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Chapter 1

Getting Started




Why are You Here?

Turn on any investing show on television. Just keep clicking until you see tickers racing across the bottom of your screen. Perfect. You found one! Well, chances are that at some point in the next half hour you’ll see a person looking quite knowledgeable make a prediction about the direction of the stock market. He or she might say something like: “As you know, Bob”—for some reason, they’re always named Bob—“the market is entering a ‘push-pull’ phase, as evidenced by the inverse parabolic formation that is occurring in the advance-decline line. The Dow will drop 342 points over the next two months, starting Monday.” The interviewer nods gravely and sympathetically. The guest goes on to predict that some guy in Wichita will get sick after eating a bowl of spoiled chicken salad casserole on Thursday and that an Alice Munson of Sacramento should check the air pressure on her left rear tire over the weekend. “I can’t compete with that,” you think. You keep clicking until you find your favorite bass fishing program.

Is it any wonder that for decades, most Americans haven’t thought they could handle investing on their own?

The good news is that, despite how intimidating investing might seem, never before has information been so readily available to individuals. These days millions of people are managing their own investments, using the Internet to research companies, listening in on corporate discussions to which we never had access in the past. A lot of us are successfully directing our own retirement money through things like 401(k) plans and investment retirement accounts (IRAs). And most of us expect that in our lifetimes we’ll save enough to buy a house, put children through school, and cover unexpected expenses without ever having to learn about inverse parabolic formations.

But did any of us think that we could expect some Foolish fun along the way, too? Hopefully, you’ve realized that managing your money can be as entertaining and enlightening as it is empowering.

For all the success we’ve had with people taking control of their financial lives, our work is far from done. Millions have not yet taken to saving and investing—either because the stock market seems indecipherable or because they consider “money watching” a petty, self-interested pastime. Oddly enough, because of their failure to save or invest, they tend to be the very same people who have the most to worry about later on as they close in on a retirement for which they have made no preparations. For them, the stock market is a bugaboo, because they know that, unlike interest in a savings account, making money through investing in the stock market is not a sure thing. They are right, to a certain extent. There is no FDIC-insured 3.621 percent ironclad return waiting at the other end of the year.

Markets rise. Markets fall.

It’s a common worry. It’s an understandable worry. Risk and reward are sorority sisters. Any near-term analysis will be ripe with extremes. Bull or bear? Feast or famine? Expand your time frame and the feasts become reasonable meals. The famine takes on the characteristics of a diet. You can do this! Really. Granted, watching financial “experts” on television probably does little to put one’s mind at ease, and in fact, we think that people can do plenty of damage to their financial futures by following the hot stock picks that each expert seems to have in large supply. The impenetrability also turns off the very people who need basic financial help the most—people genuinely bored by it all. But once you begin to realize that the experts know a lot less than they let on, you can quickly come to the point where you know a lot more than you’d ever have believed.

Thanks to the recent and unprecedented spread of education about money, it’s easier and more rewarding than ever to take a do-it-yourself approach in building your financial fortitude. Financial services are no longer the domain of the upper crust. Information is now there for the taking, or made available at fair and reasonable costs. Want proof? Look in the mirror. Lift up this workbook so we can see it, too. You are our latest indicator! Welcome to the revolution, which, in the words of Gil Scott-Heron, will not be televised. It is particularly important to recognize that our collective interest in managing our own money is a direct threat to Wall Street institutions, which have a strong financial incentive to make investing seem like Newtonian physics. After all, much of Wall Street exists to manage other people’s money. The Manhattan rent, the dry cleaning, and those Carnegie Deli lunches don’t come cheap. Their livelihood revolves around their ability to convince you that managing your money is just too difficult to do on your own. Instead, they’d like you to simply buy their high-load mutual funds. Better yet, turn over your portfolio to an investment broker and let him manage it for you. But as we’ll demonstrate in this Foolish guide, investing is not Newtonian physics. It’s more like financial Darwinism, and you’re about to realize the full potential of how money savvy you really are.

Professional money management, in fact, contradicts the normal way things work in business. Most professions exist to translate or reduce complex things into simpler forms more accessible and helpful to the rest of us. An accountant sifts through difficult tax laws and reams of financial data to tell a corporation how much it owes in taxes. A doctor takes advantage of years of research and education to prescribe a drug that will help your hay fever. An engineer makes use of physics and material science to design the office building you work in. However, professionals in the investing world generally try to make everything more difficult, for the reason already elaborated. They make your investing decisions sound dicey so that you contract them to guide you. Convenient, eh?

While you may not want to perform brain surgery on yourself, are you ready to submit yourself to wallet surgery? No one will ever know the answers to your financial questions if you fail to ask them. It’s the twenty-first century: do you know where your money is?

This workbook is designed to show you that while investing may be hard work, it isn’t as difficult as you thought. What do you know about investing? We’ll say it again: you know more than you think. Everybody knows something about something. Did you know that the stock market makes it possible for you to buy shares in companies that are involved in almost any facet of your life?

Do you have a car, or know someone who does? Chances are, you know which companies make the best parts. Do you play sports? You probably know which companies make the best-selling gear. If you are a doctor, you probably know which pharmaceutical companies are coming out with the most promising drugs. Successful investing primarily involves just looking around you, scratching your head a bit, and saying stuff like, “Uhh, that makes sense.”

