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This book is presented solely for educational and entertainment purposes. The author is not offering it as legal, accounting, financial, investment, or other professional services advice. The content of this book is the sole expression and opinion of its author. It is not a recommendation to purchase or sell equity, stocks, or securities of any of the companies or investments herein discussed. The author cannot guarantee the accuracy of the information contained herein. The author shall not be held liable for any physical, psychological, emotional, financial, or commercial damages, including, but not limited to, special, incidental, consequential or other damages. You are responsible for your own choices, actions, and results. Please consult with a competent tax and/or investment professional for investment and tax advice.
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Introduction
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Ever thought about becoming rich? Want to be your own boss? Want to make passive income even when you’re not working? If the answer to all three questions is yes, you might think this is a get rich quick scheme, but that’s not the case at all. 

One of the best ways to become rich or even wealthy is to study what rich and wealthy people do now and have done in the past to acquire their wealth. Some have inherited their riches; but the majority in today’s day and age are self-made millionaires and billionaires.  

Look at the Forbes or Bloomberg’s billionaire list and you will notice that many of the billionaires have acquired their wealth through their investments.

Just look at the top five (not in any particular order, since they switch positions frequently):

Bill Gates: He became very wealthy with his company Microsoft (MSFT), but started a holding company (a company that holds assets, like: stocks, bonds, real estate, royalties, and creates subsidiaries for those holdings), called Cascade Investment. The money he made from his company was used to invest in companies such as Republic Services (RSG), Four Seasons, and John Deere (DE).

Warren Buffett: The Oracle of Omaha also has a holding company, called Berkshire Hathaway, where he invests in and buys companies such as Coca Cola (KO), See’s Candy, and Proctor & Gamble (PG).

Carlos Slim: Mexican business tycoon who has a holding company called Grupo Carso and has made investments in companies such as the New York Times, America Movil, and Phillip Morris (PM).

Amancio Ortega: Spanish business man who started the successful Zara clothing chain and incorporated it into a holding company called Inditex. Afterwards, he started investing in various companies and real estate.

Does an investor need to create a holding company to start investing? Of course not, but it is always helpful to know what kind of moves the top guys are making.

These and other billionaires are so influential and powerful that they can single handedly change the course of business, communities, politics, labor, law, education, health, economics (pretty much every facet of life), whether good or bad. 

However, that’s not the focus of this book. I’ll focus exclusively on investing and try to take something that can be quite confusing and daunting to learn and break it into easy digestible information. I’ll show how an investor can get more comfortable and confident with investing and create a passive income stream that will keep money growing.
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Chapter One: Brazen Financial Awareness
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I don’t have enough money to start investing

WE’RE LIVING IN TOUGH times right now, student loans are holding us back, rent keeps increasing and buying a house is also out of the question for many of us. 

So you want to start investing, but you either don’t have the money or don’t know where to start. It actually does not take that much money to start investing, but most people don’t think they can afford to put money aside. 

How much do you need to get started? You can start with as little or as much as you can afford. The more you have the better, of course, but if you are drowning in debt (student loans, car payments, rent), you can start small.

If you are really hurting for cash, you can start out by buying just one share in a high-quality company. There are many high quality companies that don’t cost that much to purchase just one share. For example, right now an investor can buy one share in Coca Cola for less than 50 dollars.

I’ll go into more detail on how to buy shares in companies, but just remember that you don’t need to have a lot to get started. 

Setup your investment account (we’ll talk about this more in detail) to automatically transfer over $20, $50, $100, or whatever you are comfortable with on a weekly basis from your bank account. Not only are you paying yourself first, your account will also build up and you will be ready to buy investments when the time is right. As you get more comfortable with paying yourself first, you can slowly start increasing the amount you transfer over to your investment account.

You can also just deposit a lump sum in your account, instead of doing automatic transfers, but the benefit of automatic transfers, once setup, is that you’ll pretty much forget about it and you will barely notice it making a dent in your lifestyle. Once you get used to depositing small amounts, you can slowly start increasing the automatic transfer amount.

If you are able to put even $10 a week to the side, after a year you will have $520 saved up, which is a start. You will then be able to use that money saved up to purchase different stocks.

It’s best to start small, because you will be able to mentally bounce back from mistakes you make and losses that will occur. This will also be a good learning experience, which will improve your confidence and analytical skills the longer you invest. 

If you start small with let’s say the $520, it will give you more flexibility in your thinking and risk taking than if you started with a million dollars out the gate. You would be too cautious and terrified to make decisions on your own and you would be too scared to lose money.

When you invest you continuously educate yourself. There will be slow times, but there will never be a dull moment.

Why invest in the stock market at all?

