
 

 

Finding Safe Compounding Dividends with TJ Terwilliger 
 

Welcome to Investing for Beginners podcast. Today we have TJ Terwilliger from The 

Compounding joining us to discuss dividend investing and related topics. TJ brings 

his expertise as a writer and analyst, offering valuable insights into dividend 

investing strategies and portfolio management. 

 

Investment Philosophy and Asset Selection 

Dave begins by asking TJ why he chooses stocks over other investment options like 

real estate or cryptocurrency. TJ candidly admits that his preference for stocks 

stems partly from wanting a more hands-off approach to investing. Unlike real 

estate, which requires active management of properties, or running small 

businesses like vending machines, stocks allow for passive investment while still 

participating in business ownership. 

 

While acknowledging that bonds have become more attractive with rising interest 

rates, TJ emphasizes that stocks have historically provided superior long-term 

returns. Regarding cryptocurrency, he takes a pragmatic approach, stating that if he 

can't properly value an asset like Bitcoin, he won't invest in it. This philosophy of 

staying within one's circle of competence is a recurring theme throughout the 

discussion. 

 



Investment Journey and Evolution 

TJ shares his investment journey, which began conventionally with index funds in a 

401(k). His approach to investing was initially shaped by value investing principles, 

inspired by legendary investors Benjamin Graham and Warren Buffett. He recalls 

reading "The Intelligent Investor" in a hospital room while holding his newborn son, 

highlighting how his investment education coincided with significant life events. 

 

As markets evolved and finding traditionally undervalued companies became more 

challenging, TJ's strategy shifted toward dividend investing. This transition was 

influenced by David Einhorn's perspectives on passive investing and the importance 

of direct returns from companies through dividends and share buybacks. 

 

Understanding Dividend Investing 

The discussion delves deep into dividend investing fundamentals. TJ explains how 

dividends represent a direct share of company profits paid to shareholders, making 

them a tangible return on investment. He emphasizes that historically, dividends 

have contributed significantly to total market returns, often accounting for 2-3% of 

the market's 7-9% annual returns over the past century. 

 

A key concept explored is dividend reinvestment (DRIP), where investors 

automatically reinvest their dividend payments to purchase additional shares. This 

compounds returns over time as investors accumulate more shares that generate 

increasingly larger dividend payments. 

 

Metrics and Analysis 

TJ outlines crucial metrics for evaluating dividend-paying companies: 

 



Payout ratio: The percentage of earnings paid as dividends 

Dividend yield: Annual dividend payments relative to stock price 

Free cash flow coverage: Ability to sustain dividend payments 

Balance sheet strength: Ensuring company stability 

He warns about potential red flags, such as unsustainably high dividend yields 

(often over 8%) and companies borrowing money to pay dividends. However, he 

notes that context matters, as some mature companies can sustainably maintain 

higher payout ratios than growing companies. 

 

Dividend Aristocrats and Quality Companies 

The conversation turns to dividend aristocrats - companies that have increased 

their dividends for at least 25 consecutive years. TJ explains how these companies, 

along with dividend kings (50+ years of increases) and dividend champions, can 

form a solid foundation for dividend investing strategies. He emphasizes that when 

companies establish a dividend payment history, they typically maintain it, as 

cutting dividends often leads to significant negative market reactions. 

 

Capital Allocation and Management Quality 

A significant portion of the discussion focuses on capital allocation decisions and 

management quality. TJ explains how dividend policies can indicate management's 

approach to capital allocation and shareholder returns. He discusses the concept of 

shareholder yield, which combines dividend payments, share buybacks, and debt 

reduction to give a complete picture of how companies return capital to 

shareholders. 

 

The conversation includes an interesting analysis of Warren Buffett's approach to 

dividends, noting that while Berkshire Hathaway doesn't pay dividends, many of 



Buffett's largest investments are dividend-paying companies. This apparent 

contradiction leads to a discussion about the importance of management 

competence in capital allocation decisions. 

 

Modern Market Context 

TJ provides context for dividend investing in today's market environment, noting 

that while growth stocks have dominated recent returns, dividend-paying 

companies might be undervalued in the current market. He suggests that in a 

potentially lower-return environment, dividend income could become increasingly 

important for total returns. 

 

Personal Investment Approach 

While primarily focused on dividend investing, TJ maintains a flexible approach, 

owning both dividend-paying and non-dividend-paying companies. He shares 

examples of opportunistic investments, such as purchasing Netflix shares during a 

significant price decline, demonstrating how value opportunities can complement a 

dividend-focused strategy. 

 

Resources and Further Learning 

The podcast concludes with information about where listeners can learn more 

about dividend investing. TJ mentions his work at compounding.net, which offers 

both free and premium content about dividend investing strategies. He maintains an 

active presence on Twitter (@TJ_Terwilliger), where he regularly shares insights and 

analysis about dividend-paying companies and market trends. 

 

The discussion provides a comprehensive overview of dividend investing, 

combining theoretical knowledge with practical application and real-world 



examples. It emphasizes the importance of understanding fundamental analysis, 

maintaining a long-term perspective, and focusing on quality companies with 

strong capital allocation practices. 

 

 

We hope you enjoyed this content. Seven steps to understanding the stock market shows you 

precisely how to break down the numbers in an engaging and readable way with real-life 

examples. Get access today@stockmarketpdf.com until next time have a prosperous day. The 

information contained just for general information and educational purposes. Only it is not 

intended as a substitute for legal, commercial, and or financial advice from a licensed professional 

review, our full disclaimer@einvestingforbeginners.com. 

 

https://get.einvestingforbeginners.com/podcast-pdf/


 

 