The Motley Fool Investment Workbook has been carefully designed to provide a roll-up-your-sleeves interactive learning experience. Scratch your head here. Scratch your pencil there. The aim is to have you take control of your financial future. Absolutely no preexisting knowledge of any kind about personal finance or the stock market is required—though we guarantee that you’ll have it by the time you’ve completed this book.

Quiz #1

Do you know what variable-ratio option writing is?

 a. Yes   b. No

If you circled b, you’re in the right place. Read on.

One of our hopes with this book is that whether you have $500,000 to invest or $57 in pocket change, you’ll learn enough to avoid using overpaid middlemen (brokers, managed mutual funds, you name it) and have more control, more satisfaction, and more fun on the way to a more prosperous retirement. But at a minimum we hope you take these three things about investing with you:



	Hey, I can do this.

	It will require some perseverance.

	If I’m patient I can reap substantial rewards.




Finally, lest we sugarcoat our efforts too much, learning to invest can be a lot of fun, but it’s also going to require some work on your end. This is fun work. This is important work. But this is work, nonetheless. That’s why what you’re holding in your very hands right now is called a workbook. You can enjoy the investing process. We sure do.

Let’s begin.

Where, Exactly, are You?

The first step, taking stock of where you are, is the simplest but the most often overlooked of all the 593 steps we’ll be covering. Too many people make their first stock trade without understanding what sort of disposition they have or what financial position they’re in. If you want to dive in the deep end of the public pool, it’s important to learn how to swim first. At the very least, remember to wear a swimsuit.

To get a little perspective on your own financial situation, it often helps to look at some others, to see how they’re doing. So let’s go on a field trip. Let’s head out to our local mega bookstore and see who we can find. Don’t worry, we’re not that far. We’re just a paragraph away.

Eric and Carol Agee

As we pull into the parking lot, amazed to find a choice space just steps away from the entrance door, we see Eric and Carol Agee flipping through the books on sale out in front of the store. Who are the Agees? They’re a married couple with two young, rambunctious sons, Mike and John. The Agees moved into a renovated Victorian house on Oak Street about two years ago. Both have good jobs; Carol inherited a little money from a great-aunt she never knew; and the two of them have successfully budgeted their money. While they’ve taken out a mortgage on the house and have monthly car payments, they don’t have any other debt.

Eric looks kind of bored as his wife pages through a book on the evolution of the English language. His eyes wander over to the cover of some personal finance book. Boy, those things are everywhere these days. This one’s priced to sell at 80 percent off, too! Eric hasn’t thought a lot about investing. He thinks investing is something that really rich people do, and he certainly isn’t rich. He has seen the market rise. He has seen the market fall. Carol reads the finance pages now and then, but only just started investing some of her salary into mutual funds. They are both aware that in the future they’ll need significant sums of money to send their boys to college. And the Agees will need plenty of money left over in the wake of all that schooling, to comfortably retire as empty-nesters.

Eric and Carol haven’t neglected their retirement planning. Both contribute 6 percent of their salaries to their employers’ 401(k) plans (which allow employees to park a portion of their salaries in tax-deferred investments—more on that later, of course). Their employers match those investments with 2 percent of their salaries.

Where is that money invested? The Agees aren’t entirely sure. When Eric’s employer started the plan, there was a presentation by the company that handles the 401(k), and they offered a choice of three mutual funds. Eric has no idea how well these funds have actually done; all he vaguely remembers is that one was “high return, high risk,” the other was “low risk, less return,” and the last was something that promised “fixed income.” What do those terms mean? He doesn’t know. He just remembers that he chose the low-risk one, because he didn’t want to take chances with his money.

Carol’s employer offers three mutual funds, too. One is an “index fund” that invests in the five hundred companies that make up the Standard & Poor’s 500—many of the largest companies in America. Another is a government bond fund, and the last is a corporate bond fund. Carol wanted to put all of her contribution in the S&P 500 fund. However, Eric talked her out of that, because he thought it was much too risky. So she put her money in the government bond fund, which Eric feels is the best place.

Where does Eric get his approach to investing? Perhaps from his mother—who watched her uncle’s fortune disintegrate during the Great Depression. Even though Eric is taking one of the safest routes possible—a fund comprising largely government-issued bonds—his mother still considers him a high roller. “Those corrupt politicians in Washington might be lining their pockets with your savings right now!” she says.

Money has definitely gotten in the way of familial relations in the Agee family. It’s sad, but Carol has been ignoring her mother-in-law lately because of her constant meddling in her family’s financial affairs. She recently calculated how much she and Eric need to retire. It’s a lot of money, and with the performance of their investments to date, it doesn’t look like they’ll be able to save enough for their sons to get to college and for themselves to retire at sixty-five.

Carol insists that Eric sit down with her and just take a look at the numbers. She wants Eric to find out exactly what options are available in his 401(k), and to consider more seriously where he is putting his contribution. She wants to move her funds into the index fund in her plan, and contribute more. And Carol would love it if she could just get Eric to read one or two books about investing. But he won’t. It’s just easier for him to avoid the subject since every time his mother hears of their plans she starts talking about how Uncle Nim lost his shirt in 1929. “You’re going to be ruined like poor Nimmy,” she warns. “And I’m not going to be the one to bail you out, you hear?”

Let’s leave Eric and Carol to enjoy their time away from relatives, and head into the store to see who else we can find.

