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“If we take a late retirement and an
early death, we ll just squeak by.”

Andy Prophet
AAll Silicon Valley Chapter




Overview

Steady Stream of Income
Grow Income Faster than Inflation
Preservation of Capital

Best investment Choices
— Dividend Investing

— Preferred Stocks

— Bonds

References
Questions & Comments



Why Dividend Investing

Because these equities go up more often... study after study shows this
Above average return with lower risk

Tend to be profitable companies with tested busines s models and disciplined
management

« Steady cash flow from operations, not by selling as sets
Dividend growth offsets inflation

e Yield-on-Cosst.. theeyabddomnaar issiggdivaderad n conce rmentinienue s $aaygyow
over time

Diversify across sectors, market cap and style
Risk is low for dividend cuts among quality compani es
e 1In2010:
o Of the 42 Dividend Aristocrats only 2 cut their pay  outs
 Inthe S&P 500 only just 4

e And in 2007, in the heart of the meltdown, just 12  cut their dividend




Why Dividend Investing

AN ENDURING RELATIONSHIP?
S&F 500 %% dividend weld (vertical axis ) vs. subsequent S-year
annualized total retum (honzontal axis)
Jan 1995 to Feb 2003, based on monthly data
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Source: Capitalspectator com
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Dividend Investing

Yield-on Cosst 68%0ttadey

Goal: 10% in ten years

Currently two dividend portfolios
o Growth: 3-49%0yyebttleantti 88— 110%0yyeeahy oy covibhiimdilwitkeratis
o Harvest: 5-7P%yyedttl canotl 44 - I3%o\eai{y oy oo v bhi imciNwvatheokss

Allocation: Each equity is less than 2.5% of the en  tire portfolio
e Diversify across major industry sectors.

Currently researching how to boost income using cov ered calls
or/and “in the money” puts




Years to achieve a 10% Yield-omn-C&xidofax Bivividdaddnmessior

Initial Yield

Div. 2% 3% 4% 5% 6% 7% 8% 9% 10%

Growth

Rate

4% 40 30 28! 17 12 8 5 2 1
5% 32 25 18 14 10 8 4 2 1
6% 27 19 15 12 8 6 3 1 1
7% 24 17 iLE 10 7 5 3 1 1
8% 21 15 12 9 6 4 3 1 1
9% 19 14 11 8 6 4 2 1 1
10% [17 iLE 10 7 5 4 2 1 1
11% 15 12 9 7 5 3 2 1 1
12% [14 11 8 6 5 3 2 1 1
13% 13 10 8 6 4 3 2 1 1
14% 12 7 5 4 3 2 1 1
15% 12 9 7 5 4 3 2 1 1
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m Bonds

— Bonds have provided excellent return over the last ten
years

— But in today’s climate: Bond allocation has diminished to
less than 15% of the entire portfolio... In the past as high
as 50%

— A reluctant compromise: Replaced by preferred equities

to increase overall yield

* I'm not comfortable with this but considering the current economy
but its best solution for now

— With rates very low, ladders are possible alternative but
not right now... perhaps within 12 — 18 months when the
Fed indicates it intent to raise rates.

* I’'m researching possible ladder strategies




m Preferred Equities

Bond Substitute... at least for now

e Seek about 6% yield
 Callable within 2 years

e Quarterly or monthly dividend
e Investment grade or higher

» Cumulative 5 i
US companies
Non-convertibles
Buy below issue price (less than $25)
Many are thinly traded, so prices don'’t reflect value
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