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DEDICATION 

Maybe the reason we write books is so we can dedicate the effort to the people who mean the most to us. As an author, you start to think about the dedication very early in the process; you want it to be right and to express your appreciation. Then the publisher calls and says it’s due now. I know that this dedication will leave unmentioned many very important people, and to them I apologize.

To my parents, Mary and Lou Blitz. No matter how long we go to school, we learn all our important lessons at home.

To my four wonderful children, Marla, Lauren, Jason, Brian, plus the two more who joined our family and made it even better, Stacy and Andrew. To four fantastic and brilliant grandchildren, Carter, Sammy, Lily, and Gabe. My children and grandchildren have brought me more happiness than I could have wished for.

And, most importantly, to my best friend, helpful critic, and intellectual guide, the “Redhead from Southfield,” my wife Gayle.

Dennis 




INTRODUCTION 

This Message Could Mean an Extra Million Dollars for You and Your Family 



Each year, millions of intelligent and prudent people set aside money for their future. For many, saving money is a struggle. Yet even in the face of higher costs of living and unexpected emergencies, they continue. Sadly, too often their efforts are rewarded with dreadfully poor returns.

Newspaper headlines, television talk shows, and investment company sales literature continue to proclaim that Americans need to “save more.” For many, that advice is sheer nonsense. Millions of Americans are already saving and investing billions of dollars each year. The following figures represent net investment inflow for 2006.








	Investment Type
	Investment Amount



	U.S. mutual funds 

	$17 trillion




	Exchange-traded funds (ETFs)
	$1.2 trillion



	Unit investment trusts (Source: Investment Company Institute)
	$29 billion



	Annuity purchases (Source: LIMRA International)
	$240 billion 






In addition, people are investing in real estate, new businesses, and a host of other opportunities.

So, why do we keep reading that Americans are saving less than ever before? As the old saying goes, “Figures don’t lie, but liars figure.” Many of the figures we read in the headlines are derived by using an outdated measuring tool, the net inflow into bank savings accounts. However, for many of us bank savings accounts are no longer the preferred method of saving, so this indicator keeps shrinking. This obsolete indicator is frequently cited by the investment industry to make its self-serving point.

The real reason for the disappointing balances in our savings and investment accounts is that those accounts are earning abysmal returns.

The impact of even a slight improvement in our annual return will have a dramatic effect on our financial future. Let’s look at an example. Joe has worked at the same company for fifteen years. The company is good to Joe and provides him with a 401(k) plan. Joe contributes to the 401(k) plan religiously (smart move, Joe). This year he will contribute $4,000, and his employer will match 50 percent ($2,000) for a total contribution of $6,000. At the beginning of the year, Joe’s 401(k) account has a balance of $92,000.

Assuming that Joe invests the $6,000 on the last day of the year, take a look at how dramatically various returns impact his account balance.
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As you can see, the return on Joe’s investments has a greater impact on the growth of his account than the amount of his annual contribution. Over Joe’s career, the impact of performance will add or subtract hundreds of thousands of dollars from his account. For those who earn or save more than Joe, the impact could be as high as $1 million over a lifetime.

Yet, rather than being advised to monitor the returns on our investments, why are we instead told that we must save more?

You need only look to the source of the “save more” mantra. For the most part, this advice comes from studies that are commissioned and distributed by the investment industry. We should view these studies with the same suspicion we reserve for studies done by drug companies—you know, the ones that always find that we should take more drugs. The investment industry benefits each time we invest more of our money. In 2006 the mutual fund industry alone collected commissions and annual investment fees of $200 billion.

The Rich Do Get Richer . . . Because They Know How to Invest 

Of course, we cannot simply blame the investment industry for our poor investment returns. The fundamental barrier on our road to investment success is: most Americans have never been taught how to invest. Unfortunately, we can’t look to the investment industry to teach us how to invest. Just as casinos earn the bulk of their money from inexperienced gamblers, the investment industry thrives on passive, unskilled investors. Such investors:

• Are less likely to question fees and charges. 

• Are less likely to demand premium results when paying a premium fee.

• Are less skeptical of inflated sales claims.

In spite of the industry’s claims that we must save more, the real path to successful investment results is to improve our annual returns.