Jim Donatello

Over by the magazine rack, we find Jim—lanky, pensive, and sporting a goatee this week. He’s looking at some music magazines. Jim plays a guitar, not well enough to quit his day job, not poorly enough to give up the thought of doing so. About two years ago, he graduated from college with a B.A. in medieval history. He’s single and has a job driving a delivery van for UPS. It’s not exactly what he wanted, but it’s a start. (We guess medieval history companies aren’t hiring these days.)

Jim grew up on a farm twenty minutes southwest of Bradford, Pennsylvania. His family raised horses and dairy cattle, and farmed oats. Growing up on a farm gave him a love of the outdoors, a willingness to work hard, and an intense fear of the dreaded desk job. Jim now lives in an apartment in the metropolis of McKeesport, Pennsylvania, which is located at the confluence of the Monongahela and Youghiogheny Rivers. Enjoying an active social life, he dates a woman in the apartment across the hall, another who lives back at home in Bradford, and one who lives in Mine Hill, West Virginia. What a dog! When he is not working or dating, he can be found rolling over the Pennsylvania hills on a mountain bike.

Despite his active life, Jim is actually quite thrifty with his finances. His car is paid for, and he’s almost paid off the loan he took out for the guitar. Other than his Dell computer, he doesn’t have any other luxuries, nor does he see the need for them. This leaves him with a significant amount of extra money, which he has stashed in an account at the local savings and loan.

So far, Jim’s investments have been twofold. On the advice of one of his girlfriends’ brother (“It’s a sure thing!” he said), he speculated in a penny stock—a gold mining company listed on something called the “pink sheets.” The company was named Quick Pay Goldmines (ticker: QPGM) and used a new electromagnetic device to mine gold out of magnetic black sands in western Canada.

Jim was skeptical about this whole gold mining venture. But his girlfriend Alison reassured him; her brother Wade knew what he was talking about. Wade told Jim that the company was run by Trapshooter Reilly, renowned to be a human fountain of liquid gold. Jim had heard of Reilly somewhere, but if he remembered correctly, the story wasn’t good. Still, at the urging of Alison, he invested $1,700. Besides, Wade said to him, “At 43 cents a share, how can you go wrong?”

Two weeks after he bought it, the thing was trading at 61 cents per share, and Jim began entertaining the idea of a biking tour of the Northeast. But a week later, CNBC ran a story that Quick Pay Goldmines was under investigation by the Royal Canadian Mounted Police. The gold mine turned out to be nothing more than a money laundering operation. That evening, Jim brought up a picture of Trapshooter Reilly on the Internet—with Reilly in handcuffs and leg irons, on his way to court. That was the first time Jim saw him, and all he could think was, Holy cow, I invested my money in that guy? Trading in the company was halted overnight, and Jim’s investment became worthless.

Jim’s second investment was in a savings account down at the local bank. He still knows very well that the 3 percent interest he’s getting on his account at the savings and loan in McKeesport isn’t adding to his wealth at all. In time, he’d like to move out of his apartment in McKeesport and into a house. That won’t happen solely on the proceeds from promotions at UPS and a savings account. But Jim knows it’s better to have money than to lose it in the market. He just doesn’t have a clue about where to go next.

Ronald and Sandy Washington

Let’s leave Jim at the magazine rack and step into the coffee shop. My, what fancy blends they have here! Sitting at one of the tables is a well-dressed couple. They don’t look too happy. In fact, they’re pretty stressed out. Travel magazines are spread out all over the table, but something’s ruining their dreams of a walking tour through the west of Ireland. Ronald and Sandy Washington are doing well professionally. They both earn high salaries and drive new luxury cars. They have two children, but the live-in nanny, Bridget, does most of the work of raising them. Their house is decked out like an Ethan Allen showroom and the state-of-the-art home entertainment center is to die for. They belong to the local country club and a health club. And Ronald just bought a fifty-five-foot yacht. They’re living large!

Everything must be fine, right?

Nope. Opulence comes with a bill at the end of every month. Salary checks are racing out the door—for tuition, for all the stuff that they believe their kids need, for insurance, for hefty mortgage payments, for those huge car and boat payments, and for Ronald’s Synchro-Satellite Fish Tracker 3000, which his yacht dealer sold him on as a last-minute add-on. (“Come now, Ronald. What you going to do—just float out there?”)

Commensurate with all that consumption, the bills are getting worse and Ronald is afraid of incoming mail. Yet their debts aren’t limited to those mentioned. They have more plastic than a toy factory, in the form of several credit cards and numerous store charge cards. Each card has exorbitant fees, and paying the minimums isn’t helping shrink the debt load. They also have overdraft protection on their checking accounts. Every time they write a check for more than the balance of the account, money is kicked into the account by their bank, in $100 increments. This makes it impossible to keep track of their accounts.

There have been a number of warnings that they were getting in trouble, but it really has just hit home, here, over the maps at the bookstore. When they bought their latest cars, the Schnauzer 900ZX and the Manatee Coupe, the dealer told them they owed more on the trade-ins than they were worth. He said they were “upside down.” So to get the loans on the new cars, they had to borrow more than the cars were worth. Sandy had some doubts about whether they should buy those automobiles, but as a salesman, Ronald was worried about what business partners would think if he and his wife drove old cars.

