AND RISK MANAGEMENT.

FREQUENTLY ASkeD QUESTIONS

\WHAT IS THE FORMULA TO CALCULATE THE NOMINAL RATE OF RETURN ON PERPETUAL
PREFERRED STOCK?

THE NOMINAL RATE OF RETURN IS CALCULATED BY DIVIDING THE ANNUAL DIVIDEND PAYMENT BY THE PREFERRED STOCK'S
CURRENT MARKET PRICE, I.E., NOMINAL RATE = ANNUAL DIVIDEND / MARKET PRICE.

How DoEs THE PAR VALUE oF $ 100 INFLUENCE THE NOMINAL RATE OF RETURN ON
PREFERRED STOCK?

THE PAR VALUE ITSELF DOES NOT DIRECTLY AFFECT THE NOMINAL RATE OF RETURN; INSTEAD, THE DIVIDEND RATE IS USUALLY
EXPRESSED AS A PERCENTAGE OF THE PAR VALUE. THE ANNUAL DIVIDEND IS BASED ON THIS PERCENTAGE, WHICH DETERMINES THE
RETURN RELATIVE TO THE STOCK'S PRICE.

IF A PERPETUAL PREFERRED STOCK HAS A STATED DIVIDEND RATE OF 69 AND A PAR
VALUE oF $100, WHAT IS THE ANNUAL DIVIDEND?

THE ANNUAL DIVIDEND WOULD BE $6, CALCULATED AS 6% oF THE $ 100 PAR VALUE.

How DOES A CHANGE IN MARKET PRICE AFFECT THE NOMINAL RATE OF RETURN ON
PERPETUAL PREFERRED STOCK?

SINCE THE NOMINAL RATE OF RETURN IS DIVIDEND DIVIDED BY MARKET PRICE, AN INCREASE IN MARKET PRICE DECREASES THE RATE,
WHILE A DECREASE IN MARKET PRICE INCREASES THE RATE, ASSUMING THE DIVIDEND REMAINS CONSTANT.

\WHAT ARE THE IMPLICATIONS OF A STABLE DIVIDEND RATE FOR THE NOMINAL RATE OF
RETURN ON PERPETUAL PREFERRED STOCK?

A STABLE DIVIDEND RATE MEANS THE NOMINAL RATE OF RETURN WILL FLUCTUATE INVERSELY WITH CHANGES IN THE STOCK'S
MARKET PRICE, AFFECTING INVESTOR INCOME RELATIVE TO THE STOCK'S CURRENT VALUATION.

CAN THE NOMINAL RATE OF RETURN ON PERPETUAL PREFERRED STOCK EXCEED THE
DIVIDEND RATE STATED IN THE ISSUE?

NO, THE NOMINAL RATE OF RETURN IS BASED ON THE FIXED ANNUAL DIVIDEND AND THE MARKET PRICE; IT CANNOT EXCEED THE
DECLARED DIVIDEND RATE UNLESS DIVIDENDS ARE INCREASED, WHICH IS UNCOMMON FOR PERPETUAL PREFERRED STOCKS.

ADDITIONAL RESOURCES

WHAT WiLL Be THE NoMINAL RATE OF RETURN ON A PERPETUAL PREFERRED STock WITH A $100 PAR VALUE, A STATED
IS A FUNDAMENTAL QUESTION FOR INVESTORS EVALUATING INCOME-GENERATING SECURITIES. UNDERSTANDING THE NOMINAL



RATE OF RETURN HELPS INVESTORS GAUGE THE INCOME POTENTIAL OF PERPETUAL PREFERRED STOCKS AND COMPARE THEM
EFFECTIVELY TO OTHER FIXED-INCOME INVESTMENTS. THIS GUIDE WILL EXPLORE HOW TO DETERMINE THIS RATE, THE FACTORS
INFLUENCING IT, AND PRACTICAL CONSIDERATIONS FOR INVESTORS CONSIDERING PERPETUAL PREFERRED STOCK AS PART OF THEIR
PORTFOLIO.

INTRODUCTION TO PERPETUAL PREFERRED STOCK

WHAT |s PerPETUAL PREFERRED STOCK?

PERPETUAL PREFERRED STOCK IS A TYPE OF EQUITY SECURITY THAT PAYS A FIXED DIVIDEND AMOUNT INDEFINITELY, WITHOUT A
MATURITY DATE. UNLIKE BONDS THAT MATURE AFTER A SPECIFIED PERIOD, PERPETUAL PREFERREDS CONTINUE TO PAY DIVIDENDS
AS LONG AS THE ISSUING COMPANY REMAINS SOLVENT AND CHOOSES TO DISTRIBUTE DIVIDENDS.

Key FEATURES

- PAR VALUE: TyricALLY $100, BUT CAN VARY.