Now, here is the good news: Achieving higher annual investment returns is not an insurmountable task. We all can earn better returns if we are willing to become a little more knowledgeable about investing.

Anyone can learn how to earn more from their investments. I know, because I have taught investment techniques to thousands of people over the years.

Why I Wrote This Book 

In 1969, I graduated from college with every intention of becoming a certified public accountant. However, as I walked out the doors of the university, I decided that I wanted to first spend a little time following my passion.

What held excitement for me? Money. No, not the big stacks of money that you use to buy a red convertible. Instead, I was fascinated with the concept of money—how it moves, how it flows. I wanted to know how capital is accumulated and who ends up with it when the music stops playing.

So, instead of walking to the nearest accounting office to apply for a job, I went to the nearest stock brokerage branch and took a job in the back office. One day, as I sat at my desk, armed with a love for the market and a degree in finance and accounting, lightning struck.

Three new broker candidates had just returned from taking the test all brokers must pass before they have contact with clients, the National Association of Securities Dealers (NASD) exam. Their faces were ashen.

The old exams that the branch manager had given them to study were of no value. Apparently, NASD suspected that some brokers were better at “dialing and smiling” than at understanding the rules and concepts of the market. So, NASD upgraded their entry-level exams.

Those three prospective new brokers gathered near where I sat and started asking each other about the exam. They weren’t trying to figure out the right answers to the questions; they were asking what the questions meant. It was clear they knew nothing (and I mean nothing) about the market. That evening, I went to the branch manager. I suggested that I could write a class for new candidates on market basics. The manager was so delighted he said that he would pay me $25 to teach the class.

By the next morning, however, he had changed his mind and suggested that I collect whatever I could from the new recruits. He mumbled that the recruits would be more attentive if they had their own money on the line.

It didn’t matter that I might not get paid; I was off and running.

I taught my first class the following week. In nine months, my little “Market Basics” class had become a three-and-a-half day “NASD Exam Prep Course,” with its own textbook, fancy slides, and cool classroom handouts. Within a year, I had quit my job at the brokerage firm and was conducting classes for a half dozen branches of various brokerage firms.

Over the next fifteen years, my school grew to offer hundreds of classes annually coast to coast, and the client list read like a Who’s Who of blue-chip financial giants. By 1985, when I sold the business, we were conducting classes for more than one of every three new security representatives in the United States and had added courses in tax shelters, insurance, and annuities.

My experience gave me a unique opportunity. Whereas most people think about investments maybe 1 percent of the time (if that much), I was in the investment world every day. I was in the product-development meetings at almost every major home office. I was not confined to any one company or any one product. I had the opportunity to consult on new investment products still in the developmental stage. I came to understand how the insurance and investment companies design products and how they make their money.

In 1989, I joined Dearborn Financial Publishing, which just a few years earlier had purchased the company that had acquired my old school. I became president of Dearborn, and in 1998 I helped sell the company to the Washington Post Organization, where it remains and continues to thrive today. Its new name is Kaplan Professional, and it is a part of the Washington Post’s billion-dollar education division.

These developments gave me the time and opportunity to return to what I enjoy the most—being a full-time investor. They also motivated me to write down what I have learned. The result is Save Smart, Earn More. 

How You Can Improve Your Investment Results With a little knowledge, you can improve your investment returns by 20 percent, 30 percent, or more. When you finish reading this book, you will understand and be able to apply:

• The Nine Rules of Successful Investing, used by the world’s most successful investors

• The critical flaw in the conventional wisdom about diversification, and how you should diversify to achieve superior profits 

• The one element necessary for success in the stock market 

• How to find the hidden fees you are paying for investment products and how a do-it-yourself approach can be more profitable 

• How to decide when paying an investment fee is the right thing for you to do

• How to earn twelve dividend checks a year from every stock you own, even if the company is not paying a dividend 

• What you need to know before investing in a franchise 

• Why you—and no one else—must maintain control of your investments

This book contains no magic formulas, financial tricks, or sleights of hand. The techniques are not difficult or complex. You can handle most of the investments we talk about in this book yourself, with no need to give up control of your funds to anyone else. In fact, you will learn that many times the simplest investments are the best.

