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To my children: Always remember what papa said, “Why buy toys when you can buy the toy store?”
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FOREWORD

“There must be a better way!”

At a very young age I became extremely fascinated with money. I knew very little about how to earn it and make it grow, but I knew I wanted a lot of it. I guess many young kids get caught up in the “I want to be a millionaire” mindset when seeing their favorite athlete, movie star, or singer with all of the fancy material items. I never had any of that growing up. Money was always tight; still, we got by. But “just getting by” was not acceptable for me. It pained me, even at a young age, to see my parents struggle to provide a better life for our family.

Worse yet, nobody wanted to help us because we didn’t have a big stock portfolio.

When I first started my career in the financial services industry as an investment advisor, I began to realize that I was being trained not to give sound financial advice but rather to push the hot, new investment product of the month. Every few weeks a wholesaler (a person dressed up in really expensive clothes who would try to convince us that his or her investment was the best out there) would stop by and take a group of us out for a very nice dinner and pitch his or her investments. It almost felt like our investment decisions were not made by the quality of the investment, but rather by who would give us advisors the best perks. That concept really started to bother me, and I lost sleep over it. I knew that people were relying on me to make the best investment decisions for them, and this definitely was not the best way of allocating client funds. My clients had worked very hard to build up a nest egg for themselves; I was not going to be the one responsible for letting that nest egg crack.

I often reflected on how hard my parents worked to save the money that they did. Increasingly, I saw myself as being one of those advisors who could destroy it all. I wasn’t really allowed to invest outside of what the wholesalers and the firm told us to do. It began to haunt me, and I would wake up in a cold sweat. One day, as I saw the next thirty years of my life flash before my eyes, my chest tightened up. I would be miserable day in and day out, going through the motions of selling.

The next morning, I decided that I couldn’t do it anymore.

I knew I had to leave my current job, but I wanted to continue to be an investment advisor. My quandary: Where could I find a company that would help me do what was best for my clients, not just what was best for the firm? I researched many different brokerage firms and found that they were all pretty much the same. Thus, I decided that the only way to continue as a financial advisor was to go into business for myself. The only problem was that I knew nothing about starting and running a business. So I started to think about my contacts in the industry—I needed to link up with someone who also wanted to break out and start this new business venture with me. I remembered that a very close friend of mine had an older brother in the financial services industry; I immediately called him.

My timing could not have been better. I discovered he was already in the process of starting his own investment advisory firm. I can’t even describe how excited I was to hear this news. I asked him if he was looking to take on a partner, and he suggested we get together to discuss the idea. My heart was racing. I was excited, but at the same time, I was very nervous. I had no clue what his investment philosophy was, but I hoped we would see eye-to-eye. We met a few days later and, after few weeks, we were in business. I’ll never forget that first day: just $10,000 in startup funds, two tables, and two computers in Joe’s basement.

Over the next six and a half years, we grew out of Joe’s basement, moved into an office, and added staff. With all of the moves and changes we have made, our investment philosophy has remained constant: invest intelligently regardless of the current market hype.

Working with Joe has been quite an experience and still is. I have learned more working alongside him than I have from any textbook, college course, or previous investment position. When Joe told me that he was going to write this book, I was not only very excited for him, but I knew that the future readers of this book would gain the same insight and knowledge I gained by working with Joe over the years.

If I had to sum up Joe’s investment style in three words they would be: patience, discipline, and confidence. I believe that Joe is able to maintain these three values when evaluating businesses because these are the same three values we instill in our business model. He understands that “get rich quick” schemes don’t work and “Rome wasn’t built in a day.” In order to reap the financial rewards in business, one must be patient. When times get rough and market hype begins to dictate most people’s actions, maintaining discipline to your investment philosophy and remembering why you decided to invest in the first place will prevent you from making horrible investment decisions. And finally, if you have done all of your research and still don’t feel confident about your investment decision, then it’s not the right investment for you.

Of these three, I believe that confidence is the most difficult to maintain because this is a skill that cannot be learned in a short period of time. It is more of an art form. When you make a decision, you need to own up to it; stand by it as if it is the greatest decision you ever made. You may not be right 100 percent of the time, but it is better to be right the majority of the time and learn from your mistakes than to be unsure of yourself and play the “what-if ” game for the rest of your life. I have never met a person that has been more confident in his decisions than Joe, and I have him to thank for passing some of that confidence on to me.

