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Disclaimer
• Opinions that may be expressed in this subgroup are not necessarily those 

of AAII or the Portland Chapter.

• The intent is to provide a background for the understanding of income 

investing and share personal experiences.

• Attendees should not consider views expressed here as recommendations.

• AAII mission: A grassroots organization led by volunteer members, and 

extend the mission of "person to person" to individual investors in our 

community

• The goal is unbiased income-oriented investment education in a social 

context.

• None of us are investment professionals… just individuals, who wants to 

form a community income-oriented investors.

• A forum where we exchange income ideas in an open friendly environment.

• To get the most out this SIG, come prepared to learn something new, move 

out of your comfort zone and grow your knowledge base.
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Income Investing Group Goals

• Self-directed investors

• Learning (everyone contributes!)

• Become prudent knowledgeable investors

• Sustainable stream of income

• Growing income faster than inflation

• Preservation of capital

• Long holding periods (Buy and hold or better yet… buy 

and monitor). Income investors are in It for the long run.
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Be a Better Income Investor
• AAII is for active self-directed investors

• AAII Portland Income SIG works best when you 

become active.

– Propose Income-oriented topics 

– Share your knowledge (spreadsheets, valuation tools, income 

newsletters, etc.)

– Share your research (surveys, research reports, articles from 

AAII Journal, YouTube Channels, etc.)

– Share that favorite web site or tools

– What would like to learn about income investing

.
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Google Groups: AAII PDX Income SIG 

• To post a message: aaii-income-investing@googlegroups.com

• Meetings announcements

• All discussions in one place

• Express yourself… find people with similar interests

• People power discussions… connect with your fellow Income 

investors

• Streamlined design means you won’t spend time waiting to read and 

get involved.

• Mobile friendly… Access from anywhere.

AAII PDX Income SIG

mailto:aaii-income-investing@googlegroups.com


More on Portland AAII Meetings

– Future Portland Chapter AAII Meetings:

• aaiipdx.com

• Todd Blickenstaff – President, AAII Portland 
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AAII Portland YouTube Channel:
Click the Subscribe button under any video from the Income SIG 

or main PDX Chapter. Once you’re subscribed, any new videos 

published will show up.

https://www.youtube.com/channel/UCnxl8fQH-F4ooXb-U8IO6zQ



• We need more than one SIG Chair

• We have many contributors. That’s greatly appreciated… 

• As we approach year-end, it’s a good time to think about 

the long-term future of the Income SIG

• Being a co-chair is a great way to serve the AAII PDX 

community.

• Training provided
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State of the Economy
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Yield Curve Has Inverted
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• Implied ERP on Oct 1, 2022 = 5.30% 

(Trailing 12 month)

• For more info on Implied ERP:

– https://pages.stern.nyu.edu/~adamodar/podca

sts/Webcasts/ImpliedERP.mp4

• Risk free rate: 3.67% (10yr T bond)

• Investment premium needed to 

compensate for risk:

= Implied ERP + Risk free

=  5.30% + 3.67% = 8.97%

https://pages.stern.nyu.edu/~adamodar/podcasts/Webcasts/ImpliedERP.mp4
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Agenda

• Oct 9

– Econ Pi status, latest ERP and risk-free rate 

– Brief Introductions to Preferred Stocks

– Open discussion (Everyone!!)
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Preferred Stocks

November 2016 AAII PDX Income Investors Subgroup 16

• A quick overview

• Key features

• References and resources



Preferred Equities
Bond Substitute… at least for now 

• Called “Preferred” because their dividends must be 

paid before its common stock.

• Several percentage points higher than comparable 

income securities… Current rate about 5.2 to 6.6%

• Preferreds are issued by the same companies that 

issue common stock.

– Financial firms, telecom companies, utilities etc.

• Dividends never increase and price usually remains 

within a narrow range… usually about par value of 

$25 per share
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Factors that affect the price of a preferred
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• Yield

• Interest rate

• Rating: Moody's, Standard & Poor's

• Inflation

• Duration: Call date and maturity date

• Risk of default



Preferred Equities by Sector
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Preferred Equities: Benefits & Drawbacks 

Benefits:

• Typically non-voting but pay a steady dividend

• High dividend yield… higher than common stocks

• Dividends are paid BEFORE common share holders

• Price is much less volatile than common shares… low 

correlation to price variation of common shares.

• If a company is liquidated, preferred stockholders have 

priority over common stockholders.
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Preferred Equities: Benefits & Drawbacks
(Continued)

Drawbacks:

• Limited upside appreciation

• Prices vary inversely with interest rates… a positive in the current market

• Some have No maturity dates like a bond… no guaranteed to recover principle

• Some may be redeemed (called) by the issuer.

• Call risk: The issuer could retire the security before maturity, often leading investors to 

invest in a lower yield environment.

• Interest rate risk: The price of a preferred can fall when yields rise.

• Credit risk: The issuer being unable to make interest and principal payments.

• Sector concentration:  Mostly banks and finance companies
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Preferred Equities Common Characteristics

• Cumulative: pays all past due dividends

• Non-cumulative: does not pay all past due dividends

• Callable: Issuer may redeem at PAR price, typically $25/sh.

• Check the call date before buying

• Be sure to calculate “Yield to Call”.  For example: B of A Series I, 6.2% trading at 

$26.70 can be redeemed at $25 next year, hence yield-to-call is 0.3%.