Ronald does realize that a lot of the purchases he made on credit weren’t necessary. He wonders if he needs all the different suits he has in his closet. Some he hasn’t worn more than once. The home entertainment center is another thing they probably shouldn’t have bought. The only one who seems to use it is Bridget (she enjoys it a lot, though). Also, why do they have three camcorders? No one watches the videos they shoot, anyway. The country club membership is nice, but Sandy never gets a chance to get over there. Same for the health club—they just can’t find the time to put their membership to use.

We stumbled on this pair today just as they began confessing and reasoning their way through the giant knot of their financial state. The trip is certainly off. Sandy is now so worried about the payments that the thought of going away seems insane. The interest accumulating on their debt boggles the mind. After making payments each month, they have almost no cash left over. They are also arguing more now with each other than ever before.

To top it all off, neither of them feels total job stability. Ronald’s firm has seen business drop off recently, and he worries he may be reduced to consultant status. Sandy’s company is telling her that she is not a team player, and she’s concerned that they might ask her to leave. Both have been quietly and constantly on the lookout for other jobs, but they fear they may experience periods of unemployment. That could be a real disaster for them. Ronald just turned to Sandy and said, “We may look wealthy, but we’re essentially broke.”

Joanne Kurtz

Before we leave the bookstore, let’s go downstairs again. This store has a fireplace with comfortable furniture placed around it so that customers can relax while paging through one book after another. Sitting on the couch immediately in front of the fireplace is Joanne. She’s in her mid-fifties and divorced. Several years ago, her husband left her for a young model. It was a devastating shock, but Joanne didn’t waste any time feeling sorry for herself. She went out and got a job. She had been out of the workforce for many years raising children, which meant that getting a traditional job would be difficult. So she decided to sell real estate. She obtained her license, and after a few lean months she started selling.

Joanne succeeded in the real estate business because she spent time with customers to determine what they really needed, and she knew her sales area thoroughly. She was careful to bring clients only to homes that fit their financial needs. Other agents habitually showed clients houses that sold $10,000 to $20,000 higher than what they’d requested, hoping to squeeze out some extra commission. Joanne knew better. If a client wanted a $100,000 house, she showed the client a $100,000 house. The consequence? She sold a lot of houses.

It wasn’t long before Joanne accumulated a fair amount of cash from her sales. Plus, the divorce settlement gave her a lump sum. She set up an account with a full-service broker, tried that for a short while, but quickly became disillusioned. First, as a salesperson, she knew her product. But her stockbroker didn’t seem to know anything about the investments he sold. He only offered memorized responses to her questions. And he was just flatout uncooperative. Once, she had wanted to buy stock in a company that performed relocation services. A number of her clients used them and it seemed their business was booming. Her broker blew off her suggestion. He also never bothered speaking to her about her specific investment needs, which disturbed her even more.

What’s worse, he was constantly calling her with recommendations of what to buy or sell, talking down to her about unknown and unproven companies. She’d buy a stock that he insisted was hot, and two weeks later he’d urge her to sell it because “it isn’t making earnings.” One day he called her with his latest recommendation, and she had the nerve to ask him why. “It’s on my company’s recommended list,” he answered.

“So?” she asked. “Is that the reason I should buy it? What if it ‘misses earnings’? Do I sell it in two weeks?”

Her broker steamed. “Look,” he stammered at her, “if you want me to be your broker, you should go with what I say!” It didn’t take Joanne more than a second to think about that. “Leave my money alone. I’m transferring my account.” She’s always been thankful that she said those words.

Where did she go with her money? Joanne set up an account with a discount broker, joined an investment club of friends, and began doing her own research. This worked for real estate—why shouldn’t it work for the stock market? She went to the library and asked the librarian which books she should read on investing. “The Peter Lynch books tend to be pretty popular,” the librarian suggested. Joanne went ahead and checked out Beating the Street and started to read it that night. Lynch’s ideas were inspiring, and the guy actually seemed to be having fun with all this. And the idea that she might be smart enough to pick stocks fascinated her. On her next trip to the bookstore, she picked up The Motley Fool Investment Workbook and at this very moment is reading about herself. Hey there, Joanne!

Armed with knowledge and confidence, she started investing in stocks. How did she and the club choose which ones to buy? Just by focusing on companies she knew and checking out to make sure they were profitably run. When she found a product or a company she liked, she would call the company for its financials and read up at the official websites.

Overall, Joanne’s investments have done quite well—some big winners, some average, others just plain dawgs. To her surprise, she has learned that business is more full of stories and science and mystery and history and philosophy and arts than common fools could ever have imagined. She’s empowered. Her lone regret is waiting so long before telling her first broker to get his grubby hands out of her portfolio.

OK, we’ve done our survey of a few bookstore patrons. Let’s walk over to the lemonade stand, grab three cups of juice, ask the merchant how business is, and then sit down on the nearest bench and reflect on what we’ve learned.

Why Should These People Invest?

The people we’ve just met illustrate widely varied financial situations. One might have hit close to home in your case, but that’s not entirely important at this point. Each has a different reason for investing, although, obviously, one couple needs to get their debt under control before they should even think about investing. Here are some reasons that our bookstore friends should be investing—perhaps one or more will strike a chord with you. Check any reasons that apply to you.

Why Should I Invest?