A final note to the reader: I am certain that you will enjoy this book because it does not apply to just one type of investor or one type of financial market. This book, in my opinion, serves all types of investors in any market condition. There are very few investment books out there that can make that claim and I strongly believe that’s what makes this book better.

And a final message to Joe: Thank you for sharing your wealth of information with me as well as with everyone who picks up this book. I hope the readers of this book get as much out of your investment philosophy as I have over the years.

—Michael Trekas, co-founder of Meridian Business Group 



INTRODUCTION

Who Should Read This Book

If you’ve ever thought, “I need to save and invest, but it seems like nobody will help me or give me a straight answer,” this book is for you. It presumes that you have a basic understanding of investment terminology and that you want to learn how to invest confidently, comfortably, and at very satisfactory or high rates of return over the long term.

The book begins by explaining some basic truths that you likely already know in your gut: Wall Street is more concerned about their profits than your growth, mutual funds are probably not the answer for you, etc. It then goes on to explain how stocks and businesses grow, how to value a business, why and how to purchase stocks on sale, and when to sell. This isn’t your typical “buy low PE stocks” or “earnings rule!” investment book; rather, F Wall Street focuses on “owner earnings”—a concept that Warren Buffett defined as the critical investment factor when valuing a business. He also offered a formula to calculate owner earnings.

The goal of this book is to help you think, act, and invest like a business owner rather than a stock picker or trader. It will teach you how to invest with confidence; you will learn how to embrace and profit from volatility rather than fear it.

In the end, you will learn about the various types of investors and how you should be allocating your portfolio and retirement savings.

If you are looking for a “get rich quick” stock trading book, you are in the wrong place. This book is meant for people who want to invest comfortably and confidently for the long-term—intelligent investors seeking to earn satisfactory (or high) returns while avoiding big mistakes. Younger readers will learn how to begin investing from a business perspective so they can avoid common mistakes that cause so many would-be investors to lose tons of money and become disillusioned by investing. Seasoned investors will learn how to invest comfortably and confidently while avoiding panic and fear that can cause insurmountable losses. This book is not about trading stocks; it is about valuing, buying, holding, and selling stocks as if they were your own private businesses the same way Warren Buffett has been instructing us to do for so many decades.

If you have read other investment or stock trading books and feel as if something is missing—as if there has to be something more to it—keep reading. This book is for you.



PART I

GETTING BACK TO 
THE BASICS
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CHAPTER 1

Change Your Perspective

One day, your paycheck is going to stop coming. Then what?

Believe it or not, life is fairly predictable. As children, we go to school, we play, and we long for the warmth and relaxation of summer. After college, we enter the “real” world where we start working, pay bills, and eventually start our own family. After thirty or forty years, we retire to travel, spend days on the golf course, and spoil our grandkids. Although from time to time life throws a monkey wrench into this mix, it’s generally pretty predictable.

Predictability can be comfortable. It can also be disastrous.

Most people don’t make saving and investing a priority, probably because of one simple reason: predictability. Why do anything when you know exactly what you’ll get—lousy advice, bad investments, and a sales pitch full of clichés?

Only the names seem to change.

So when your paycheck stops coming, you are going to have to rely on other means to survive. You’ll need money—and lots of it—to do so. Forget traveling the world or spoiling the grandkids; you’ll need significant savings just to pay your regular bills—gas, electricity, property taxes . . . the list goes on and on.

Relax.

The truth is that you can have a comfortable retirement; you can be delighted with your savings; you can retire with “a little something extra” every month. But pinching pennies today won’t get you there. You need to change your perspective. You need to shatter predictability.

And it starts with understanding something you already know in your gut.

Saving and Investing Won’t Get You There

Did someone once tell you that working hard, living below your means, and investing in a diversified portfolio was the key to a healthy and happy financial future? Do yourself a favor—call them up and scream, “Thanks for nothing!”

The truth is that you don’t get to be wealthy, or even have a comfortable and happy financial future, merely by saving and investing. In that scenario, you accumulate wealth only if your investments perform well.

If, as will be the case for many people, your investments do not perform well, if you are stuck in the ways of Wall Street, you’ll look back over your life and wish you had started sooner. But even starting sooner was no guarantee you’d make it there.

Continuing down this path, investing in your 401(k), maybe a bit on the outside, leads you down a dead end. Whether you realize it or not, your money is engaged in a war with Wall Street. You need growth; Wall Street wants to give you just enough to keep your account—and then they want to take the rest for themselves.