The stock market has created many millionaires and billionaires who did not inherit their wealth from their family. This is also were many wealthy individuals park their money and allow it to grow even more.

This market, even with its ups and downs, is still the best market to create and grow wealth that investors will need to live on when they are retired. The stock market also allows money to grow faster than inflation. 

What is a stock?

A STOCK IS A SHARE (piece) of a company that you can buy or sell on the stock market. A shareholder is a person or company that owns at least one share of a company’s stock.

A stock or share represents ownership of a company. If a company has 100 shares and you own 10, then you own 10% of the company.

Most well known companies, like PepsiCo and McDonalds, have billions of shares outstanding (shares on the stock market), so if you only happen to own 5 or 10 shares in these companies, you only own a miniscule part of the company. 

In the past stock certificates, which are legal documents that state the specific number of shares you own in a company, were issued to shareholders. If you wanted to buy or sell your shares, stock certificates needed to be transferred from the seller to the buyer.

This slows down the process of buying and selling, that’s why everything now is handled electronically. You can still request a stock certificate, though.

Rumor has it that the very first stock certificate known to mankind was issued by the Dutch East India Company (VOC) in the early 1600s. This certificate is on display at the Westfries Archief in Hoorn, the Netherlands.

Stocks give you the right to vote on the company’s operations, you get 1 vote for each share you own, so if you have 300 shares you get 300 votes. 

Voting happens once a year and you will most likely receive a message to cast your vote on proxyvote.com

How to make money with stocks

THERE ARE FOUR WAYS to make money with stocks. The most well-known is buying low and selling high. This technique involves buying shares at one price and selling it when the share price has increased. The difference is your profit.

So let’s say you bought 100 shares in a company for $5 on Monday (which puts your investment at $500) and seven days later the stock price climbed up to $6. Your money (capital) just increased (gain) from $500 to $600. 

Now this $100 gain is unrealized, because your money is still in the stock market and it could either go up or down. You decide to sell and received $600; you just gained $100 in realized income ($600-$500).

Second way you can make money is by selling high and buying low, also called selling short or going short. With this technique you borrow shares, sell them at a higher price and then buy them back at a lower price and return the shares you loaned back. The difference is your profit.

For example, shares of a company are trading, which means the process of buying and selling, at $10. You borrow 100 shares of that company’s stock and sell these shares for a total of $1000 ($10 x 100 shares). The stock then drops $3 in value and is now worth $7. You buy back 100 shares at $7 for a total of $700 and return the borrowed 100 shares. You just made $300 profit (sold for $1000 – bought back for $700 = $300)

Third, you can make money with stocks buy selling call options. With a call option you give the buyer the right but not the obligation to buy your shares at a strike price. For this right the buyer pays you a premium.

For example, you just bought 100 shares in Coca Cola for $38, you then write an options contract, valid for the next 30 days; to sell the shares at a specific price, let’s say $40 (strike price). 

So this means that the buyer has the right but not the obligation to buy your shares if the price increases to $40 or beyond over the next 30 days. After these 30 days the options contract will expire. For this right the buyer pays you a premium of let’s say $1.20 per share, so you immediately get $120 ($1.20 x 100 shares) deposited to you.

One options contract always consists of 100 shares. So if you are selling 4 contracts, you are putting 400 shares up for sale.

Now how does this benefit the seller or the buyer? From the sellers stand point you already receive a quick profit from the premium you received, in this case $120. 

Also, if the stock price stayed under $40 for the next 30 days, the buyer will not buy your shares. There is no reason to buy your shares for $40 while the market is selling them for less than $40. So you just made a quick $120 in 30 days. 

Now, if an investor did this each month by writing multiple contracts, he or she can start to increase the invested capital fairly quickly.

What happens if the stock increased to $43 within 30 days? More than likely the buyer will use his or her right to buy the shares at the agreed strike price of $40 a share.

In this case you just made $320 profit, $120 from the premium and $200 from selling your shares at $40 while you bought them at $38 (remember you bought 100 shares).

Now how did the buyer make money? He or she is already -$120 in the hole for paying you a premium, but in those 30 days the stock increased to $43 and the buyer bought them from you at the agreed amount of $40. So the buyer has an unrealized gain of $3 ($43-$40). 

If the buyer decides to sell at $43, he or she just made a quick profit of $180. The buyer bought the 100 shares at $40 apiece, and sold at $43 which gives the buyer a $300 profit. But the buyer also has to factor in the premium paid, which was $120.

Of course there are risks involved. The seller’s main risk is if the stock increases fairly quickly, the seller still has to sell at the agreed upon strike price.

The buyer’s main risk is the stock not increasing in value and thereby losing money by having paid the premium.

This might seem complicated and time intensive, but it’s actually fairly quick and easy to setup. You can write call options in less than a minute.
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