Save Smart, Earn More contains the practical and proven techniques that America’s most successful investors use every day. These strategies will stick with you for the rest of your investment career. As you use what you learn in this book, you will stop jumping hopscotch-style from one investment to another, selling each as it loses money and buying the next investment at or near its top. Best of all, you will be able to stop wrestling with an investment portfolio that is just a cluster of parts and pieces, none of which fits together to move you toward your goal.

By the time you finish reading this book, your approach to investing will no longer be driven by emotional blasts of concern about being left behind. Instead, you will be able to draw upon a cohesive set of straightforward strategies that will provide you with peace of mind— and a lot of extra money, to boot. Your newfound understanding of investing will bring you the sense of control and comfort that your investments should provide.

If Only 

Many of us can remember our parents or grandparents saying, “If I were only twenty years younger, I would have bought all the XYZ stock I could get my hands on, and today we would be rich.” Or, “I’d have invested in or started that business I was thinking about, and today we would be rich.” Or, “I’d have bought that piece of property where the interstate crosses the state line, and today we would be rich.”

At various times in their lives, our parents and grandparents may have thought that all the good opportunities were gone. However, that has never been true. Every decade brings a new crop of opportunities from which investors have profited. Some opportunities result from transformations in the economy, but most come about from changes in the way people do everyday things:

• Americans once loved to shop at Sears, then at K Mart, then at Wal-Mart.

• They bought books first at the corner bookstore, then at mall bookstores, then Amazon.com.

• They looked up contacts in the Yellow Pages, then through Mosaic, then through Google.

• They traveled by stagecoach, then by train, by bus, and by airplane.

• They were entertained by vaudeville, then by radio, the movies, network TV, cable, and then by satellite.

The opportunities are always there. What our parents and grandparents were really lamenting was, “I’m too old to benefit from the opportunities that are available today.”

Well, I have good news for everyone reading this book.

We are not too old. As a matter of fact, in “investment years” we are much younger than our grandparents were at the same chronological age. Of course it would have been a good idea to begin a brilliant investment career at the age of twenty-five. However, whether you are forty-five or sixty-five, you are likely to be around for a long time—maybe twenty years longer than just two generations ago. We have plenty of time to allow our investments to develop and mature.

Let’s start our brilliant investment career today. That way, in the future, no one will have to listen to us say, “If I were only twenty years younger.”

There Is a Drawback 

Everyone can benefit from the techniques in Save Smart, Earn More, but not everyone will. To benefit from what you will learn here, you must take some action. Unfortunately, not everyone will take that step. Many people are content to simply continue checking the default boxes in their 401(k) or mutual fund investment account. For those people, Save Smart, Earn More may be interesting to read, but it won’t help improve their investment results.

However, if your goal is to greatly improve your investment results and you are willing to take charge of your investments to achieve that result, this book is your guide.

Every person is unique, and each of us will determine how much time we are willing to contribute to the management of our investments. Hence, I have organized this book to provide information for readers at various levels of investment activity. Part I contains the Nine Rules of Successful Investing. These are the rules that separate great investors from the rest. Part II describes how to put the nine rules into action through proven techniques for investing in stocks, options, and annuities. Readers who are willing to invest both time and money will benefit from the details presented in Part III.

The single most important point every investor must keep in mind as they invest for their future is: Improving investment return by just a few points is more important to our results than saving more and more of our hard-earned dollars each year.

We’re ready to begin.



















Part 1:



WELCOME TO THE BACK PORCH






1: We Still Have Plenty of Time to Get Rich 



Don’t Bother Me with the Details; Just Tell Me Where to Get My Extra Million Dollars.

Several years ago, my wife and I bought a second home near a lake in a quiet town about sixty miles from our full-time home in Chicago. The only change we made to our lake house was to add a large and comfortable enclosed porch. Most weekends we drive there on Friday afternoon and stay through Sunday. Our favorite times are when friends join us for a “weekend in the country.”

In the evenings, after dinner is done, the grill has been cleaned, and the dishes put away, the evening air cools and the conversation warms. The exchange between friends takes on a familiar pattern. First is talk of family, followed by everyone’s comments about politics and the latest good book or movie.