You can choose to ignore this and go about your life, believing that you’re “in it for the long term” and that your diversified mutual funds are your keys to success. You can believe that executives earning $20 million a year at brokerage firms will put your growth ahead of their own profits or that your advisor understands how businesses and stocks grow without ever having run a business.

And when retirement age hits and you don’t have enough money, there will be more clichés: you should have saved more, you should have taken more risk or been more diversified, you should have started sooner.

Step Right Up

Most people never realize that when it comes to investing they are participants in one of the most amazing magic shows on Earth, and it employs the same old scam—sleight of hand.

The brokerage firms and mutual funds that control Wall Street and the markets want you to believe that investing is too hard and too dangerous to do on your own. With their left hands, they wave the ups and downs of the markets in your face. You never even see their right hands go into your pocket.

The scam is widespread, and, like all great scams, its success relies on the amazement and fear of the spectator (you) and the participation or manipulation of the players (the advisors).

Keeping the public in awe is easy. They show lots of people making millions in the markets, so you want in. Then, they show everyone how difficult it is and how you can lose everything so you don’t take investing into your own hands.

The upside is this: Manipulating the advisors is also fairly simple. After all, prior to working on Wall Street, advisors were regular people like you. For their own reasons, they thought it would be exciting and fulfilling to have a career in financial services, so they applied for jobs at the brokerage houses where they are subsequently trained. In their quest to help people, they ended up being trained by the very system that is hurting people.

These financial advisors are usually smart, good people—people who can think for themselves. They want to help you; they want to make a living growing and protecting money. As they learn the darker, uglier side of Wall Street—the business of investing—more than half of these financial advisors quit. (Wall Street pokes fun at them, laughing that they “wash out.” I believe they simply wake up to an ugly reality they don’t want to take part in.)

The problem with the entire system is that most Wall Street brokerage houses are not in the business of providing growth-oriented investment advice. They are in the business of selling investments. Any advice they have to give is incidental to that end. The brokerage firms have to make money, lots and lots of money. To make it, they have to sell investments. The reality of intelligent investing is such that at any given time there may only be a few great investments worthy of your money. Still, these firms must sell investments all the time. Once they have sold the good investments, they have no choice but to start selling the mediocre investments as well.

Here’s the rub: These companies are tasked with making more money next year than they did last year. To do so, they must do one (or both) of two things: sell even more good and mediocre investments, or sell some bad investments. (Naturally, nobody would buy “bad” investments, so the brokerages have come up with clever ways to market them. “Bad” investments are usually called “speculative,” “aggressive,” or some similar term.)

Of course, Wall Street is not full of dummies. Quite the contrary, these brilliant minds have come up with crafty ways to sell you mediocre and bad investments without you suing them. They’re called mutual funds—and most of the 15,000-plus out there aren’t worth a nickel of your savings. Here’s how it works: The Wall Street firms convince you to buy their “preferred” or “recommended” mutual funds; then, the mutual funds go out and buy the great, mediocre, and bad investments from the brokerages.

But wait. Aren’t mutual funds supposed to grow and protect your money? In theory, yes. In practice, the truth is a little uglier.

Like brokerage firms, mutual funds are businesses. Although most people either don’t understand mutual funds at all or, at best, believe they are just pools of money invested for growth and safety, the fact is that mutual funds are businesses that want to grow every year. How do they grow? Simply put, mutual funds companies are paid based on how much money they manage. Assuming the fees are the same, a $1 billion mutual fund will generate 100 times the revenue that a $10 million mutual fund will generate. Assuming both mutual funds lose 30 percent for you, the “big” fund still makes 100 times more money than the “small” fund.

Most mutual fund companies are paid based on how much money they manage rather than on how well they manage it. The brokerage firms control the money. In order to have access to the trillions of dollars that the brokerages control, mutual funds buy “aggressive” investments, pay some of the brokerages’ expenses, and even offer kickbacks every three months!

They do this—and more. Of course, it’s no sweat off the mutual fund company’s back because they’re doing all of this with your money! So long as your brokers and advisors can convince you to “stay in it for the long term” and scare you into the “safety” of diversification through their mutual funds, everyone will keep getting paid. Except you.

