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An Income list with a traditional feel  
 
Our income screen flags a group of companies in sectors associated with high dividends, 
diversifying across these sectors, and taking advantage of gilt yields is a good way to build a 
stable income portfolio.  
 

Income investors are facing a different set of challenges than a decade ago. In the 2010s, 
low interest rates and quantitative easing (QE) meant government bond yields were rock 
bottom and riskier high-yield corporate bonds or shares occupied more of portfolios. 
Now in the 2020s there are attractive yields on offer from UK government bonds (gilts), 
but the volatility in rates (due to stubborn inflation which also drags on real yields) means 
there has been significant price volatility in longer-dated gilts.  

But, arguably, it is a better time overall to build an income portfolio: there should be some 
strategic bond fund and gilt fund exposure, but balanced out with dividend-paying stocks. 
Companies can increase the dividends they pay out if they do well, so are better at 
maintaining and growing a real yield. 

The downside is that dividends can be cut, too, which is why it is important to diversify 
across a number of sectors. Our large-cap UK income screen gives plenty of ideas on 
companies that might have a place in the slice of an income portfolio that is invested ​
in shares.  

Top of the list is tobacco company Imperial Brands (IMB). This may be a  moral hazard for 
some investors and also this is undeniably an industry in secular decline (despite the rise 
of nicotine product alternatives - which in any case are coming under more regulatory 
scrutiny themselves). This means there is a risk of this dividend being cut in the future, 
but for now the fact that it is projected out to over 6 per cent for the next 12 months and 
the stock is on a valuation of only eight times next 12 months’ earnings does give a margin 
of safety.  

Next we have SSE (SSE), which is structurally now more geared to growth - having cut the 
dividend in 2023 - but the energy distributor has rebalanced and refocussed and could 
continue to build back the pay-out in future. The risk to this outlook is the ongoing 
massive capital investments being made towards the energy transition, which compete 
for cash.  

Earnings growth which helps underpin dividend payments can be cyclical and frictional in 
industries like oil & gas and insurance which are well represented in our screen. The 
pay-outs are tempting but because of this uncertainty risk premium, it is important to 

1 



 

diversify  sector exposure and lessen the chance of getting wrong-footed completely by 
any potential downturn in any specific business.  

 

 

Small-cap high dividend yield shares below 
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Investors’ Chronicle Alpha dividend screen methodology  

Large-cap 

Shares are ranked first on the number of tests passed and then on a composite of their rank 
amongst large caps for trailing dividend yield and dividend coverage. We tabulate companies that 
pass at least seven of the nine tests below. 

●​ Compulsory test – the NTM dividend yield above 3.5 per cent. This is the yield of current 
share price to the next twelve months of dividends per share (DPS) forecast by analysts 
(we take the median of forecasts from FactSet). 

●​ No DPS cut in either of the last two complete fiscal years. This shows consistency and 
commitment to the dividend. 

●​ Trailing 12-month dividend yield above 3 per cent. Again, a slightly arbitrary figure and 
deliberately modest to not prejudice the screen towards cyclical value traps. 

●​ Dividend cover above 1.6x. This is earning per share divided by dividend per share. This 
figure is chosen because it’s the inverse of DPS/EPS not being more than 80 per cent. 

●​ Earnings per share growth forecast in the current (unreported) and next financial years. 
This is to reassure us of growing profits from which to maintain the pay-out ratio. 

●​ Operating cash conversion above 100 per cent. This is cash from operations divided by 
operating profit (both figures for last full FY) and shows how much hard cash the business 
operations are generating from which to support making payments to shareholders. 

●​ Interest coverage ratio of more than 5x. This is how many times EBIT (Earnings before 
interest and tax) covers interest expense. A high figure demonstrates a company isn’t 
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over-leveraged and can support its debt. 

●​ Return on equity (ROE) above 12.5 per cent. This is net income divided by ordinary 
shareholders’ equity. It is a measure of quality. ROE can be inflated by leverage, so it is 
important to assess this with an eye on the previous interest cover test. 

●​ Beta below 0.9 – this is a stability test. We don’t want super volatile stocks amongst our 
large cap income shares.  