Then the conversation sometimes takes a turn that reflects a problem troubling millions of Americans: How can we best manage our finances during the time leading up to and during our retirement? At some point in the conversation, it’s almost a certainty that someone will look skyward and voice one of the following:

• I just want to invest my savings to maximize return.

• I just want to invest my savings to maximize growth.

• I just want to invest my savings to maximize safety.

Some people will say all three.

As I’ve listened to my friends over the years, it has seemed almost as though they were waiting for divine intervention. Maybe they were hoping for a deep voice to issue forth from the heavens and intone, “Buy GE at $37 a share!” Please don’t misunderstand me: The people who gather on my back porch are not uneducated or simple. These are intelligent, successful professionals, and they are not unique. They are typical of so many Americans who “only” want better returns, better growth, and more safety from their investments.

These back-porch conversations about investing start out with a great head of steam, then slowly lose momentum as my friends shake their head over how disappointed they are with their current investment results. They begin to guess at what “perfect” investments today would be sure to give them great wealth in the future. Naturally, they never arrive at a conclusion, and the conversation eventually tails off, only to be replaced by a different topic.

But tonight, as we gather on the back porch, I suggest that we do something different.

After thirty years of writing for and lecturing to professionals on the topic of investing, I volunteer to lead a discussion on the proven rules of successful investing. Tonight, our sole focus will be on the topic of how to best manage our money for the future. I have assembled on my porch some of the smartest people I know, and I want you to join us.

Tonight, we will all ignore any past investment screw-ups that we may have made. We will forget, for the next few hours, that maybe our current investment portfolio is a disorderly mess that has provided disappointing results. Tonight, we will all be brilliant. Our thinking on the topic of how to best manage our money will be crisp and intelligent. We will come to conclusions that will be both elegant and usable. We will do all this before the sun comes up in the morning, before we can hear the golfers’ carts humming past the cottage on their way to their morning game.

As everyone gathers, I run off to the kitchen to get a fresh cup of coffee. Maybe I can find a little slice of the pie that was left from dessert. I tell the others that if pie and coffee don’t interest them, there are soft drinks and something a bit stronger in the bar. Get what you like, and let’s begin.

The Fundamentals of Sound Investment 

As my friends return to the porch, I notice that, in addition to fresh drinks and seconds on dessert, a few have come back prepared to take notes. Even in this casual setting, people are serious when it comes to retirement savings. I suggest that we start the evening’s discussion by agreeing on a few basic concepts—ideas that are fundamental to any successful approach to investment.

Concept One: This Is Important Now 

Investing is no longer the icing on our future plans; instead, it’s now the cake. I ask my friends if they’ve ever had thoughts such as these:

• “My investments today will not be adequate for me to live in the style that I hope for when I retire.”

• “As my income from work decreases in the future, I will need to rely more and more on my investments to pay for the things that I want for myself and my family.”

Carol laughs. “Boy, I think those thoughts all the time.”

Tim interrupts and says, “Not me; I only think about them when I’m awake.”

“Okay,” I say, as I raise my coffee cup in a toast. “Then you already understand that your investment portfolio performance will dictate your future lifestyle. But not to worry! Even if your current investments have generated disappointing results, a fix is not out of reach. You simply need to understand the Nine Rules used by successful investors.”

Lou, with tongue in cheek, asks, “Is there a successful investors’ clubhouse? Will I need to discover a secret handshake or password?”

“No,” I respond, “the secrets are all around us. In fact, I’ll share them with you tonight. But for now, let’s stick with the groundwork.”

Concept Two: You Are Your Own Best Investment Advisor 

You are the one who must control how your money is invested. Although the need for intelligent investing advice has never been greater, there is a surprising lack of unbiased guidance for the average investor. Of course, people in the highest 5 percent of net worth have access to excellent investment advisors. The rest of us, however, must be our own best resource.

Concept Three: There Are Two Ways to Invest in Any Asset 

The investment can be “do-it-yourself,” which will save you substantial fees and costs but requires some knowledge, as well as an investment of your time. Or you may choose to use a professional who will charge you fees for his management services. Although it may seem the easier choice, if you are paying heavy management fees for others to make all your investments in real estate, equities, retirement planning, and small businesses, it’s unlikely you’ll achieve your investment goals.