It’s natural, then, to ask, “Why would the advisors allow this?” Trained by Wall Street, many advisors are so busy trying to bring in new accounts to save their jobs and make a living that they don’t have time to study investing beyond what their firms teach and tell them. For the most part, they’re good people who want to do the right thing. Still, they go to the big firms where they believe they are learning to invest, and they come away with little more than sales training. As time marches on and the mutual funds start paying the advisors “trails” (additional commissions every three months to motivate the advisors to keep you invested) and take them out for golf excursions and vacations, most advisors don’t realize that it is all at the expense of your goals.

For you, the problem with this scenario is that these brokerages want your account to grow just enough so that you don’t bother with it. If, for a 4 or 5 percent annual return, you won’t bother with your account, they’ll gladly invest your money at 12 percent, lose some money buying and selling bad investments, whack you with hidden fees and charges, and deliver your anemic return on a silver platter (that you paid for, by the way).

The Wall Street executives will make their bonuses; the mutual funds will generate millions in extra fees; your advisor, distracted by the firm’s subtle threats, will be so focused on bringing in new assets, accounts, fees, and commissions that the only advice offered will be: Stay the course.

And you’ll wish you had started sooner.

Long-Term Investment Results

Wall Street is in it for their own profits; most mutual funds can’t achieve true growth because they often buy bad investments and kick money upstairs to the brokerages and advisors; most advisors are so focused on bringing in new clients that they can’t focus on investing.

Although nobody can say for certain, it is estimated that the average mutual fund investor will earn an average annual return of 4 percent to 6 percent in the future. Sound far-fetched? Think about this: According to a DALBAR study, the average investor in a stock-oriented mutual fund earned an average annual return of just 5.66 percent over the ten years ended December 31, 2007, and just 4.48 percent over the twenty years ended December 31, 2007 (and that was before the markets crashed in 2008)! At those rates, it would take twelve to eighteen years for your account to double (assuming you didn’t pay any commissions or account fees). That also means it would take between fifty-one and seventy-six years for $50,000 to grow to $1 million.

Let me say it another way. This means you are at risk of being in serious financial trouble if:



1. You need more than $1 million at retirement; or,

2. You have less than fifty-one years to retirement; or,

3. You have less than $50,000 saved today.



Because of this, a lot of people think they need to take more risk to achieve better returns. In fact, a lot of younger investors are usually advised to do just that. The problem is that more risk doesn’t mean higher returns. In fact, more risk almost always means greater losses.

MY ADVISOR, THE THIEF AND MORON

The year was 1999. I had a cushy, non-investment related job making much more than most people my age, so, I set up an appointment with the financial advisor at my local bank. His business card beamed the name of one of the largest firms on Wall Street, so he had to be good, right?

As I walked into the bank, I held my $1,500 check with pride. I was going to join the club of savvy, rich investors. The advisor smiled and waved me over. He finished up his phone call and turned toward me. Within seconds, he determined that I needed a Roth IRA, a retirement account. Who was I to argue? Seconds after that, he showed me a graph of his favorite mutual fund, the fund I had to own. The chart seemed to go straight up—some 32 percent that year alone—and it was perfect for me. “This is a high-risk fund,” Jim said. “You’re young. You can afford to take more risk and get higher returns.” More risk, higher returns. Higher returns, more money for me.

Sign me up.

Call me naïve; the way Jim made me understand it, young people invested in rapid growth investments, and older people invested in slower growth investments. There was no “loss” or “safety” concern; it was simply a rule. Young people got high returns.

A few months later, I brought the advisor another check, this time for $500. The advisor took my check, cashed it, pocketed my $500, and skipped the country the next day. A year later, my $2,000 “investment” was worth $360. I couldn’t have prevented the loss of $500 that was stolen; but, had I “stayed the course” with the $1,500 invested in the garbage mutual fund, a mere seven years later my Roth IRA would have been worth $475.

Jim had no idea that more risk meant greater losses. He didn’t know how I should have been investing my money. In fact, Jim knew nothing about investing.

But Jim could sell ice to an Eskimo, which made him very valuable on Wall Street.

The Zero-Sum Nature of Investing

For regular people like us, more risk almost always means massive losses. Investing is what is known as a “zero-sum” game. In a traditional zero-sum game, you can only make money if someone else is losing money. In essence, your gains are exactly balanced by someone else’s losses.

An example of a zero-sum game is a coin flip: You bet $1 on the flip of a coin one of you would win a dollar and one of you would lose a dollar.