___ To accumulate money for retirement because I have no retirement plan where I work.

___ To supplement retirement income from a pension fund.

___ To save enough money for a large expense I can foresee, such as sending children to college, buying a house, or starting a business.

___ To have resources for an unforeseen future emergency.

___ To make one hell of a lot of money and become master of the universe.

___ To learn more about the company at which I work.

___ To have something to talk to Dad about.

If you checked at least one box, you’re going to get your money’s worth out of this—or we’re going to die trying.

Now let’s debunk some commonly shared misconceptions:

1. You need to be rich to invest.

No, you don’t. There are investment strategies appropriate to all income levels.

2. You need to put a lot of time into investing.

No, you don’t. You can put in as much or as little time as you want—anywhere from a few minutes a month to as much of your day as you’re willing to commit will work. Some people make a hobby of investing and regularly read about companies, financial news, and the latest in fashion wear. Others make a hobby of mountain biking or newts, and still invest by using strategies that require little effort and only periodic checks of their investment performance.

3. You need to know a lot about stocks.

Nope, you don’t need this, either. You just need to know about what you are investing in, or the strategy you are using. Some strategies, like index investing, require no knowledge at all. Others, like investing in small-cap growth stocks, require more time to learn the nuances of market mechanics and valuation. Don’t worry, we’ve got you covered a few chapters down.

4. Investing is deadly boring.

Again, no, it doesn’t have to be—unless you’re an MBA student assigned to follow the utility industry by a mammoth investment firm. Otherwise, it’s good, clean, educational fun. We still can’t believe the subject isn’t a required course in high school. (If you have or know a teenager, may we recommend our recently published Investment Guide for Teens to get them started investing?)

Make a hobby of investing and you can learn what forces drive industry, the economy, and nations themselves. You learn how companies are run, how they treat their people, and how they continue to grow. Learning about investing gives you a useful new way to look at the world around you.

For some people, the word learning conjures up images of no. 2 pencils filling out bubbles, algebraic word problems, or ill-timed pop quizzes. Hey, that was then and this is now. At Fool Global HQ, we make it our business to ensure that you hardly notice how much you’re learning.



Now, going back to the beginning of this chapter, remember what the talking head was saying on television? We’ll quote him again: “The market is entering a ‘push-pull’ phase, as evidenced by the inverse parabolic formation that is occurring in the advance-decline line. The Dow will drop 342 points over the next two months, starting Monday.”

Let’s pull that apart word by word and analyze what he meant.

OK, we’re done.

You see, he said absolutely nothing useful. Sadly, the above quote is a compilation of actual statements made by “experts” on financial television. The business of Wall Street, and the Wise men and women who populate it, is to speak a language you don’t understand, to convince you that you don’t have the necessary intelligence to do well investing. We already explained the reason for this: their livelihoods depend on being able to charge you enormous amounts to manage your money. Fools that we are, we aim to convince you that you don’t need the self-promoting ways of the Wise. With a little education and self-discipline, you can make your own decisions, invest your own money, and significantly improve your returns.

Taking Stock: Where You Are

It’s time to pull the Foolmobile over to the side of the road and ask: “Hey, who the heck are you?” In the pages just ahead we’ll be pulling back from actually getting into the mechanics of investing—that’s later—and instead we’ll concentrate on your personality, your preferences. Get ready for a mix of Myers-Briggs, Stuart Smalley, and our syndicated Ask the Fool column.

What Kind of Fool Am I?

Who am I?

If you know the answer to “Who am I?” you probably don’t need this workbook. Having solved man’s existential dilemma, you’ll have already made millions and given it all away to those around you. Good for you! Most of the rest of us are always trying to figure out what sort of person we are—and for the purposes of this book, what type of investor we are.

There are literally dozens of ways to invest successfully in stocks; we’ll be identifying as many of them as we have space for here. But you’re going to have to know thyself, because if you select an otherwise great approach that is wrong for you, you likely won’t be pleased with the results. Even if you make money, your stomach lining won’t be there to thank you. And it’s also quite likely that you won’t make any money. George Soros, a great trader, and Warren Buffett, a masterful investor, have entirely different ways of approaching the equity markets. Each has made billions, and each has profoundly affected the world around him. But force one into the other’s shoes and you have the recipe for a small disaster, for failure and discontentment.

Figuring out who you are is critical to the art of investing. Let’s start by asking a few questions:

How much risk are you willing to take?

How much time can you really devote to investing?

Are you the sort of person who loves taking the dog for a walk in the evening, or prefers buzzing around town to every cocktail party?

How do you feel about prosperity?

What has your family taught you about investing?

Do public companies inspire, frighten, bore, or disgust you?

And how about your personal finances—do you balance your checkbook, or do your monthly statements and ATM machine receipts always surprise you with their contents?

Are you a saver, a spender, or both?

Answering the above questions plays a role in your ability to invest successfully. Do you want to excel at it almost without effort? If so, you’ll need a plan. But not just any plan. You will need a specific plan of what you want to achieve, the tools and skills to put your plan into motion, and for just a short period of time here, a take-no-prisoners attitude to get through the initial research.

Begin to formulate your vision by filling in the following list. Heck, this stuff may seem sappy. But if you ponder it for a second, isn’t it incredible that so many of us ramble through our lives without penciling down what it is we’re hoping to gain out of all this? Perhaps this simple exercise will unleash your desire to home in on global goals throughout your life! Wouldn’t that be great? But you know what? You only paid us to teach you how to invest. So let’s get back to the task at hand. It’s time to find out a few of your financial goals.