Concept Four: Life Expectancy Is a Critical Part of Investment Planning 

Wouldn’t it be much easier if we knew exactly how long we needed to depend on our investment income? Wouldn’t knowing our exact life expectancy be helpful when deciding between long-term and short-term options for our investments? Well, life doesn’t operate on a set timetable, so we must depend on history to build a framework for planning our retirement finances.

According to the National Center on Health Statistics, in the year 2007, the average life span for Americans was 77.9 years. That’s a helpful place to start when trying to project our future, but it’s important to remember that everyone is unique. If any of the following is true about you, you are statistically likely to live longer than the average American:

• You have had generally good access to health care.

• You went to college.

• You are married or have a pet. (Some think that a pet is easier on your health than a spouse, but that’s a different book.)

• Your parents are still alive (or lived to a ripe old age).

• You are not morbidly obese.

• You remain mentally active.

• You don’t smoke.

As we can see, simple factors can make a difference in life expectancy.

Even things as basic as a positive attitude or a sense of humor have been shown to increase longevity. The longer we live, the more money we’ll need to finance our retirement—and the more time we have to make sound, long-term investment decisions. Hence, if you’re a healthy, middle-aged American, you don’t need to make quickie, bet-the-farm investments.

I look to my left at Mark, who has been taking notes. “What do we have so far?” I ask. As usual, Mark is to the point:

1. This is important now.

2. You can be your own best investment advisor.

3. There are two ways to invest in any asset (self-manage or pay a management fee).

4. We have plenty of time for our investments to mature.

“I agree with everything you say,” says Tim. “So, why don’t I feel rich?”

Eliminating Obstacles to Success 

The room chuckles at Tim’s exaggerated misery, but I don’t want to dismiss his remark too quickly. He brings up an interesting question.

“Tim, there are five very specific obstacles that keep many people from being as successful as they would like with their investments. Once we can identify and understand those obstacles, we will be better able to avoid them.”

Lou leans forward. “If there are five obstacles, I’m sure that I’ve bumped into every one of them without even knowing it. What are they?”

“All right,” I say, laughing. “Here goes.”

Obstacle Number One: Believing the Half-Truth of Mutual Fund Diversification 

Every mutual fund brochure loudly proclaims that we must diversify, diversify, diversify. You’ve heard it a million times. The implication, of course, is that “diversification equals safety” and that no poor sap of an investor can diversify his or her portfolio as competently as a mutual fund can diversify its holdings. Mutual funds emphasize this last point by proudly proclaiming that they are invested in 300, 400, or 500 different companies. “Can you do that?” asks the salesperson, letting you know that you’re Mr. Small Time compared to his company’s giant investing machine.

Millions of people have bought into the mutual funds’ diversification pitch. (In fact, I’ll bet that most of us have.) However, if diversification equals safety, why did millions of mutual fund investors lose billions of dollars in 2000 and 2001?

The answer reveals that the mutual fund industry is telling a half-truth about its “diversity.” Yes, if you invest in a mutual fund, your money is spread over hundreds of stocks. In the end, however, you still are invested in stocks and only stocks. That doesn’t represent much diversity, does it?

If you want to have a diversified investment portfolio, you need to consider a broad range of investments. Let’s look at a successful long-term investment program as a guide.

Harvard University’s endowment portfolio is an eye-popping $27 billion. The Harvard Investment Fund buys stocks with that money, just as you do. However, only 15 percent of its assets are invested in traditional listed securities. The balance is diversified among commodities, private equity, hedge funds, bonds, foreign securities, real estate, and so on. The endowment fund has averaged a 15.9 percent return during the past ten years. At this rate the endowment fund’s assets doubled every 4.5 years not counting new contributions made by Harvard’s generous alumni.

Now, it’s unlikely that you have $27 billion to invest or a staff of in-house investment managers to help you locate investment opportunities and monitor their performance. Still, the Harvard University endowment portfolio offers a significant lesson: You need to expand your thinking about where you place your funds. To put it bluntly, the search for diversified investment opportunities doesn’t end with the list of the 500 largest companies in America. It only starts there.