When it comes to investing, it’s not a straight dollar-for-dollar swap. Instead, investing is a zero-sum game of opportunity. When you buy an investment, you are buying the opportunity to make or lose money. Conversely, when you sell an investment, you are giving up the opportunity to make or lose money.

Because of the zero-sum nature of investing, your portfolio is up against the biggest investors in the world, and they generally know how to play the game. Part of their strategy hinges on people like us buying their “risky” investments without knowing what we are doing. Then, when we lose money, they buy them back at a cheaper price. It’s called playing the “Greater Fool”: buying investments with absolute disregard for their quality, with the hopes of selling them to a greater fool at a higher price.

Here’s the beautiful part: You don’t have to play their game. You can flip the script so you profit from their folly. All it takes is patience, some understanding of how money and businesses grow, and a shift in perspective. So let’s ignore the Wall Street clichés and shatter some commonly held misconceptions about investing.

Myth #1: “It’s a Great Investment”

Before I formed my own firm, I spent time at two very large, well-known Wall Street firms. Their “training” programs were truly amazing. At one firm, I spent three weeks learning how to convince my friends and family to buy and then a full week learning about the firm’s “perfect” investment, whole life insurance.

That first firm taught me an invaluable lesson about investing: Whether you are young or old, whether you want growth or safety, whether you need insurance or not, whole life insurance is perfect for you. You want mutual funds?

Whole life insurance.

Stocks?

Whole life insurance.

Term insurance?

Let’s start with whole life insurance and go from there.

And what luck! Whole life insurance paid us rookies the highest commission. It was win-win!

I left the firm.

Training at the second firm was much more intense. We underwent four weeks of sales training, including almost a full week learning about this firm’s “perfect” investment. This time, it was a mutual fund.

The second firm also taught me an invaluable lesson: No matter what you hope to achieve (ie., growth, safety, tax deferral), this mutual fund is perfect for you. Because it was a “preferred” fund, I earned higher commissions when I sold this fund over most others. Bonus!

I left the firm.

(Years later, the firm and the “perfect” mutual fund became the objects of class action lawsuits and SEC investigations, settling for hundreds of millions of dollars.)

The truth is that there is no “perfect” investment for everyone; there is no such thing as a “great” investment. Don’t get me wrong: Buying $100,000 of Microsoft in 1986 to find you had more than $36 million twenty-two years later would have been pretty perfect for anyone. But truthfully, no one investment is “perfect” for everyone. Instead, there are opportunities that may be appropriate for you, even if they’re not appropriate for your friends or neighbors.

Myth #2: You Should Diversify

The brokerages love to preach diversification. The theory behind diversification is that you should own a considerable amount of investments of different types (stocks, bonds, cash, etc.) to protect yourself from the ups and downs of any one investment or the stock markets in general. According to the theory of diversification, the more investments you hold, the less chance you have to lose money. They are absolutely right! Remember: Investing is a zero-sum game of opportunity. If you owned every investment in the world, you could not possibly make or lose money because you would own all the opportunities to make money, and they would be offset by all the opportunities to lose money.

Of course, it’s impractical to think that one could own all of the investments in the world; still, you “need” to be diversified, and mutual funds are Wall Street’s solution to that need. So, you buy a mutual fund, and that mutual fund buys some great investments, some mediocre investments, and some bad investments. (I don’t know about you; I’d rather just have the good ones.) As you learn about the world of investing beyond the clichés and predictability of Wall Street, you’ll see that extensive diversification, merely for the sake of diversification, is downright stupid.

WARREN BUFFETT, ON DIVERSIFICATION

One of the world’s most successful investors has said that wide diversification (the type of diversification practiced by most mutual funds) is only required when investors do not understand what they are doing. Which begs the question: Aren’t mutual fund managers paid so well specifically because they are supposed to know what they are doing?

Myth #3: You Need To Be “in the Stock Market”

Ask any broker, advisor, or financial planner how you should invest your retirement money and you’ll likely hear a slew of responses revolving around one central theme: You need to have some exposure to the stock market. Although they may not agree on how much exposure you should have, they all generally agree that you need to be “in the markets.”

They’re wrong.

The truth is that most people have no business investing in stocks or in mutual funds that invest in stocks. Most people don’t truly understand how “the markets” work. If you don’t fully understand how stocks and the stock markets work, you need to:



• Spend some time learning how they work, or

• Accept that you don’t want to learn and adjust your strategy and expectations accordingly.