Ten Things I Would Like to Be, Do, or Have

1. _____________________________________

2. _____________________________________

3. _____________________________________

4. _____________________________________

5. _____________________________________

6. _____________________________________

7. _____________________________________

8. _____________________________________

9. _____________________________________

10. ____________________________________

Skim through the above list. We started out by posing the question “Why are you here?” Now the more appropriate question is, “Why aren’t you there?” Some of your goals are quite ambitious. Are you sure about number 7? Well, anyway, let’s go over these now. Are there any dreams requiring some money that you don’t have? You want to be a master magician? You’ll need the tools and a marketing budget. You’d like to sail the Tyrrhenian Sea? The boat, the crew, the food, the cellular linkup to Fool.com—these aren’t free. Oh, you want to open up local homes for struggling teenagers? Federal and state grants won’t carry the full load of expenses. You’ll need to come up with some of this money on your own.

Take a second and circle the items on your list that will require capital. Voilà! You now know why you hold this book and why you’re giving up an entire afternoon to the scrutiny of your finances. Refer back to this page often. We’re working toward giving you the independent wealth to achieve your goals. Today this is a wish list. Tomorrow it can be a checklist.

Now let’s look to the root of some of your dreams: your family.

Family Background and Beliefs

Most of us are by now aware that messages from our parents or guardians early in life have a potent effect on the way we now see the world. The Kennedy children were required to summarize news highlights from the daily paper each night at dinner. It’s not surprising that so many of them turned to politics. Politics is, after all, one of the few things as dismal as having to summarize news highlights before digging into a plate of peas and thank yous. Anyway, if your family often sat around the dinner table discussing the need to stay out of debt, odds are that you took greater care to do just that. And some of you have mothers who loved to talk about market trends and ways to find undervalued companies; that gave you the confidence to know that such things were achievable (and you didn’t even have to spend $40,000 per year on a business school degree!).

Conversely, if your family lamented how much their forerunners had lost in market crashes or how brokers had ripped them off or how commercialism was killing the planet, you probably don’t have too many positive associations with money. These beliefs can become so ingrained that fundamental logic or the experiences of others hold no sway over you. Well, we’re not going to take no for an answer. And hey, we’re just words on a page. We’ve got nowhere else to go. We can wait all day, you know? So, let’s give it a shot. In order to become a satisfied investor, you need to identify the negative beliefs you hold about money, reason them all the way through, discuss them with people outside your immediate family, and recognize that we all operate in a commercial world, we all consume to survive. You’ll need to apply some of these basic commonsense and mathematical principles to ensure your prosperity.

How about writing down three negative thoughts about money from either family or friends—or maybe even your own—in your past?

1. _____________________________________

2. _____________________________________

3. _____________________________________

Now take another two minutes and write down the best one-line refutation of each of those negative ideas.

1. _____________________________________

2. _____________________________________

3. _____________________________________

Reread all six. Now, last we checked, this workbook wasn’t brought to you by one of those pseudo-religious self-help organizations interested in luring you into a mountain community and mailing your parents for money. So we’re not going to propose that you should be forever positive in your thinking about money. We’ll be the first ones to laugh at that glazed perpetual optimism. Instead, we’re simply going to encourage you to look squarely at your three rebuttals and recognize them for what they are: your best shot at getting started on the right foot. Ebenezer Scrooge remade his own attitude toward money and radically changed his neighborhood and his life in the course of one night! Anyone can.

Now it’s time to think about how much risk you can absorb en route to building a financial future that has you riding horses in Himalayan valleys or writing books about Ingmar Bergman or whatever you fancy. To get there without escalating blood pressure, you’ll have to manage risk.

Risk Temperament

How do you feel about losing money? How muchrisk can you tolerate without upsetting your entire life? These questions need answering. The responses vary from person to person and mind-set to mind-set. You’ve got to find the right risk level for yourself—the level where your investments excite you but don’t cause any sleepless nights. Worrying about your money will not increase your success. In fact, worrying about anything won’t much help. You need to settle into your own comfort level, enabling uninterrupted sleep and lazy Sunday mornings. So, let’s determine whether you’re Evel Knievel or Homebody Hank.

Risk Tolerance Test

Respond to the questions below with the answer that most accurately reflects your point of view.

1. Which of these three cars would you prefer to drive?

a. Ferrari

b. Jeep Cherokee

c. Volvo

2. You would rather eat

a. At a new, exotic locale you’ve never been to before

b. At your favorite restaurant

c. Leftovers at home

3. You meet someone at a party who you’ve heard is a successful broker. He gives you a stock tip. Do you

a. Call your broker immediately and buy 100 shares?

b. Ask other people their opinion of this broker and this stock?

c. Have another piece of sushi?

4. If the speed limit is 65, do you

a. Drive at a minimum of 75 and turn on your fuzz-buster?

b. Drive between 65 and 74?

c. Drive below 65?

5. Your cat gets stuck up a tree. Do you

a. Climb the tree yourself and carry her down?

b. Climb a ladder to carry her down?

c. Call the fire department to carry her down? Poor little Sheba.

