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Eric Tyson’s Twenty Immutable Investing Law's

1.

10.

Saving is a prerequisite to investing. Unless you have wealthy, benevolent relatives, living
within your means and saving money are prerequisites to investing and building wealth.

. Risk and reward go hand in hand. The way that people of all economic means make their money

grow is to take risk by investing in ownership assets, such as stocks, real estate, and small
business, where you share in the success and profitability of the asset.

. Be realistic about expected investment returns. Over the long-term, 10 percent per year is

about right for ownership investments (such as stocks and real estate). It is possible with
running a small business to earn higher returns and even become a multimillionaire, but years of
hard work and insight are required. Those who are piling into today's U.S. stock market
expecting the 20+ percent annualized returns of the 1990s to continue will be disappointed.

. Think long-term. Because ownership investments are riskier (more volatile), you must keep your

long-term perspective when investing in them. Do not invest money in such investments unless
you plan on holding them for a minimum of five years, and preferably a decade or longer.

. Match the time frame to the investment. Selecting good investments for yourself involves

matching the time frame you have to the riskiness of the investment. For example, for money
that you expect to use soon within the next year, focus on safe investments such as money
market funds. Invest your longer-term money mostly in growth investments.

. Diversify. Diversification is a powerful investment concept that helps you to reduce the risk of

holding more aggressive investments. Diversifying simply means that you should hold a variety
of investments that don't move in tandem in different market environments. For example, if you
invest in stocks, invest worldwide, not justin the U.S. market. You can further diversify by
investing in real estate.

. lgnore the minutiae. Don't feel mystified by or feel the need to follow the short-term gyrations of

the financial markets. Ultimately, the prices of stocks, bonds, and other financial instruments are
determined by supply and demand, which are influenced by thousands of external issues and
millions of investors’ expectations and fears.

. Allocate your assets. Besides your individual investment choices, how you divvy up or allocate

your money among major investments greatly determines your returns. The younger you are and
the more money you earmark for the long-term, the greater the percentage you should devote to
ownership investments.

. Look at the big picture first. Understand your overall financial situation and how wise invest-

ments fit within it. Before you invest, examine your debt obligations, tax situation, ability to fund
retirement accounts, and insurance coverage.

Do your homework hefore you buy an investment. You work hard for your money, and many
investments cost you to buy and sell. Investing is not a field where acting first and asking
questions later works well. Never buy an investment based on an advertisement or a
salesperson’s solicitation of you.
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. Keep an eye on taxes when choosing investments. Take advantage of tax-deductible retire-

ment accounts and understand the impact of your tax bracket when investing outside tax-
sheltered retirement accounts.

. Consider the value of your time and your investing skills and desires. Investing in stocks and

other securities via the best mutual funds is both time-efficient and profitable. Real estate
investing and running a small business are the most time-intensive investments.

. Where possible, minimize fees. The more you pay in commissions and management fees on

your investments, the greater the drag on your returns. And don't fall prey to the thinking that
“you get what you pay for.”

. Don’t expect to beat the stock market averages. If you have the right skills and interest, your

ability to do better than the investing averages is greater with real estate and small business
than with stock market investing. The large number of full-time, experienced stock market
professionals makes it next to impossible for you to choose individual stocks that will consis-
tently beat a relevant market average over an extended time period.

. Don’tbail when things look bleak. The hardest time, psychologically, to hold onto your

investments will be when they are down. Even the best investments go through depressed
periods, which is the worst possible time to sell. Don‘t sell when there's a sale going on; if
anything, consider buying more.

. Ignore soothsayers and prognosticators. It's nearly impossible to predict the future. Your long-

term investments should be based on selecting and holding good investments, not trying to time
when to be in or out of a particular investment.

. Minimize your trading. The more you trade, the more likely you are to make mistakes. You'll

also suffer increased transaction costs and higher taxes (for non-retirement account
investments).

. Hire advisors carefully. Before you hire investing help, first educate yourself so that you better

evaluate the competence of those you may hire. Beware of conflicts of interest when you
consider advisors to hire.

. You are what you read and listen to. Don't pollute your mind with bad investing strategies and

philosophies. The quality of what you read and listen to is far more important than the guantity.
Learn how to evaluate the guality of what you read and hear.

. Remember the following highest-return, lowest-risk investments. Your personal life and health
are far more important investments than the size of your financial portfolio.