Obstacle Number Two: Asking the Wrong Question about the Right Investment 

I don’t care if you chair an investment seminar, or appear on a television panel, the first question that you will be asked as you leave the stage will be: “What’s the best place for me to put my money?” Maybe you’ve asked this question yourself. Sadly, it’s the wrong question. Consider this scenario.

Let’s assume that the person asking the question has the goal of earning the highest return possible on their investment. In that case, the answer to the question is simple: Take all your money and buy lottery tickets. If you select the right numbers, your return percentage will be in the millions. (Try to match that kind of return with your Vanguard mutual fund.) Of course, there is a flaw in the lottery-ticket investment strategy—the odds of winning are about 170 million to 1.

The right question, therefore, is not “What is the best place to invest” but “What is the best way to invest?” Once we learn how to invest, everything else will fall into place.

Obstacle Number Three: Searching for (and Expecting to Find) Unbiased Guidance 

Wouldn’t it be nice if there were a wise guru sitting in an unpretentious office near our home? He or she would listen endlessly to our goals, desires, hopes, and plans, then give us an unbiased and detailed road map to follow to maximize our investment returns and minimize financial frustration. There are four reasons why that person just doesn’t exist:

1. Securities brokers (who are sometimes referred to as financial advisors, financial consultants, or financial planning specialists) are licensed to be a “registered representative” of a single broker/dealer. Unless they are given expressed written permission to sell outside products (a relatively rare practice known as selling away), they may only offer the products of the single broker/dealer for whom they work. This requirement was put in place to help create a clear chain of responsibility that can be used to monitor the behavior of unscrupulous brokers. However, it also limits the investment products that the broker may offer.

2. Everyone has limits. No single adviser, salesperson, or guru could understand the fine points of every investment category. The real estate expert may be at a loss to explain the ins and outs of an equity-indexed annuity, just as the annuity salesperson would be of little help in evaluating a real estate development project. Beware of the investment salesperson who says, “I specialize in all investments”

3. The representative you speak with is likely paid by commission. There’s nothing wrong with commissions, but we need to be aware that the commission might be driving the advice we receive. It’s nearly impossible for a commissioned sales representative to be totally unbiased.

4. The fourth—and perhaps biggest—reason why we shouldn’t rely on anyone for unbiased investment guidance is this: No one cares about our money as much as we do.

The investment of our dollars and the monitoring of their progress is up to us, and it should be—it’s our money.

Obstacle Number Four: Underestimating Risk 

Everyone has heard the phrase “Risk equals reward.” But, I suggest that a more accurate expression of reality would be “Risk equals risk.” Risk is real—write that in stone. Things sometimes go wrong:

• You buy stock in a large successful drug company. Shortly after, one of the company’s new drugs is found to cause sudden cardiac arrest in people who are allergic to soy products.

• You buy investment real estate in a nice town just before the town’s largest employer moves its production to China.

• You invest in a charter bus company with a book full of guaranteed business at a guaranteed fare, and gasoline prices go through the roof.

Risk is real.

Obstacle Number Five: Battling the Headwind of Management Fees 

Every investor knows that there are costs associated with making and maintaining an investment. The sales literature, the salesperson who is speaking with you, the company’s home-office building located in the central business district—all this costs money, and that money comes from the fees built into every investment product. The question we must keep asking is whether the fees are reasonable when compared to the service provided. To answer that question, we first must know what the fees are.

Management fees sometimes disappear into the fabric of investment presentations. Watching an investment promoter run through a fee disclosure is akin to watching a David Copperfield performance (at least Copperfield admits that he’s using misdirection to keep our eye looking the other way). Too often, investors are encouraged to look at the icing while an investment promoter carries off the cake in the form of hidden fees.

Every Guarantee Has a Cost 

Here is a simple question you can ask during any investment presentation. Each time the salesperson tells you about a “guarantee” offered by the product, ask about its cost. All guarantees, come at a cost:

• Guarantee of no loss: The company may reduce your upside potential to cover its risk. This can be done by capping the investor’s potential growth in a rising market, by deducting an insurance premium from the funds you have invested or a combination of both.