- DIVIDEND RATE: USUALLY EXPRESSED AS A PERCENTAGE OF THE PAR VALUE.

- PERPETUITY: NO MATURITY DATE; DIVIDENDS ARE PAID FOREVER.

- PRIORITY: PAYS DIVIDENDS BEFORE COMMON STOCKHOLDERS BUT AFTER DEBT HOLDERS.
- CALLABLE FEATURE: SOME PREFERRED STOCKS CAN BE REDEEMED BY THE ISSUER AFTER A CERTAIN DATE AT A SPECIFIED PRICE.

(UNDERSTANDING THE NOMINAL RATE OF RETURN

DEFINITION AND SIGNIFICANCE

THE NOMINAL RATE OF RETURN ON A PERPETUAL PREFERRED STOCK IS THE ANNUAL DIVIDEND PAID DIVIDED BY ITS CURRENT
MARKET PRICE. |T REFLECTS THE INCOME AN INVESTOR EARNS FROM THE STOCK RELATIVE TO ITS PRICE, WITHOUT ADJUSTING FOR

INFLATION OR TAXES.

FORMULA:
NoMINAL RATE oF RETURN (YIELD) = ANNUAL DivIDEND / CURRENT MARKET PRICE

THIS RATE IS CRUCIAL FOR INVESTORS SEEKING PREDICTABLE INCOME STREAMS AND FOR COMPARING THE ATTRACTIVENESS OF
PREFERRED STOCKS AGAINST OTHER INCOME-PRODUCING ASSETS SUCH AS BONDS OR SAVINGS ACCOUNTS.

CALCULATING THE NOMINAL RATE OF RETURN
STeP 1: IDENTIFY THE DIVIDEND PAYMENT
THE DIVIDEND IS DERIVED FROM THE STATED DIVIDEND RATE APPLIED TO THE PREFERRED STOCK'S PAR VALUE.

ExXAMPLE:
IF THE PREFERRED STOCK HAS A STATED DIVIDEND RATE OF 6% AND A PAR VALUE oF $ 100, THEN:

ANNUAL DIVIDEND = 6% oF $100 = $6
STeP 2: DETERMINE THE MARKET PRICE

THE MARKET PRICE FLUCTUATES BASED ON INTEREST RATES, COMPANY PERFORMANCE, AND MARKET CONDITIONS. For
ILLUSTRATION, SUPPOSE THE CURRENT MARKET PRICE IS $1065.

STep 3: CoMPUTE THE NOMINAL RATE



USING THE FORMULA:
NoMINAL RATE oF ReETurRN = $6 / $105 = 5.7 1%

THIS PERCENTAGE INDICATES THE CURRENT YIELD BASED ON THE MARKET PRICE.

FACTORS INFLUENCING THE NOMINAL RATE OF RETURN

1. MARKET PRICE FLUCTUATIONS

SINCE PREFERRED STOCKS ARE TRADED IN THE OPEN MARKET, THEIR PRICES CAN FLUCTUATE DUE TO:
- CHANGES IN INTEREST RATES

- COMPANY PERFORMANCE AND OUTLOOK

- MARKET SENTIMENT

AS THE PRICE VARIES, SO DOES THE YIELD, SINCE THE DIVIDEND REMAINS FIXED.

2. DivIDEND RATE AND PAR VALUE

THE STATED DIVIDEND RATE DIRECTLY DETERMINES THE FIXED INCOME COMPONENT. ANY CHANGE HERE (E.G., THROUGH A DIVIDEND
DECLARATION OR RESET) AFFECTS THE NOMINAL RATE.

3. CALL FEATURES

IF THE PREFERRED STOCK IS CALLABLE, THE ISSUER MIGHT REDEEM THE STOCK AT A SPECIFIED PRICE AFTER A CERTAIN DATE. THIS
POTENTIAL CALL AFFECTS THE EXPECTED YIELD, ESPECIALLY IF THE REDEMPTION OCCURS BEFORE THE INVESTOR EXPECTS.

4. CrenIT Risk AND COMPANY SOLVENCY

THE PERCEIVED RISK OF THE ISSUING COMPANY INFLUENCES THE MARKET PRICE AND, CONSEQUENTLY, THE YIELD. HIGHER RISK
TENDS TO DEPRESS THE MARKET PRICE, INCREASING THE YIELD.

CALCULATING THE NOMINAL RATE FOR A PERPETUAL PREFERRED STOCK
ExAMPLE SCENARIO

SUPPOSE A COMPANY ISSUES PERPETUAL PREFERRED STOCK WITH:
- PaAR vaLUE: $100

- STATED DIVIDEND RATE: 6%

- CURRENT MARKET PRICE: $95

STep 1: CALCULATE ANNUAL DIVIDEND:

$100 X 6% = %6

Step 2: CALCULATE YIELD:

$6 /495~ 6.32%

INTERPRETATION:

THE NOMINAL RATE OF RETURN, OR CURRENT YIELD, IS APPROXIMATELY 6.32%, INDICATING THAT AN INVESTOR PURCHASING
AT $95 WOULD EARN ABOUT 6.329% ANNUALLY FROM DIVIDENDS.