Copyright © 1999 Eric Tyson.
’. All rights reserved.
. Cheat Sheet $2.95 value. Item 5162-0.
Hungry Minds~  For more information about Hungry Minds,
call 1-800-762-2974.
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Praise for Eric Tyson

Here’s what critics and readers have said about Eric Tyson’s previous
national best-sellers:

“Eric Tyson For President!!! Thanks for such a wonderful guide. With a
clear, no-nonsense approach to . . . investing for the long haul, Tyson’s
book says it all without being the least bit long-winded. Pick up a copy
today. It’ll be your wisest investment ever!!!

— Jim Beggs, VA
“Personal Finance For Dummies is the perfect book for people who feel
guilty about inadequately managing their money but are intimidated by

all of the publications out there. It's a painless way to learn how to take
control. My college-aged daughters even enjoyed reading it!”

— Karen Tofte, producer, National Public Radio’s Sound
Money

“l own many finance and investment books — this is by far the best!”

— Mike Dodge, Baltimore, MD
“Among my favorite financial guides are . . . Eric Tyson’s Personal Finance
For Dummies.”

— Jonathan Clements, The Wall Street Journal
“The book was well-written, concise, inspirational, excellent for common-
folk, and doesn’t send you running for a dictionary.”

— Brian O’Connor, Bogota, NJ
“Smart advice for dummies . . . skip the tomes . . . and buy Personal Finance
For Dummies, which rewards your candor with advice and comfort.”

— Temma Ehrenfeld, Newsweek
“Superb reference! Led to my being offered a job as a mortgage originator.
[The] bank said 1 was the ‘most informed buyer’ they ever sat with!!!”

— K.A. Carney, Greensburg, PA




“Eric Tyson is doing something important — namely, helping people at all
income levels to take control of their financial futures. This book is a nat-
ural outgrowth of Tyson'’s vision that he has nurtured for years. Like
Henry Ford, he wants to make something that was previously accessible
only to the wealthy accessible to middle-income Americans.”

— James C. Collins, coauthor of the national bestseller Built
to Last; Lecturer in Business, Stanford Graduate School
of Business

“Eric Tyson took a subject — finances — which has always intimidated
me and made it manageable. Thanks!”

— Margaret Holtje, North Sebago, ME

“You don’t have to be a novice to like Mutual Funds For Dummies. Despite
the book’s chatty, informal style, author Eric Tyson clearly has a mastery
of his subject. He knows mutual funds, and he knows how to explain
them in simple English.”

— Steven T. Goldberg, Kiplinger'’s Personal Finance
Magazine

“l work with investments and have used this book to help some of my
clients understand finances.”

— Bryan Bailey, Mandan, ND

“Personal Finance For Dummies offers a valuable guide for common mis-
conceptions and major pitfalls. It's a no-nonsense, straightforward,
easy-to-read personal finance book. . . . With this book, you can easily
learn enough about finances to start thinking for yourself.”

— Charles R. Schwab, Chairman and CEO, The Charles
Schwab Corporation

“Makes financial planning as easy as spending my paycheck.”
— Tim Campbell, Green River, WY

“It can be overwhelming to keep up with the latest developments, which
is why you might turn to the book Mutual Funds For Dummies by Eric
Tyson. A light touch and the use of plenty of graphics help the pages fly
by. This book is a primer for those who flinch when contemplating the
7,000 funds you can now buy.”

— Brian Banmiller, FOX-TV




“A nice, easy-to-use format allowed me to skip useless data and glean only
the information relevant to me.”

— Steven A. Baffy, Trenton, Ml

“Best new personal finance book.”
— Michael Pellecchia, syndicated columnist
“l thoroughly enjoyed the honest, matter-of-fact, straightforward manner

in which the book was written. | am grateful to you for providing me with
a valuable resource for one of life’s great drudgeries.”

— Sven Hagen, Atlanta, GA
“Eric Tyson . . . seems the perfect writer for a ...For Dummies book. He
doesn’t tell you what to do or consider doing without explaining the
why's and how's — and the booby traps to avoid — in plain English. . . . It

will lead you through the thickets of your own finances as painlessly as |
can imagine.”

— Clarence Peterson, Chicago Tribune

“Great book!”