The stock market is nothing more than a place to buy and sell pieces of businesses. Although many people try to profit from the stock market in a number of ways (short-term trading, technical analysis, etc.), and although it may be entirely possible to make money gambling in stocks, most intelligent investing is done when you adopt a business mindset. That is to say, the majority of long-term growth in the stock market is achieved by people who buy businesses when they are priced well below their actual value.

Don’t worry: If that doesn’t make a whole lot of sense now, it will soon.

Myth #4: You Need to Take High Risks
 to Earn High Returns

Not true. I know this goes against everything you’ve ever heard about investing. Still, it’s not true. You do not have to take big risks to earn satisfactory returns.

If you frequently trade stocks and gamble in the markets, you may very well end up with high returns and a lot of money. Doing so also puts you in the way of a lot of risk. When you are betting on finding the Greater Fool, you must always worry that you are that fool. You have to work extremely hard and you have to remain extremely diligent to stay on top of your investments. You have to watch, analyze, digest, and interpret everything that’s going on in the market to try to keep your returns high and your risks low.

Traders and speculators are generally optimists or pessimists. While that may work when it comes to short-term speculation, optimism and pessimism have no place in long-term, business-like investing. Over the long term, the big money is made by realists. A realist:

Invests with expectations—reasonable expectations.

Doesn’t hope an investment grows and doesn’t freak out when stocks move up and down, or when the economy is in turmoil.

Looks for opportunities and only invests in those opportunities that offer the highest potential for attractive returns while offering the smallest chance that any substantial money could be lost over the long term.

Despite what you may have been told, it is possible to achieve high returns without taking on huge risks. Anyone who tells you otherwise may be “market savvy,” but he doesn’t understand intelligent investing.

Myth #5: Start Early. Today’s Good.

Walk into virtually any broker’s office, on any day of the week, with a check for $100,000, and you’ll be amazed at how quickly they can find an “opportunity” and how clearly they can explain why now is a good time to buy.

Great investments don’t come along every day.

While Wall Street is right in saying it is better to start saving and investing earlier in life rather than later, they’re usually wrong on the end message. They say, “Start saving. Invest with us today!” The truth is that you shouldn’t necessarily invest today, tomorrow, or next week.

You should save money regularly so you can invest when great ideas and opportunities arise.

According to Charlie Munger and Warren Buffett, two men who have made billions investing, the cornerstone of intelligent investment strategy is patience. For Buffett, lethargy, bordering on sloth, is one of the best approaches to investing. Munger preaches that intelligent investors need to have “assiduity,” the ability to sit on your ass and do nothing until great opportunities come along.

CHARLIE MUNGER, ON PATIENCE

Warren Buffett’s partner, Charlie Munger, coined the term “assiduity.” You won’t find this term in most investment dictionaries; but, “assiduity” is one of the most important secrets to investment success.

Let’s put this into real dollars. You have $10,000 and a choice—invest today and earn 7 percent a year for ten years, or leave your money in cash earning 4 percent interest (a typical money market interest rate under normal conditions) for four years and then invest in a stock and earn 10 percent for the next six. Waiting patiently for that 10 percent opportunity yields dramatic results. After ten years, you would have 16 percent more money— more than $1,000—if you simply sat on your cash for four years waiting for a great opportunity.

The lesson to take away from this is not that you should be aiming for 10 percent returns; rather, you shouldn’t be in any hurry to get your money working today.

Instead, wait for opportunities. Knowing how to spot them is half the battle.

Myth #6: Investing Requires a Lot of Brainpower,
 Time, and Work

Investing is not rocket science. You don’t earn more if you have the higher IQ, nor do you need to be a math genius to make money. You can spend many hours a week or just a few hours a year investing and still earn satisfactory returns.

Fifty years ago, investing was much more difficult. Before the advent of the web you had to go to the library to research a company and your stock quotes came once a day in the newspaper, hours after the markets closed. Today, we have all the tools and information we need available to us literally with the click of a mouse. Within seconds, we can determine whether or not a stock might merit additional research. We can find lists of bonds from all over the world, neatly organized on a website. Although it may take days (or even months) to find an attractive investment, it takes mere minutes to see what opportunities are available.

That’s not to say you can crush the markets and earn 15 percent or more in stocks with just a few minutes a week. But you also don’t need to spend hundreds of hours each year watching the markets and researching investments. The beautiful thing about investing intelligently is that, with a little effort, you can get much more out of your investments than you may have otherwise imagined. You can invest comfortably and confidently. You can achieve your goals.