• Non-callable: Issuer will not redeem

• Convertible: Exchangeable for a given number of shares of common 

stock. Holders my be forced to convert shares… more volatile.

• Non-convertible: Cannot be exchanged for it’s common stock.

• Tax Implications: Most dividends are ordinary income hence taxed 

accordingly.  Some dividend income is treated at 15% rate, Check 

the prospectus.
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Selecting Preferred Equities

• Ways to own preferreds:

• Individual preferred shares

• Closed-end funds

• Open-end funds

• Exchanged-traded funds (ETFs)
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CDx3 Criteria for Screening for Preferred Equities

• Seek about 5.5 to 6% yield

• Callable within 2-3 years

• Quarterly or monthly dividend

• Investment grade or higher (check the credit rating of the offering 

company)

• Cumulative

• US companies

• Non-convertibles

• Buy below issue price (less than $25)

• Many are thinly traded, so prices don’t reflect value

– Check bid-ask price… the spread is important.

– Always use limit orders

• In the current market: If possible… Setup a laddered portfolio of 

maturity dates
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Tools for Screening for Preferred Equities

Macaulay Duration (weighted average duration in years)
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Want to learn more and be a better income 

investor? Do some research on Macaulay 

Duration… how it works, how it benefits an income 

investor. 



Tools for Screening for Preferred Equities

Modified Duration (Measures percent change in value 

vs percent change in interest rates)
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Want to learn more and be a better income investor? 

Do some research on Modified Duration… how it 

works, how it benefits an income investor. 



Preferred Funds & ETFs
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• Preferred funds:

– Cohn & Steers Low Duration Preferred & Income Fund (LPXAX) 

• Holds a mix of fixed and floating payments based on the 

LIBOR (London Interbank Offered Rate) (Could be attractive 

in a rising interest rate market)

– American Century Equity Income (TWEIX)

• ETF preferreds

– iShares US Preferred Stock (PFF)

– PowerShares Preferred (PGX)



32October 22 AAII Portland Chapter



Summary Remarks
• Be realistic: Your income needs may not always match 

what is the market offers

• Higher the yield the great the risk

• Nothing works forever

• So Passiveness Means Losing Money

• Preferred stocks are NOT same as preferred fund or 

ETFs 

• Research some of fixed income tools and share what 

you learn with the AAII PDX Income SIG

• Research CDs… Are there income opportunities there? 

Share what you learn with the SIG 

33October 22 AAII Portland Chapter



Reference URLs

• CDx3 Investor: http://www.preferredstockinvesting.com

• Income Securities: http://www.isinewsletter.com/

• Seeking Alpha: http://seekingalpha.com/dashboard/investing_income

• Quantum On-Line: http://www.quantumonline.com/

• Federal Reserve of Atlanta: https://www.frbatlanta.org/

• Investopedia on Preferreds: http://www.investopedia.com/exam-

guide/series-7/equities/preferred-stock.asp

• Preferred-Stock.com: http://www.preferred-stock.com/

• FINRA: https://finra-markets.morningstar.com/BondCenter/Default.jsp

• Yield to call calculators: 
– https://www.preferred-stock.com/calculator_ytc.php

– http://www.moneychimp.com/calculator/bond_yield_calculator.htm

– You Tube tutorial using Excel: https://www.youtube.com/watch?v=BpvC1z_WY7Q
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Recommended Reading List
• Investing in Preferred Stock, An introduction for modern income investors, Paul 

Josephs (latest edition)

• REIT: Cash is King, Simon Wadsworth (REIT preferreds)

• CDx3 Income Engine Preferred Stock Investing: Doug K. Le Du (latest edition)

• Fixed-Income Risks and Opportunities in a Rising-Rate Environment, Matthew 

Crouse, AAII Journal Sep 2022
– Duration Risk

– Interest Rate Risk

– Credit Risk

– Price Comparison Shopping

• Fidelity: Important Information About Preferred Securities 

https://www.fidelity.com/quick-

content/etf/help/research/learn_er_preferred_securities.shtml

• Schwab: Preferred Securities: Balancing Yield with Risk  

https://www.schwab.com/learn/story/preferred-securities-balancing-yield-with-risk

• Preferred Stocks: An Overlooked Alternative, John Deysher AAII Journal, Aug 2010 

https://www.aaii.com/journal/article/preferred-stocks-an-overlooked-alternative

• Duration: Definition, Calculation & Types  Marcia Wendorf

• https://seekingalpha.com/article/4500351-duration
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Agenda

• Oct 9

– Econ Pi status, latest ERP and risk-free rate 

– Brief Introductions to Preferred Stocks

– Open discussion (Everyone!!)
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Closing Comments

• We are always looking for prospective topics and discussion leaders… 

suggestions are welcomed (income oriented). Contact me at: 

andyprophet9@gmail.com

• Don’t forget use our private Google Group

• If you have an idea on how to select an income stock, post it to: aaii-

income-investing@googlegroups.com

• Or perhaps some commentary from your favorite income newsletter or 

share your “watch list”.

• Feel free to post links to articles and web sites of interest to income 

investors: aaii-income-investing@googlegroups.com

• Looking for volunteers to develop valuations spreadsheets that can be 

shared with SIG Members

• Share ideas on income investing!

• Don’t forget to sign-up for the main Portland Chapter meeting
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