— Cheryl Eichelkraut, Phoenix, AZ

“The best book I've ever bought!”
— David Clarke, Chicago, IL

“This book was written for real people.”

— Lisa Timco, Westland, MI
“Personal Finance For Dummies is, by far, the best book | have read on
financial planning. It is a simplified volume of information that provides

tremendous insight and guidance into the world of investing and other
money issues.”

— Althea Thompson, producer, “PBS Nightly Business
Report”
“... amazingly you were even able to add humor to such a topic.”

— Steve Stachling, Wausau, WI




“This book provides easy-to-understand personal financial information
and advice for those without great wealth or knowledge in this area.
Practitioners like Eric Tyson, who care about the well-being of middle-
income people, are rare in today’s society.”

— Joel Hyatt, founder, Hyatt Legal Services, one of the
nation’s largest general-practice personal legal service
firms

“...very understandable, informative, and enjoyable. . . . This should be
required reading for every senior!”

— Barbara Greub, River Falls, Wl

“Personal Finance For Dummies is a sane and useful guide that will be of
benefit to anyone seeking a careful and prudent method of managing
their financial world.”

— John Robbins, founder of EarthSave, author of May All
Be Fed

“Very informative, lighthearted. . . . 1 read it cover to cover.”

— Lou Furry, Northampton, PA
“Worth getting. Scores of all-purpose money-management books reach
bookstores every year, but only once every couple of years does a stand-
out personal finance primer come along. Personal Finance For Dummies,
by financial counselor and columnist Eric Tyson, provides detailed,

action-oriented advice on everyday financial questions. . . . Tyson’s style
is readable and unintimidating.”

— Kristin Davis, Kiplinger’s Personal Finance Magazine
“The organization of this book is superb! | could go right to the topics of

immediate interest and find clearly written and informative material. The
author answered questions that | didn’t even know.”

— Lorraine Verboort, Beaverton, OR
“l was able to locate all items that | was interested in by the index. . . .
Great!”

— Robert Linardo, Nas Lemoore, CA




“For those named in the title, such as myself, Personal Finance For
Dummies is a godsend. It’s bright, funny, and it can save you money, too.”

— Jerome Crowe, reporter, Los Angeles Times

“Simple and understandable and enjoyable!”

— Jeanette Johnson, Soldotna, AK
“Eric Tyson has brought his financial experience, investment knowledge,
and down-to-earth writing style to create an outstanding book on mutual

funds for all investors — and an essential book for new investors. . . in
short, a classic....”

— Jack Bogle, former CEO, The Vanguard Group

“Understandable to anyone.”

— Pam Smith, Tehachapi, CA
“Confused by finances and taxes? Eric Tyson has written Personal Finance
For Dummies, a friendly, easy-to-follow guide to smart money strategies.”

— Deb Lawler, anchor, WBZ radio, Boston, MA
“. .. by far the best book I've read about the U.S. tax system and personal
financial planning.”

— Seva Baykin, Brisbane, CA
“This is a great book. It’s understandable. Other financial books are too
technical and this one really is different.”

— Shad Johnson, producer, “Business Radio Network”
“Down-to-earth, straightforward information. It was as if Mr. Tyson was a
close friend of mine who really cared about me.”

— Arnold L., Monterey Park, CA
“An invaluable, easy-to-read financial help book that should be in every
family’s library.”

— Stan Schaffer, reporter, The Morning Call, Allentown, PA

“I purchased copies for each of my children.”
— M.G. Sher, Marblehead, MA




“I liked his holistic view. He placed money management in perspective to
life’s important considerations. Invaluable! I'd like to give a copy to each
of my sons just starting their 1st jobs.”

— Robin Ketchum, Norfolk, CT

“Fantastic. I wish 1 had it 20 years ago. I'll make sure my children get one.”
— C.H. Day, Richmond, VA
“Presents complicated issues with simplicity, clarity, and a touch of
humor.”
— The Times-Picayune, New Orleans, LA
“This book is the first on finances that 1 have ever read that makes sense
to me.”

— Tony Toledo, Salem, MA

“Straightforward, readable. . . Tyson is an authoritative writer. . . .”

— The Orange County Register
“Personal Finance For Dummies is a great book. It addresses everything
and helps me feel secure about my finances.”

