Preferred Stock Investing

pF- THREE

THE RIGHT NUMBER, RIGHT ONES,
RIGHT PRICE

preferred stock must meet in order to be considered highest

Chapter 1 identified the ten selection criteria that an ordinary
quality and lowest risk — a CDx3 Preferred Stock.

Applying the ten CDx3 Selection Criteria to the preferred stocks that
are continually being introduced to the market place allows you to
narrow the field substantially.

However, the CDx3 Selection Criteria are not intended to address
your personal financial resources or goals — only you can do that.

In this chapter, 1 will teach you how many CDx3 Preferred Stocks
should be in your initial CDx3 Portfolio and why. This chapter also
describes how to determine the competitive position of a CDx3
Preferred Stock that is part of CDx3 Selection Criteria number 1 (refer
to page 11).

I will also describe in this chapter how to get the best price when
you purchase a newly issued CDx3 Preferred Stock by trading in a low
visibility “pre-market” before your CDx3 Preferred Stock becomes
available on a major stock exchange.

This chapter teaches you how to calculate the right number of CDx3
Preferred Stocks to have in your initial CDx3 Portfolio, using the CDx3
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Selection Criteria to select the right ones and the techniques needed to
buy them at the right price.

The "Right Number” Of CDx3 Preferred
Stocks

There is a trade off between having enough CDx3 Preferred Stocks
in your CDx3 Portfolio that generate lots of revenue and having so
many that they become difficult to manage. Remember, one of the
three objectives of the CDx3 Income Engine is “minimum work.”

Just because a preferred stock is introduced that meets the CDx3
Selection Criteria does not mean that you have to buy it.

For example, the ten CDx3 Selection Criteria resulted in 38 CDx3
Preferred Stocks during 2001 alone. While I use all of them in the
upcoming chapters to illustrate how the CDx3 Income Engine works
for you, for new CDx3 Investors, it is not practical to manage a CDx3
Portfolio that includes so many CDx3 Preferred Stocks. Once you've
gotten the hang of managing your CDx3 Portfolio, sure, but, at first, try
to keep it simple.

For a new CDx3 Investor, you want to have about 18 CDx3 Preferred
Stocks in your initial CDx3 Portfolio and here’s why.

When CDx3 Preferred Stocks are first issued to the public, they have
an initial price of $25.00 per share and pay you a dividend in an
amount that is determined by the dividend rate published in the
prospectus. This dividend rate, a percentage, is applied to $25.00 —
regardless of your actual purchase price - to determine the annual
dividend cash that you will receive.

For example, if a CDx3 Preferred Stock has a dividend rate of 7.0%,
you will receive $1.75 per year for every share that you own (note that if
you can find a way to purchase a share below $25 — discussed below —
your effective dividend rate is even higher).
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Three: The Right Number, Right Ones, Right Price

One of the goals to managing a CDx3 Portfolio is to build it up to a
point where the dividend income being generated is enough to
purchase the next CDx3 Preferred Stock, without investing any of your
“new” money. In other words, it's great if you can have a sufficient
number of CDx3 Preferred Stocks in your CDx3 Portfolio to become
“self-funding” (more on this in Chapter 10).

I'll discuss how many shares of each CDx3 Preferred Stock you
should consider buying in a moment, but let’s say you always buy one
share. Doing the math on a “per share” basis, if CDx3 Preferred Stocks
have an average dividend rate of, say, 7% and therefore generate $1.75
per share per year, you will need 15 CDx3 Preferred Stocks in order to
generate the (roughly) $25.00 per share purchase price. Plus, to allow
for the time that may pass between a sale and your next buy, you'll
need about three more. That brings you to a CDx3 Portfolio with 18
CDx3 Preferred Stocks.

Since, as you'll see momentarily, you should fix the number of
shares you buy with each purchase of CDx3 Preferred Stock, you want
to buy CDx3 Preferred Stocks, at a rate of about one per month, until
you have about 18 in your CDx3 Portfolio.

The number of CDx3 Preferred Stocks in your initial
CDx3 Portfolio:

When you allow for selling and buying activities (described
throughout this book), the most effective number of CDx3
Preferred Stocks in your CDx3 Portfolio is 18 - enough to
generate the revenue needed for you to purchase an
additional CDx3 Preferred Stock with dividend revenue, but
few enough to keep your initial CDx3 Portfolio manageable.
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It is for this reason that the PreferredStockInvesting.com CDx3
Notification Service is an 18 month subscription. Any shorter and you
would be left with an incomplete portfolio that never sees the beauty of
“compounding” (discussed in Chapter 10).

Should you ever have more than 18 CDx3 Preferred Stocks in your
CDx3 Portfolio? Absolutely. But when you're starting out, set your
sights on 18 as your first milestone.

Here is another tip to new CDx3 Investors for keeping things
simple: buy an equal number of shares every time. That is, have an
equal dollar amount invested in each CDx3 Preferred Stock in your
CDx3 Portfolio. Doing so makes reviewing your positions much
quicker. If you have 50 shares of this one and 70 shares of that one
and 120 shares of another one, it takes way too much thought to
quickly see where you're at compared to a situation where you have,
say, 100 shares of each.

How many shares you should buy:

Consider your personal financial resources and goals, then
decide how much money you would like to invest in CDx3
Preferred Stocks over the next 18 months. Dividing this
total by 18 gives you the dollar amount that you will invest
in each CDx3 Preferred Stock per month since they are
introduced at a rate of about one per month. Then divide
this monthly dollar amount by $25 (the cost of one share
of a CDx3 Preferred Stock) and the result will be the fixed
number of shares per purchase your budget can afford.

One last tip to those of you planning on managing your CDx3
Portfolio using an online brokerage account: round your fixed number
of shares per purchase to a nice round number like 50 or 200; doing so
will save you money. Online brokerage services charge you a fixed
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