• Guarantee of fast liquidity: To accomplish this the company will simply hold back investment funds. That is, it keeps a cash reserve to make sure it can meet redemption requests. However, being less than 100 percent invested will cause a reduction in investment efficiency.

• Guarantee of no sales fee: Check the mutual fund prospectus for a paragraph titled 12-B-1. Most no-load funds (mutual funds that do not charge a sales fee upon investment) levy 12-B-1 sales fees against your portfolio. Also look for a surrender charge (a fee charged by some funds when investors liquidate all or part of their shares) and ongoing management fees.

Does an annuity guarantee a monthly payment for the rest of your life, no matter how long you live? That guarantee comes at a cost. Does the insurance company say that if you become disabled, it will waive your premium? That guarantee, too, comes at a cost. Sometimes the cost of the guarantee is not listed in the prospectus; it is instead concealed in the form of a reduction in the upside potential of our investment dollars. The cost of each guarantee equates to a lower return, which is one of the reasons that the simplest products can in many cases provide the best returns. Ask yourself whether you really need each guarantee being offered.

We need to remain vigilant, as some salespeople like to present the most elaborate products their company offers because these products frequently pay the highest commission. If the salesperson cannot fully explain all the fees and costs of an investment to your satisfaction, it’s time to look elsewhere. Only work with a salesperson who is knowledgeable about his or her product and who provides you with full disclosure of the positives and the drawbacks of the product.

Knowing All the Fees, All the Time 

Perhaps the prospectus lists the investment management fee as a dollar amount or percentage, and the fee sounds reasonable, even low. You assume that the fee covers the cost of managing and maintaining the investment, along with the operating costs of the Mutual Fund such as accounting, legal, printing and postage, and so on. Elsewhere in the prospectus, however, you learn that operating costs are charged as a separate fee to the investors (called the expense ratio). In other words, the management fee goes straight to the management company, and the investors are left to pay all the operating costs of the fund.

Of course there are times when, even a high fee may be reasonable, especially when the work being done on your behalf by the promoter is something that you could not do yourself. The fees of a real estate limited partnership are a good example. Sure, the general partner charges for their services, but it’s possible that the experience and skills the general partner brings to the project would cost you twice as much in the open market.

Lou places both hands on the top of his head. “Yep, just as I expected. I have bumped into every one of the five obstacles.”

I again turn to Mark and say, “Let’s recap our obstacles to investment success.”

Never missing a beat, Mark reads from his notes:

• Believing the half-truth of mutual fund diversification 

• Worrying about where to invest, rather than how to invest 

• Expecting to find unbiased guidance, when in fact we are our own best investment manager 

• Underestimating the very real risks involved in any investment 

• Paying high fees

Fortunately, as we will see, there are ways to overcome each of these obstacles.




2: The First Rules of Successful Investing 



When I was young I knew that I wanted to be somebody. Now I realize that I should have been more specific.

—Lily Tomlin 

Bob stands, adjusting his slacks as he attempts to hide the fact that he has just let out his belt a notch. “Dinner was great, but I ate too much. 

Next Monday, I’m going to start going to Weight Watchers meetings.” 

Mark reminds everyone that about once a month for the past ten years Bob has been announcing that he is going to start Weight Watchers on the following Monday. “One of these times he may really do it,” says Mark.

Bob doesn’t laugh but instead dives back into the topic at hand. “We have set a foundation for investing and listed the obstacles to investment success. Are we ready to begin to identify those Nine Rules of Successful Investing?

“We are,” I answer. “As we go over the nine rules, I’d like you to consider this: Successful investors make their decisions differently from average investors. As you understand and start to follow the rules we’re about to discuss, you will be learning to think like a successful investor.”

Rule One: Invest in What You Know 

Successful investors know what they don’t know. Not every investment is the right opportunity for every investor.

It may sound simplistic, but the first step to knowing where to invest your money is to understand where not to invest your money. Simply stated, you should never invest in anything you do not understand. A simple tool is the “neighbor” test; if you cannot explain an investment opportunity in clear terms to your next-door neighbor, maybe you should look for a different investment.