— Phyllis Haber, Kansas City, MO
“...among tax advice books is far and away the best. Taxes For Dummies
is fun to read and teaches about the tax system itself. The book also pro-
vides excellent advice about dealing with mistakes — created by you or
the Internal Revenue Service. And it talks about fitting taxes into your

daily financial planning. In other words, it’s a book you can use after April
15, as well as before.”

— Kathy M. Kristof, Los Angeles Times

“Taxes For Dummies helped us save $500 on our tax return.”

— Bob and Diane Hayman, Mishawaka, IN

“Smart chapters — not just thumbnail sketches — for filling out forms.”

— Susan Tompor, Gannett News Service

“Finally, a book about finance that | can understand!”

— Michael K. Owens, Knoxville, TN




“Taxes For Dummies will make tax preparation less traumatic. . ..ltis a
book that answers — in plain English, and sometimes with humor —
many puzzling questions that arise on the most commonly used tax
forms.”

— Stanley Angrist, The Wall Street Journal

“l should never have brought this book into work — everyone wants to
borrow it!”

— Maria Zografos, San Francisco, CA

“...a witty, irreverent reference . . . And since laughter is good medicine,
it most definitely is what it claims. But its focus on humor does not under-
mine its merit as a research tool. While the guide could be used just to
answer individual questions, its friendly format is such fun that you may
end up reading Eric Tyson’s book from cover to cover. No kidding.”

— The Times-Picayune, New Orleans, LA
“This book answered so many questions. Truly, I was completely illiterate
financially — now | am becoming the family guru.”

— Jean M., Holt, MO
“There are plenty of books out there that do the job, but if you're looking
for one which explains the tax laws using plain English, with a dash of a

sense of humor, Taxes For Dummies is highly recommended. . . . Taxes For
Dummies is the ideal guide for getting you through the Ides of April.”

— Bill Peschel, The Herald
“It’s great! It moves you to a mindset that allows you to control your
finances — instead of them controlling you.”

— Sabrina Karl, Madison, WI
“Dummies is a primer for those who are tired of making bad choices — or
no choices at all — with their money.”

— Barbara Tierney, Smart Money by The Wall Street Journal
“This book should be taught in every high school and college in America.
Most people, like me, wait until they're in trouble before they get help.”

— Gary Rzepka, APO AP Japan
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About the Author

Eric Tyson is an internationally acclaimed and best-selling personal finance
author, lecturer, and advisor. Through his work, he is dedicated to teaching
people to manage their money better and to successfully direct their own
investments.

Eric is a former management consultant to businesses for which he helped
improve operations and profitability. Before, during, and after this time of
working crazy hours and traveling too much, he had the good sense to focus
on financial matters.

He has been involved in the investing markets in many capacities for the past
25 years. Eric first invested in mutual funds back in the mid-1970s, when he
opened a mutual fund account at Fidelity. With the assistance of Dr. Martin
Zweig, a now-famous investment market analyst, Eric won his high school’s
science fair in 1976 for a project on what influences the stock market. In addi-
tion to investing in securities over recent decades, Eric has also successfully
invested in real estate and started and managed his own business. He has
counseled thousands of clients on a variety of investment quandaries and
questions.

He earned a bachelor’s degree in economics at Yale and an M.B.A. at the
Stanford Graduate School of Business. Despite these impediments to lucid rea-
soning, he came to his senses and decided that life was too short to spend it
working long hours and waiting in airports for the benefit of larger companies.

An accomplished freelance personal finance writer, Eric is the author of
numerous best-selling books including ...For Dummies books on Personal
Finance, Mutual Funds, Taxes (co-author) and Home Buying (co-author) and
is a syndicated columnist. His work has been featured and quoted in hun-
dreds of national and local publications, including Newsweek, Kiplinger'’s
Personal Finance Magazine, Los Angeles Times, Chicago Tribune, The Wall
Street Journal, and Bottom Line/Personal, and on NBC’s Today Show, ABC,
CNBC, PBS’s Nightly Business Report, CNN, CBS national radio, Bloomberg
Business Radio, National Public Radio, and Business Radio Network. He's also
been a featured speaker at a White House conference on retirement planning.

To stay in tune with what real people care about and struggle with, Eric still
maintains a financial counseling practice.
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Actually, before I get to the thank yous, please allow me a really major thank
you and dedication.