Myth #7: You Can’t Beat the Markets 
(“The Big Boys”)

There is some very interesting double-talk on Wall Street. On the one hand, they tell you not to invest on your own because it’s dangerous and it’s not possible to beat the returns of the general stock market. If you give in to this belief, they will then try to sell you their investments designed to “beat the returns of the general stock market.”

On a day-to-day basis, the stock and bond markets are controlled by large institutional investors (hedge funds, mutual funds, brokerage houses, and pension funds) that routinely jump in and out and push prices up and down. These managers live and breathe the markets (even if they stink at investing) and collectively move trillions of dollars each day.

Regular people like us do not have the information, staff, or support that they do—nor do we have the cash or time to move billions of dollars of idle cash around. Basically, we don’t stand a chance as stock traders.

The flip side is that we don’t have to gamble like they do. We are not judged by whether or not we beat the markets; we don’t have any portfolio limitations. Our goal is to have a comfortable retirement—to do what we want when we want, without worrying about money.

In that case, you should not worry about “beating the markets” or earning high returns. Instead, your goal should be to earn satisfactory returns with minimal risk. Whether you achieve that end by investing in stocks or in bonds, in CDs or in Treasury Bills, it doesn’t matter.

You just need to get there.

How Much Will You Need In Retirement?

For some reason, people tend to focus on a “magic” number when it comes to saving and investing. For some people, that magic number is $1 million or $5 million. For others, it is a question of income: How much will I need to make $20,000 a month?

Planning for your retirement by focusing on the end result—your future net worth or income—is quite possibly the worst way to approach the subject.

If you don’t save enough and you achieve anemic returns, you’ll have very little. If you save a decent amount and earn very high returns on your investments, you’ll have a considerable sum. When it comes time to retire, you’ll have exactly what you’ll have, and you will be forced to work with that amount.

You can’t control the outcome of your savings and investment plan; you can only control your actions. Because of that, it does not make sense to focus on the ideal end result. Instead, focus on making smart decisions.

Although you can’t control the outcome, you can invest intelligently and minimize risk along the way. You know exactly where this approach can take you; many long-term, business-minded value investors have already shown us the way. You know precisely where you will be if you don’t save and you gamble with (or ignore) whatever savings you do have.

Your retirement is inevitable. But will it be comfortable?



CHAPTER 2

This Is a Football

Legendary football coach Vince Lombardi allegedly began each season’s first practice with a simple, but profound, lesson for his players: “Let’s start at the beginning. This is a football. These are the yard markers. I’m the coach. You are the players.”

Every now and then, it’s good to get back to the basics.

The Stock Market

Most people perceive the stock market to be a scary, risky beast where people gamble on which way prices will move in the next few seconds, days, or months. In that light, it makes sense that people are nervous about investing in stocks. And while that is one way to look at the stock market, there is another way to approach it—as a place to value, buy, and sell businesses—either in whole or in part.

In the short term (we’re talking a minute-by-minute or month-by-month basis), the stock market is often little more than a tool used by speculators to attempt to quickly profit. In the long term, the stock market is a place where businesses are measured, valued, bought, and sold.

Over the long term, great businesses grow and their stock prices tend to follow—you’ve probably seen this happen again and again over the years. Conversely, bad businesses tend to shrink and their stock prices fall as the business crumbles. (Remember the dot-com bust?)

Sometimes, stock prices will follow the value of the businesses very quickly. Sometimes it will take years for the markets to increase the prices of great businesses and drop the prices of bad ones. So the key to making long-term gains in the stock market is simple: Figure out which businesses will grow and buy them at a cheap price.

It sounds simple enough. But how do you go about doing that?

Every business—from massive, publicly traded Wal-Mart to the tiny, family-owned fish market—has a value. That value is a combination of its net worth and the cash that the business can generate for its owners in the future. A business with no net worth and no ability to generate cash has no value. Conversely, a business with a strong net worth and a consistent ability to generate cash is very valuable.

When you buy shares of stock, you are buying a piece of the business’s value—your share in the net worth and future cash flows of that business. When your business’s net worth increases and when it enhances its ability to generate more cash, it becomes more valuable—it grows. Over the long term, as your business becomes more valuable, its stock will become more valuable. When your stocks become more valuable, you become wealthier.
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