The poor guy who cannot identify what he will not invest in is a sitting duck for every hot stock tip or half-baked concept that comes along. Depending on the sales presentation and his available funds, at any given moment he may buy stocks, commodity futures, a stake in a cattle breeding ranch, a franchise, equity options, an oil well, or a real estate development project.

Now hear this! Successful investors don’t think that way. Successful investors only place their funds in a few areas. Furthermore, they only place their money in areas that they clearly understand.

Standing near the bar and pouring a soft drink, Carol interrupts me. “That’s interesting. I’ve spent my entire career working in the administrative office of both commodity exchanges in Chicago, and I know that you’re right—the most successful traders only trade a few things. Some trade the grain-market commodities such as wheat, corn, and oats. Others stick with the metal markets, trading copper, gold, or silver. But you can bet that the most successful grain traders very rarely trade the metal markets, and vice versa.”

Mark is quick to agree. “I’ve worked as a consultant with several private equity companies in the past few years,” he says, “and I can tell you that the most successful ones have two characteristics. First, their offices are never glitzy or extravagant. The fancier the office space, the less money seems to be left to distribute to investors.

“The second trait is that they work in a specific or narrow category of business. The most successful private equity firms are focused on industries that they know and understand. Every now and then, a private equity firm will call me and say, ‘We’re looking for some place good to put our money.’ I smile and agree to keep my eyes open for them, but under my breath I’m saying, ‘Buddy, you can kiss your money goodbye— you’re doomed before you start.’ The successful firms stick with their areas of expertise.”

Rule Two: Invest, Succeed, Repeat 

When the successful investor finds something that works, they keep repeating the process. Simple as Rule Two sounds, too many investors treat a success as if it were just a lucky break and do not take the time to examine what they can repeat from the experience. As the nine rules keep pointing out, the method that you use to invest is much more important than what you invest in.

Countless studies have attempted to determine why some investors succeed and others do not. These studies come to the same conclusion. 

The way we invest is more important to our success than what we invest in. Depending on the study, the way an investor invests can have a long-term impact seven to ten times greater than what he invests in.

“Teacher, teacher,” calls out Jack, waving his hand above his head, schoolboy style. “I’m not getting this.” Everyone snickers. However, it’s easy to understand Jack’s frustration. For our whole investing career, we have been trying to figure out the best place for our investment dollars. Now we are learning that it is not “what” but “how” we invest our dollars.

“Jack,” I reply, “consider this. We know that some investors do very well in the stock market; however, the majority of people struggle and are rewarded with only second-rate results. What causes this difference? The successful stock market investors are those people who have identified a profitable method of stock selection and repeat that method over and over again.”

Later we will focus on stock market investing and identify the different methods of stock selection that successful investors use. Each method has the potential to make you very successful. What doesn’t work? Not knowing your method. The person who fills his portfolio with stocks with no rhyme or reason behind their selections is condemned to a life of investment mediocrity.

Rule Three: Embrace the Learning Curve 

Sticking with an investment during the learning period is not easy. Many investments are complicated and take time to learn and understand. 

During the learning period, we can all become disheartened. But the learning curve is part of the tuition we must pay to succeed.

Most successful investors will tell you, “When I started out, I made a lot of mistakes. I considered quitting several times. But eventually I got the hang of how the market works, and since then I’ve done pretty well.” 

The most successful investors may add, “Sure, I still make mistakes and have a loss every now and then. The way I invest isn’t perfect, but I’ve gotten a feel for investing this way, and I stick with it.”

When starting out in any investment category, you will make mistakes. Mistakes are to be expected; don’t be discouraged.

For some investors, the frustration can overrule good investment practices. If they suffer a setback in the stock market and become impatient, they may sell all of their stock and move their money into real estate. Then, after incurring a few real estate disappointments, they reverse the process and move back to stocks. People who manage their investments this way accomplish three things:

1. They are probably selling their current investments at the bottom and buying the new investment near the top.

2. They keep walking away from everything they have already learned and replacing it with a new learning curve.

3. They incur unnecessary liquidation and reinvestment costs.

“Hold on a minute,” says Jack. This time he is much more intense than he was earlier. “Are you saying that the only way to be successful is to know everything about every type of investment?”
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will set you on the road to becoming a millionaire!”
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