This book is hereby and irrevocably dedicated to my family and friends, as
well as to my counseling clients and customers, who ultimately have taught
me everything that | know about how to explain financial terms and strate-
gies so that all of us may benefit.
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Introduction

Snce the first edition of /nvesting For Dummies appeared in 1996, times
have changed — and then again, they haven’t. During the late 1990s, for
example, many foreign stock markets plunged — especially those in Asia and
select emerging markets. Meanwhile, the U.S. stock market soared to ever
higher and gravity-defying levels. The more the supposed market experts and
gurus predict a fall, the faster the market seems to climb.

Although a number of things make me feel older these days, few things make
me feel as old as the fact that the widely followed U.S. stock market measure —
the Dow Jones Industrial Average — once stood at a mere 600 points back in
the early 1970s (when | started following stocks in earnest) and it’s now prac-
tically at a level 20 times that!

With the stock market booming, the media’s coverage of stocks and the over-
all market continues to mushroom. More magazines and news programs are
devoted to investing and the markets than ever before. Unless you live in a
log cabin in the wilderness without access to television, radio, the Internet,
or printed publications, you can’t escape the rising tidal wave of investment
coverage.

More and more people are stepping into the investment markets for the first
time. There’s certainly a good side to that: Unless you've got benevolent,
loaded relatives, you should take an interest in securing your financial future.
That said, | find increasing numbers of people spending much time (too much
in my opinion) researching, tracking, and monitoring their investments.

With all the increased interest in and coverage of the investment world, you
may think that investing times have changed. To a large degree, things
haven't. Investments that were considered lousy — products with high fees
and commission — years ago generally are today.

The best investment vehicles for building wealth — stocks, real estate, small
business — haven’t changed. And, you still need money to play in the invest-
ment world. Like the first edition of Investing For Dummies, the second
edition of this national best-seller includes complete coverage of these
wealth-building investments as well as other comimonly used investment
strategies, such as bonds. Here are the biggest changes in this edition:
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1+ Completely revised and updated. I've freshened up the data and exam-
ples in this book to provide you with the latest insights and analysis.
Wondering about getting in on an Internet or technology stock? Curious
as to what impact Alan Greenspan’s comments will have on the stock
market? Debating whether to invest in a new Roth IRA? You can find the
answers to these questions and many more in this edition.

»” Investing resources section. With the explosion in Internet sites, soft-
ware, publications, media outlets, and many other information sources
offering investing advice, | find that more and more people get over-
whelmed by too many choices. Equally problematic is knowing who you
can trust and listen to and who you need to ignore. In this new edition, 1
explain how to evaluate the competence or incompetence of various
investment resources, and 1 provide tips for who to listen to and who to
tune out.

Using Vour Common Sense

With few exceptions, investing books that rocket onto best-seller lists pur-
port to unveil how to make a fortune investing in individual stocks. These
investment books are usually written by a money manager or someone who
claims to have developed a system that beats the system. Those who fall into
the latter category often have another agenda, such as selling you a newslet-
ter or convincing you to turn your investment dollars over to them to
manage. As Nancy Reagan so eloquently put it, “Just Say No” — and don'’t
waste your money on these books, either.

As for reading books about those who have publicly available and audited
track records of success as investors — the Peter Lynches and Warren
Buffetts of the investment world — we could perhaps learn something useful.
Problem is, these folks don’t write books that can help the rest of us. They're
too busy engaged in other activities that are more lucrative and that they're
better at. As for learning how to “beat the market” by reading such books,
allow me to politely say, “It ain’t gonna happen.”

Although we may acknowledge and enjoy watching the extraordinary talent
of Michael Jordan playing basketball, Bill Gates developing new computer
technology, and Barbra Streisand or Bette Midler performing, let’s not forget
two important points. First, we could read 100 books about them and not
develop their talents. Second, remember that each of these icons is sup-
ported by dozens and, in some cases, thousands of others for their
successful performances.
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There’s no doubt that over long periods of time, investing in the stock market
is a proven and sensible way to build wealth. However, when investing in the
stock market, why waste your valuable time trying to learn second-, third-, or
fourth-hand the strategies of the investment gods when you can hire them
firsthand, at a low cost, through professionally managed investment funds?
And why waste your time trying to select and manage a portfolio of individ-
ual stocks when you can replicate the market average returns (and beat the
majority of professional money managers) through an exceptionally under-
rated and underused investment fund called an index fund? Plus, you save
yourself the heartache of disappointing returns.