6. You are given $1,000 from a rich aunt for your birthday. Do you

a. Drive to Atlantic City, believing it is your duty to go forth and multiply?

b. Put the cash in a money market fund and research stocks to invest in?

c. Put the cash in a lockbox in your basement?

Scoring: Give yourself 10 points for each a answer, 5 points for each b, and 0 points for each c.

Write your score here, followed by the appellation you’ve earned (listed below):

_______________________________________

If you scored over 40 points, you are Captain Ahab, willing to take risks to accomplish your goals. Ahoy! You might make a whale of a killing in the stock market.

If you scored 16–40, you are Captain Kirk, willing to take enterprising risks where no cash has gone before, but only after scrutinizing the pros and cons and calculating which move is the most prudent.

And if you scored 0–15, you are Captain Kangaroo, preferring to tend the carrots in the garden while hobnobbing with Mr. Greenjeans. Protecting what you have is your utmost priority.

With the knowledge they will acquire from this workbook, Captain Kangaroos might feel empowered to venture forth and dabble in a little adventure. Captain Kirks will have all the necessary tools to support their methodology. And the Captain Ahabs out there might learn that saving some money and spending some quiet time at home won’t cramp their style.

Now that you have some sense of how much risk you can bear, you’ll need to figure how much time you have to dedicate to all this. If you have a couple of kids, it can be challenging enough just to remember your purse before vacationing. Many of us spend our waking hours on a tight schedule. Where the heck can we fit in the analysis and consistent operational management of our cash? Read on.

How Much Time Do I Have?

One of the great features of investing is that the amount of time you commit is strictly up to you. You can have successful investments by spending half an hour each year, month, or day. But you need to know, honestly, what’s right for you. If you made it this far, and we see that you have, your appetite for knowledge is commendable. But please, start slowly. You can always devote more time when you begin to measure how much you enjoy this stuff. Set yourself up for success, not failure. Remember always this definition of investing: it is the appreciation of wealth and the preservation of capital. You will miss nothing by taking as much time as you need to learn about this stuff before you charge into the markets. We cannot say the same for the reverse.

How Busy Am I?

Circle the response (true or false) that most applies to you.

1. I wouldn’t consider visiting a deserted island without my personal planner.   T   F

2. I sometimes read the newspaper while meditating.   T   F

3. When things calm down, I do only two things at once.   T   F

4. Some weeks I’m too busy to sleep more than a few hours a night.   T   F

5. Someone else is in charge of my schedule, and I can’t get an appointment with myself.   T   F

6. I haven’t spoken to my parents or grandparents in six weeks.   T   F

7. I avoid air travel because on planes I can’t use my cellular phone.   T   F

8. On occasion I have forgotten to feed my (pets) (children) (self).   T   F

If you answered true to any of these questions, you probably need a nap more than you need to be reading this book. Fold the top corner of this page, give yourself two hours with the shades drawn, and then come back. When you return, you’ll be diving back into a book that proposes you need do no more than six hours of work per year to keep your budgets in order, your savings money flowing into investments, and your investments providing healthy, long-term returns—and you won’t ever have to meet with a trained salesman to do so. Sweet dreams!

How Much Am I Willing to Do?

So, how much time can you give over to your finances without compromising your already overloaded professional and personal life? The bottom rung on our Foolish ladder has you committing at least six hours per year to tracking your money. That’s just thirty minutes every month. From there, you can strengthen your financial position by adding extra hours. Of course, many people give hundreds of hours a month to saving and investing, but unless they’re crushing the market’s return by dozens of percentage points after all expenses are taken out, they may be wasting a lot of time. First, let’s see how much time you think you have for this stuff:

“I can reasonably commit_____(number of seconds, minutes, hours) to investing each month.”

OK, you put it in writing. We’ll consider that a blood oath.

With time set aside, let’s consider what financial tools you have at your disposal.

What Tools Do I Have at My Disposal?

Where would Delilah be without her scissors, Zorro without his sword, or Rocky without a side of beef? Nothing can be accomplished without the proper tools. The good news is that to excel at saving and investing, you already have much of the necessary equipment no more than an arm’s length away.

While it is helpful to have a computer and access to our Fool.com website, it isn’t necessary. All the work in this book can be done with paper, pencil, and a calculator. And with a local library, TV, newspapers, and magazines, you can access all the information you need. Don’t forget that you have some very valuable personal resources, as well. We can’t discount your brain, your experience, your instincts, and your sense of humor—all of which (particularly the last!) are virtual necessities for surviving in the world of investing.

Since you’re going to be learning a good deal about business here—the business of your personal finances and the businesses that you invest in—start by asking yourself about some of the shops in your local area. Wonder aloud with us for a second by naming what you consider to be the best and worst businesses in your vicinity.

The best business I know is __________.

The worst business I know is __________.

Now let’s go one step further and ask you why you made those calls.

The three reasons that your chosen great business is great are:

1. _____________________________________

2. _____________________________________

3. _____________________________________

The three reasons that your chosen lame business is lame are:

1. _____________________________________

2. _____________________________________

3._____________________________________

As we work together to improve your financial condition, concentrate your attention increasingly on the qualities of those businesses that you love. You’re going to want to apply as many of their principles to your own money management strategies, and heck, you may well want to aggregate enough wealth to be able to run a business just like theirs!

OK, we hope you just realized the number of great tools and examples that lie minutes away from you. How about checking through the following list with us?