PrAcCTICAL CONSIDERATIONS FOR INVESTORS

1. CoMPARING NOMINAL RATES

INVESTORS SHOULD COMPARE THE NOMINAL RATE OF PREFERRED STOCK WITH:
- BonD YIELDS (E.G., CORPORATE BONDS, GOVERNMENT BONDS )

- OTHER PREFERRED STOCKS WITH DIFFERENT DIVIDEND RATES

- SAVINGS ACCOUNT orR CD RATES

2. UNDERSTANDING MARKET CONDITIONS

INTEREST RATE TRENDS INFLUENCE PREFERRED STOCK PRICES:

- RISING INTEREST RATES TYPICALLY CAUSE PREFERRED PRICES TO FALL, RAISING YIELDS.
- FALLING INTEREST RATES TEND TO INCREASE PREFERRED PRICES, LOWERING YIELDS.

3. EVALUATING CRreDIT Risk

ALWAYS ASSESS THE ISSUER'S CREDITWORTHINESS. A HIGHER YIELD MIGHT COMPENSATE FOR INCREASED RISK, BUT IT ALSO
SIGNALS POTENTIAL ISSUES.

4. CONSIDERING T AX IMPLICATIONS

DIVIDENDS FROM PREFERRED STOCKS ARE OFTEN TAXED DIFFERENTLY THAN INTEREST INCOME, INFLUENCING NET RETURNS.

ADVANCED TorIcs: YIELD To CALL AND YIELD TO MATURITY

W/HILE THE NOMINAL RATE OF RETURN IS STRAIGHTFORWARD—BASED ON CURRENT DIVIDENDS AND MARKET PRICE—INVESTORS
OFTEN CONSIDER ADDITIONAL MEASURES SUCH AS:

- YieLo To CaLL (YTC): THE RETURN IF THE ISSUER REDEEMS THE STOCK AT THE CALL DATE.
- YIELD To MATURITY (YTM): THE TOTAL RETURN ASSUMING THE STOCK IS HELD UNTIL MATURITY, WHICH FOR PERPETUAL
PREFERREDS IS THEORETICAL UNLESS A MATURITY DATE EXISTS.

GIVEN THE PERPETUAL NATURE, THE NOMINAL RATE REMAINS A USEFUL SNAPSHOT BUT SHOULD BE COMPLEMENTED WITH THESE
CALCULATIONS FOR COMPREHENSIVE ANALYSIS.

SUMMARY: WHAT WiLL BE THE NoMINAL RATE OF RETURN?

IN ESSENCE, THE NOMINAL RATE OF RETURN ON A PERPETUAL PREFERRED STOCK WITH A $100 PAR VALUE DEPENDS PRIMARILY ON
TWO FACTORS!

- THE FIXED ANNUAL DIVIDEND, WHICH IS DERIVED FROM THE STATED DIVIDEND RATE AND PAR VALUE.
- THE CURRENT MARKET PRICE OF THE PREFERRED STOCK.

THE FORMULA:
NOMINAL RATE oF RETURN = ANNUAL DiVIDEND / MARKET PRICE

FOR EXAMPLE, A PREFERRED STOCK WITH A 6% DIVIDEND RATE AND A MARKET PRICE OF $ 100 WoOULD OFFER A (9% NOMINAL
RATE OF RETURN. |F THE MARKET PRICE DIPS BELOW $ 100, THE YIELD INCREASES; IF IT RISES ABOVE $ 100, THE YIELD
DECREASES.



FINAL THOUGHTS

UNDERSTANDING THE NOMINAL RATE OF RETURN ON PERPETUAL PREFERRED STOCK IS KEY FOR INCOME-FOCUSED INVESTORS
SEEKING STABLE, PREDICTABLE RETURNS. ALWAYS CONSIDER MARKET CONDITIONS, COMPANY FUNDAMENTALS, AND POTENTIAL
CALL FEATURES WHEN ANALYZING PREFERRED STOCKS. BY DOING SO, INVESTORS CAN MAKE INFORMED DECISIONS ALIGNED WITH
THEIR INCOME NEEDS AND RISK APPETITE.

INVESTORS SHOULD ALSO BE AWARE THAT THE NOMINAL RATE DOES NOT ACCOUNT FOR INFLATION, TAXES, OR CHANGES IN
MARKET DYNAMICS OVER TIME. THEREFORE, IT SHOULD BE USED AS PART OF A BROADER INVESTMENT ANALYSIS RATHER THAN
THE SOLE CRITERION FOR INVESTMENT DECISIONS.
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