As a financial counselor, | know from working with real live people of modest
and immodest economic means that the typical best-selling investment
books don’t focus on the ways that these people build wealth. Quite simply,
they increase their wealth by:

§ v~ Living within their means and systematically saving and investing
f money, ideally in a tax-favored manner.
|

| » Buying and holding stocks, ideally through the best mutual funds.
» Building their own small business or career.

»” Investing in real estate.

That kind of investing is what this book is all about. | don’t profess to be a
guru, but I do have an eye for spotting, through firsthand experience, what
works (and what doesn’t) for ordinary, yet in many ways extraordinary,
people like you!

Equally, if not more importantly, | help you understand and choose invest-
ments compatible with your personal and financial goals. Even if you can
learn to beat the street, market, or whatever the heck they're calling the
stock market today, what good will it do you if you pay gobs more in taxes or
don’t realize your dreams?

Getting the Most from This Book

Seriously, this stuff isn’t rocket science. You see, [ wrote this book hoping
that you gather enough information in these subject areas so that you won't
need to hire people like me.
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By all means, if you're dealing with a complicated, atypical issue, get compe-
tent professional help. But educate yourself first. As you’ll learn from the
mistakes that others have made, it’s dangerous to hire someone if you your-
self are financially challenged. If you do finally decide to hire someone, you'll
be much better prepared by educating yourself, and you’ll be more focused
in your questions and better able to assess that person’s competence.

This book helps you fill gaps in your investment knowledge. It’s structured so
that you can read it cover to cover or simply dive into particular sections
that most currently interest you. Here are the major parts:

Part I: Investing Fundamentals

Before you can confidently and intelligently choose investments, you need to
be able to cut through the lingo and jargon and get to the heart of what
investments are and are not, and how they differ from one another. You find
out what rate of return you can reasonably expect to earn and how much risk
you need to take to get it. You also clearly see how investments best fit into
your specific financial goals and situation.

Part 11: Stocks, Bonds, and Wall Street

1 know that you probably don’t want to trade in your day job for one where
you’d wear a three-piece suit and need to know on which page of the daily
Wall Street Journal you can find yield curves. But you do need to understand
what the financial markets are and how you can participate in them without
suffering too many abrasions and lacerations. | explain what stocks and
bonds are all about and how to best buy them and build your fortune.

Part 111: Real Estate

We all need places to live, work, and shop, so it makes sense that real estate
can be a profitable part of your investment portfolio. Intelligently buying and
managing real estate draws on many skills that you may not have used in
recent years. | show you the best ways to invest in real estate and provide a
crash course in mortgages, landlording, buying low, selling high, and taxes.
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Part IU: Small Business

There’s nothing small about the potential profits you can make from small
business. You can choose the way to invest in a small business that matches
your skills and time. If you aspire to be the best boss you've ever had, here
you can find the right ways to start your own or buy someone else’s small
business. Or maybe you’d like to try your hand at spotting up-and-comers
but don’t want to be on the front lines — try investing in someone else’s
small business.

Part U: Investing Resources

Click on your radio or television, crack open a magazine or newspaper, or go
surfing on the Internet and you quickly discover that you can’t escape invest-
ment advice. Surprisingly, each new guru you stumble upon contradicts the
one who came before. Before you know it, although you've spent an
avalanche of your valuable free time on all this investment stuff, you're no
closer to making an informed decision. In fact, if you're like most people, you
find yourself even more confused and paralyzed. Fear not! In this new and
important section, I explain why many experts really aren’t experts and why
most try to make the world of investing so mysterious. 1 highlight experts
worth listening to and those you should ignore.

Part Vl: The Part of Tens

These shorter chapters build your investment knowledge further. You find
advice about topics such as overcoming common psychological investment
obstacles, issues to consider when selecting a broker, and points to ponder
when you sell an investment.

You'll also be pleased to know that this book has a super-useful Index. If
you're the kind of reader who jumps around from topic to topic instead of
reading from cover to cover, you'll be pleased that the Index highlights the
pages where investing terms are defined.

lcons Used in This Book

Throughout this book, icons help guide you through the maze of suggestions,
solutions, and cautions. | hope you find that the following images make your
journey through investment strategies smoother.
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Denotes strategies that can enable you to build wealth faster and leap over
tall obstacles in a single bound.