The Tools and Examples List

If you have the following, place a big fat X on the line next to the entry.

 

[image: image]

OK, the tools are at your fingertips and you know what dreams you will invest for. But before we draw the most direct route from point A to point B, it’s time to take one large step backward before we plow ahead. Let’s consider what experiences you’ve had as an investor already.

What is Your Past Experience?

Do you feel like the kind of person who never does anything right? Or does everything you touch turn to gold? You are probably somewhere between Charlie Brown’s classmate Pigpen with his cloud of dust and Midas with the magical fingers. Your past experiences are likely to color the way you approach investing.

The key is to take responsibility for your investments, to recognize your past mistakes or successes, and to move forward, knowing that the results you create are your own. It’s a disservice to everyone involved—and an easy one at that—to blame your broker, your uncle Stuart, the chairman of the Federal Reserve, or Congress (OK, you can blame Congress). Everyone makes mistakes. Coca-Cola launched New Coke. Quarterback Kurt Warner took the NFL by storm after toiling for several years in the more obscure Arena League and then NFL Europe. Bob Dylan has been booed off stages before. Mistake and failure make us human; the key is to learn from your errors and to aim not to repeat them. If you’re like us, you’ll repeat at least a few (perhaps numerous times) just to keep from becoming perfect (how boring). Anyway, accepting that you’ll have setbacks as an investor is a solid beginning.


MY DUMBEST INVESTMENT

I once heard a lot of fuss about a stock called Comparator Systems. There was some kind of exciting deal in the works, and the boat was leaving port. What was the deal? I had no idea. What did the company make? I had some vague notions, but never bothered to delve deeply. Yet I bought it. Within days, the company had been found to have no new product at all. The story became a scandal as the company started getting hit with lawsuits, and investigations led to the halting of its trading. I lost everything I put into that one (fortunately, not too much!). My experience has shown me there is no such thing as “missing the boat.” You always have plenty of time to learn about each investment. It took a bad approach in a bad company to discover this, but the resulting lesson was a good one.

—Tony Miller, Motley Fool community member



LESSON LEARNED: Don’t invest in trains said to be leaving stations for good, or boats hurrying out of ports.


After months of due diligence, I bought into Amgen back in January of 1993. It was more than just a market darling at the time; it was a proven leader in the very promising field of biotechnology. I was familiar with the company. I was familiar with its products and pipeline. A month later, earnings jitters had the stock shedding more than half its market value. Wait! Amgen never goes down! Petrified, I dumped my shares. While I still believed the story was intact I felt that I was better off riding the market’s near-term momentum. The stock recovered, of course. And I left behind what would have been a fifteen-bagger had I continued to hold today.

—Rick Aristotle Munarriz, Motley Fool writer

LESSON LEARNED: Don’t let stock prices force you out of any holding, if you believe the company behind that stock is still succeeding day after day.




Spending and Saving

We’re assembling a nice profile of you now, dear Fool. (Whatever you do, don’t let direct marketers get hold of your workbook!) Now let’s take a look at spending and saving habits. Actually, before we even think about how you’re allocating funds, let’s consider some of the numerical basics. Too many Americans think there’s no reason to save money, claiming that it’ll just sit there waiting to be spent, that their lives will just stand still waiting for some moolah to jump-start them. Well, think for a second about what patience will do for you and consider what happens to $10,000 if you invest it in various ways.

INVESTMENT OVER A 20-YEAR PERIOD
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Over a period of decades, the amount of money you have in common stock will absolutely blow away the cash you have sitting in a savings account at your local bank. Over time, a return rate that is twice that of another investment vehicle will grow that amount many times over. That’s the magic of compounding. But, of course, you need money to invest money. So your initial challenge is just to save more money than you spend, to set aside as much of those savings for long-term investments in stocks, and to repeat that strategy over and again. To paraphrase an old tune by KC and the Foolshine Band from the golden age of disco:

Save, save, save,

Save, save, save,

Save your booty,

Save your boo-ooty!

And invest it.
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FIVE EXCUSES NOT TO INVEST

Despite its highs and lows, the stock market has proven to be the superior long-term investment vehicle. So it’s a shame that so many people aren’t investing. Why not? Here are five reasons people sidestep stocks—and five short volleys.
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So, Where are You Now? The Big Picture!

Fill out this worksheet and see how far you’ve come already. You can draw many of your answers from previous exercises.

1. If I have many, many years to invest, I’m best off buying

a. bonds

b. stocks

c. Treasury bills

2. My three investment goals are

a._____________________________________

b._____________________________________

c. _____________________________________

3. My risk tolerance type is Captain __________

4. Three dreams I would like to make come true through investing are

a. _____________________________________

b. _____________________________________

c. _____________________________________

5. One business I love is __________

6. One business I can’t stand is __________

7. The amount of time I am willing to spend investing is __________ hours per month.

8. Tools I can utilize to implement my investing strategy are

a. _____________________________________

b. _____________________________________

c. _____________________________________

d. _____________________________________

9. One investing mistake I will never make is _____

_____________________________________

10. Just as Michael Jordan was consistently great in basketball, there are businesses that are consistently great in their industry.

True     False

You are now ready to begin tackling financial information. Keep that pencil and mind sharp, borrow an eraser if you must, and let’s get ready to rummmbbbbbllllle!
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