 

Mid-cap 

Ranked first on number of tests passed, then on a composite of their rank amongst mid-caps for 
trailing dividend yield and dividend coverage. We tabulate companies that pass at least seven of 
the nine tests below. For mid-caps it is also compulsory that they are in the top 100 mid-cap 
companies based on the div yield and div cover ranking. 

 Compulsory test. No cut in dividend per share in either of the last two financial years. 

●​ Compulsory test. Must have a trailing DY over 2 per cent. 

●​ Forecast DY above 3.5 per cent. This isn’t compulsory for mid-caps because we don’t want 
to exclude companies that may grow into being good dividend payers. 

●​ Dividend cover above 1.6x. 

●​ EPS growth forecast for current (unreported) and next financial years PLUS last full year 
EPS is higher than two years previously. 

●​ Operating cash conversion above 100 per cent. 

●​ Interest cover above 5x. 

●​ ROE above 12.5 per cent. 

●​ Beta below 0.9. 

 

Small-cap and Aim: 

Ranked first on the number of tests passed, then on a composite of their rank amongst small 
caps/Aim stocks for trailing dividend yield and dividend coverage. We tabulate companies that 
pass at least eight of the ten tests below. For small caps or Aim companies it is also compulsory 
that they are in the top 100 small-cap or Aim companies based on the div yield and div cover 
ranking.  

●​ Compulsory test. No cut in dividend per share in either of the last two financial years. 

●​ Compulsory test. Trailing dividend yield must be in the top 2/3 of companies that pay 
dividends. There is an argument for screening out the very highest dividend yields as a 
safety measure, but we leave this up to judgement interpreting the screen. 
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●​ Compulsory test. Trailing dividend yield must not be in the top five per cent of companies 
that pay dividends. This is to guard against value traps. 

●​ Forecast DY above 3.5 per cent. This isn’t compulsory for small caps because we don’t 
want to exclude companies that may grow into being good dividend payers. 

●​ Dividend cover above 1.6x. 

●​ EPS growth forecast for current (unreported) and next financial years PLUS last full year 
EPS is higher than two years previously. 

●​ Operating cash conversion above 100 per cent. 

●​ Interest cover above 5x. 

●​ ROE above 12.5 per cent. 

●​ Free cash flow is positive.  

 

Universe rules: 

UK main market – we start with all companies with a market cap above £35mn, of these: 

●​ Biggest 85 per cent go into the ‘large cap’ bucket. 

●​ Those below the fifteenth percentile but bigger than £250mn go into ‘mid cap’. 

●​ Those between £35mn and £250mn go into small caps. 

Aim market is run separately but we ignore companies below £35mn.  

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

5 



 

© The Financial Times Limited 2025. Investors’ Chronicle is a trademark of The Financial Times Limited. “Financial Times” and “FT” are registered 

trademarks and service marks of The Financial Times Limited. All rights reserved. No part of this publication or information contained within it may 

be commercially exploited in any way without prior permission in writing from the editor.  

 

Permitted Use: By purchasing this magazine, you agree that the intellectual property rights (including copyright and database rights) in its content 

belong to The Financial Times Limited and/or its licensors. This magazine is for your own personal, non-com-mercial use. You must not use any of the 

content as part of any commercial product or service, including without limitation any which reduces the need for third parties to use the Investors’ 

Chronicle magazine and/or website, or which creates revenue from the content, or which is to the detriment of our own ability to generate revenues 

from that content. For example, you must not use any of our content in any syndica-tion, content aggregation, news aggregation, tips aggregation, 

library, archive or similar service, and you must not capture any such content, whether systematically, regularly or otherwise, in any form of database 

without our prior written permission. These contractual rights are without prejudice to our rights to protect our intellectual property rights under 

law. 

 

Investors’ Chronicle adheres to a self-regulation regime under the FT Editorial Code of Practice: A link to the FT Editorial Code of Practice can be 

found at www.ft.com/editorialcode. Many of the charts in the magazine are based on material supplied by LSEG  and FactSet. 

 

Material (including tips) contained in this magazine is for general information only and is not intended to be relied upon by individual readers in 

making (or refraining from making) any specific investment decision. Appropriate independent advice should be obtained before making any such 

decisions. The Financial Times Limited does not accept any liability for any loss suffered by any reader as a result of any such decision. 

 

ISSN 0261-3115.  

6 