Indicates treacherous territory that has made mincemeat out of lesser mor-
tals who have come before you. Skip this point at your own peril.

In the shark-infested investing waters, you'll find creatures who feast on
novice waders, ready to take a bite out of a swimmer’s savings. This icon
notes when and where the sharks may be circling.

Points out companies, products, services, and resources that have proven to
be exceptional over the years — in other words, resources that | would or do
use personally or would recommend to my friends and family.

Skip it or read it, the choice is yours. You'll fill your head with more stuff that
may prove valuable as you expand your investing know-how, but you risk
overdosing on stuff that you may not need right away.

Demarcates an issue that requires more detective work on your part. Don’t
worry, I'll prepare you for your work so that you don’t have to start out as a
novice gumshoe.

I know this is something your parents always told you that promptly flew out
your other ear, but this icon indicates something really, really important —
don’t you forget it!
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In this part . . .

Like a good map or aerial photograph, this part helps
you see the big picture of the investment world. Here,
I explain the different types of investments, which are
good and bad for a variety of circumstances, what returns
you can expect, and how to make wise investing decisions
that fit with your overall financial situation.




Chapter 1
Investment Options
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In This Chapter

p Defining investing

» Discovering the virtue of simplicity
p» Understanding the powerful ways to build wealth
p Comprehending the role of lending and other investments
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f you succeed in accumulating some money to invest, congratulations!

You've accomplished a feat that the majority of people in the world
haven't yet done. If you decide to move to the next step — actually investing
some of that money, you've come to the right place. Investing For Dummies,
2nd Edition, is your one-stop investment reference guide and counselor,
ready to prepare you for the sometimes thrilling and sometimes dangerous
(and hopefully rewarding) world of investing.

In many parts of the “developing” world, life’s basic necessities — food,
clothing, shelter, and taxes — gobble up people’s earnings. In “advanced”
countries, like the U.S., most Americans save little, if any, money despite
considerably higher incomes. In recent years, Americans saved less than 5
percent of their take-home income, while people in other industrialized
countries, such as Japan, Germany, and Switzerland, save two to three times
this amount!

Some Americans share the same struggle for basic necessities with people in
developing nations. But, for many others, everything — eating out, driving new
cars, hopping on an airplane for vacation — is a necessity. I've taken it upon
myself (using this book as my tool) to help you recognize that investing — that
is, putting your money to work for you — is a necessity. If you want to accom-
plish important personal and financial goals such as owning a home, starting
your own business, helping your kids through college, retiring, and so on, you
must learn to invest well.

It has been said, and too often quoted, that the only certainties in life are
death and taxes. To these two certainties | add one more: Being confused by
and ignorant of investing is also certain. Because investing is a confusing
activity, you may be tempted to look with anxiety-ridden eyes at those people
in the world who appear to be savvy with money and investing. Remember
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that all of us start with the same level of financial knowledge — that is to say,
with none! No one is born knowing this stuff! The only difference between
those who know and those who don’t is that those who know have invested
their time and energy learning about the investment world.

Some of the people you think are investing wizards are in fact, investing fools.
1 know because I've witnessed professional athletes, movie stars, and busi-
ness big shots make easily avoidable investing blunders. They all lost
significant money through bad investments and flawed investment strategies.
These wealthy people (and their advisors) made investment decisions that
they could’ve and should’ve avoided.

What Is Investing?

Before | discuss investing options, | want to start with something that’s quite
basic, yet important. What exactly do 1 mean when | say “investing”?

Investing means that you have money and you put it away for future use. If
you put your money in your mattress, you’'ve chosen an investment that pays
no interest and is subject to theft and fire! Many people chose to invest their
money in their mattresses during the Great Depression in the U.S. in the early
1930s. Why, you ask? Banks were failing and the stock market fell off a cliff.
Therefore, during the Great Depression, the mattress was a reasonable place
to invest. (Although many didn’t know it then, an even better place to invest
their money was in government-backed bonds that appreciated in value as
inflation ebbed.)

Investing is also a process of making choices. Whether you place your money
in the bank, a mattress, or a relative’s business, you ultimately decide where
you invest it.

