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“Give a person a fish and you have fed him for a day. Teach him
to fish and you have fed him for life.”

—Chinese proverb (Lao Tzu)

Introduction

In the wake of the worst financial crisis since the Great Depression,
many investors are wondering how they can get attractive returns
while still being able to sleep at night. This book shows you how, using
investments that generate income.

You might ask what this means. Isn’t the goal of all investments to
generate income? Actually, there are two ways you can profit in the
financial markets. One way is to buy low and sell higher (hopefully),
thereby generating capital gains. The allure of investing in search of
capital gains is that when you are successful, the profits can be very
large. The main disadvantage of investing for capital gains is the sig-
nificant risk that you will lose money. Even if your investment is ulti-
mately profitable, you do not know in advance how much you will
make or when your profits will materialize.

The other way to profit, which is the subject of this book, is to own
investments that pay you a stream of income in return for just holding
them in your account, regardless of which direction the markets are
moving. You can profit even during periods when the financial mar-
kets are flat. Bonds are a prime example of an income-generating
investment: You buy a bond and collect the income every six months.



Dividend-paying stocks are another. Stocks generally pay quarterly
dividends. Even if the stock goes up and down while you hold it, you
will continue to receive the quarterly dividend check as long as the
company continues to pay.

Let’s take a minute to discuss why income investing vcould be good
for you. The major advantage of income-producing investment strate-
gies is their greater potential safety than those strategies that entail
buying and selling in pursuit of profit. Another advantage of making
an income-generating investment, especially in bonds, is that once
you invest, you have a very good idea how much cash you will receive
and when you will receive the payments.

So far, so good—as an income investor, you could possibly earn
dependable income at reduced risk. What’s not to like? The answer in
today’s markets is that many income-producing investments, includ-
ing bank certificates of deposit, money market funds, and many bond
investments, are simply not paying you as much as you need. One of
the fundamental principles in investing is that you have to bear
greater risk to earn higher returns. (Unfortunately, many investors
have learned the hard way that simply bearing risk does not guarantee
returns.) The implication would seem to be that if you invest for safe-
ty, you could be condemning yourself to modest, perhaps even inade-
quate, earnings. The goal of this book is to show you that this is not
necessarily true. The pursuit of greater safety than you might find in
the stock market or in real estate, for example, need not limit your
returns to the meager rates now available from the average bond or
bank CD.

Fortunately for the investor concerned about safety, as an income
investor, you might not need to give up much, relative to what you
might earn from riskier approaches. This book shows you that not all
bonds are created equal, and that there are several areas of the bond
market with above-average profit potential. Promising areas in 2010
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include high-yield corporate bond funds and long-term individual
municipal bonds. Because these types of bonds pay more than aver-
age, they also expose you to potential risks. You will learn how to mit-
igate those risks when we discuss each type of bond in more detail.
Down the road, conventional bonds might again pay attractive levels
of interest income. This book tells you what you need to know to
become an informed investor in such bonds, whether through mutu-
al funds or with a brokerage account in which you buy bonds from
individual borrowers.

You will also learn about two types of stock market investments
that have been less risky than the overall stock market and which can
be good sources of ongoing income: stocks with above-average divi-
dends and a strategy using exchange-traded funds and stock options
known as covered call writing. Moreover, in the right amounts,
these stock market strategies can improve your returns (compared
with holding only bonds) with very modest amounts of added risk.

The income-generating strategies you will learn from this book
are those that have been safer than the typical investment in the stock
market and have the potential to return more than the average invest-
ment in the bond market. Although the future performance of any
investment strategy cannot be predicted or guaranteed, you will see
how much risk has been associated with different income investments
and you will learn how to manage that risk in the future. Even with-
out a guarantee, you should be able to sleep at night.

How Much Money Do You Need 
to Retire?

Yogi Berra once said, “If you don’t know where you are going, you
might end up someplace else.”1 In the context of retirement planning,
you should interpret Berra’s wisdom to mean that you should not
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retire until you have established and achieved a prudent set of finan-
cial goals.

As a general rule, I counsel clients to plan on spending up to 5%
of their retirement savings each year if they don’t want to deplete their
savings over time. Although no future results can be guaranteed for
any investment program, the assumption behind this advice is that it
should be possible to earn an average of 5% per year on your invest-
ments without taking unacceptable levels of risk. To the extent you
earn more than 5%, you should save any surplus to help keep up with
inflation and to provide a cushion for those years when your earnings
fail to meet your expenses. If you can limit your expenses to 5% or less
of your savings each year, your savings might last you indefinitely. On
the other hand, the greater the amount you withdraw from your sav-
ings to spend each year, the greater the chances that you will deplete
your investments and possibly run out of money.

Let’s see how this works with an example. Suppose you have saved
$250,000 in your 401(k) plan; 5% of that amount is $12,500, which is
the amount you should be able to safely withdraw from your 401(k)
plan each year to spend. Now, I realize that very few retirees are liv-
ing on $12,500/year. Fortunately, you will also receive Social Security
and, if you are lucky, perhaps a pension from your job. Your retire-
ment budget should be within the sum of all these sources of income:
5% of your retirement savings plus Social Security plus any other 
pensions.

Another example in reverse: Suppose you decide that after taking
Social Security and other pension income into account, you still want
to be able to withdraw $50,000/year from your investments. How
much do you need before you retire? You would divide $50,000 by 5%
(which is 0.05) to get the answer, in this case $1 million. If you want
to be able to spend $50,000/year from your investments without tak-
ing on too much investment risk, you need to have saved $1 million.

HIGHER RETURNS FROM SAFE INVESTMENTS

4



According to the longevity tables that the IRS uses to calculate
required minimum IRA distributions (IRS Publication 590 at
www.irs.gov), a couple that retires when both spouses are 65 will, on
average, need to support one or both spouses for another 26 years. A
lot of crazy things can happen in 26 years: inflation, recession, eco-
nomic dislocations, and more. You don’t want to find yourself short of
money in your seventies if events take an unexpected turn. Rather,
you need to be confident that the money you had when you retired
will still be there in 10 or 15 years. Achieving that confidence requires
investing with both safety and returns in mind, and limiting the rate
at which you spend your money to a sustainable level of 5% or less of
principal each year.

Let’s Get Started…

The next two chapters describe what you need to know about bonds,
including how they work, how you can invest in them, and what their
risks are. Following that, the book shows you various strategies for
investing in the safest types of bonds. To increase your potential
returns, I recommend including some less-conservative income
strategies in your portfolio: high-yield bond mutual funds, preferred
stocks, and stock market strategies (high-dividend exchange-traded
funds and covered call writing). Such strategies are the subject of
Chapters 7, 9, 10, 11, and 12. The final chapter shows you how much
of your capital to allocate to the different strategies described in the
book. There is no single correct answer—the best investment pro-
gram for you depends on how much income you need, how long you
expect to need it, and how much risk you are willing to accept.
Chapter 13 presents some choices for your consideration. Ultimately,
the goal of this book is to show you how to invest safely for attractive
returns that could potentially sustain you for years to come.
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