You may invest some, or even all of your money in things out of default or for
reasons that don’t match your current and long-term best interests. The fol-
lowing list contains examples of various places that you can hold your
investment:

! 1 Perhaps you hold your investment in a “parking place” until you figure
out what to do with your money. Today, the equivalent of the Depression-
era mattress is a bank account. When most people receive money, it goes

[ into the local bank account where it may sit for years on end.
|
| v Perhaps your investments were sold to you by a broker or financial advi-

sor who was more interested in their profits than yours. Many people
hold investments that they don’t understand, and the investments may
not be appropriate for their financial situation and goals. Perhaps you're
| already a student of the investing school of hard knocks and have lost

! money on poor investments ravaged by high commissions and fees.
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v+ Your current investments may be based on your previous circum-
stances. Although your situation may change slowly from year to year, it
may differ greatly from where you were five or ten years ago. Maybe you
bought investments that made sense for you when you were in a much
lower tax bracket. Perhaps your investment holdings require too much
time to track and monitor.

v+ Perhaps you inherited your investments. What made a good investment
for your parents, grandparents, and so on doesn’t necessarily make
sense for you, and who says that what they held is a good investment?
You can love a person and honor her memory yet still be analytical
about the investments that she left you.

This book, beginning with this chapter, helps you understand your best
investment options so that you may begin to choose and construct a portfolio
(collection of investments) that fits your financial situation and goals.

The Superiority of Simplicity

The first and only time that | met with George was at his home. ( This was
back in the days when | made “house calls” for my financial counseling
clients, which | enjoyed doing because meeting people on their home turf
gave me a much better sense of a person’s situation and personality.) George
kept a ledger of his investments on a sheet of paper that was faded and
smelled old. However, George was a millionaire, although you’d never know
it. 1 can best describe George’s home furnishings as spartan — probably from
the years of family pets and children running around the house. The stuffing
of his living room couch was falling out and he had a Philco television set
that was probably black and white.

While | talked with George, the telephone rang, and after he said hello, he
waited to find out who called with all the anticipation of a young child in line
at an amusement park. Then his eyes really lit up as he realized it was his
granddaughter and she would soon be visiting.

George is a wealthy person in many ways. Nearly 80, he possesses great
health and appears to have lots of friends and family. He enjoyed his career
working in a manufacturing environment. George also served his country in
World War 1! and earned a Purple Heart.

Despite the fact that George never came close to earning a six-figure salary;,
he was able to retire at the age of 50. In addition to being with his close-knit
family and friends, he spends his time volunteering and traveling. Although
George has significant financial wealth and the ability to save and invest
wisely, George says of his money: “l know that I can’t take it with me.”

11
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George didn’t have any advanced degrees in business or any other subject,
and he never went to college. He accumulated his wealth the old-fashioned
(and best) way — through hard work, savings, and commonsense investing.

In his 20s and 30s, George worked overtime to come up with the necessary
cash to buy a couple of real estate properties. He’s owned real estate ever
since. George also took about 10 percent of each paycheck and invested it in
stocks.

George also didn’t follow any gurus to divine the right time to sell or trade his
investments. He did some homework, bought sound investments, and turned,
so to speak, into an investing couch potato. “After all the time, trouble, and
work | spent to save up the money and then choose an investment, why
would 1 want to sell it?” George asks. That’s an excellent question that trigger-
happy traders, especially those who predominate the world of Internet
trading, may ask themselves too late in life.

George hired me to get my opinion on whether his portfolio was properly bal-
anced and what mutual funds he should invest in, given his tax situation.
Upon hearing about my book, Mutual Funds For Dummies (1DG Books
Worldwide), George agreed that meeting with me (for advice) and reading
that book and a couple of other books made the best use of his time, money,
and educational needs. You see, George was also smart enough to realize that
consultants cost money and that you can learn a lot on your own if you get
pointed in the right direction!

Not everyone views financial advisors the way that George does, largely, |
think, because too many advisors try to perpetuate the need for their ser-
vices. I'll never forget the lunch that 1 had several years ago with a tax
attorney, Larry, whom | had heard on a local radio station. On the air, he
seemed well-spoken and knowledgeable. He called himself “The People’s
Attorney.” | met with Larry because | was curious to learn more about tax
attorneys and the world of radio.

After talking for a while, 1 asked Larry what his goals were. Without missing a
beat, he said, “To make as much money as possible in as short a period of
time as possible.” He went on to explain that his practice didn’t just focus on
taxes, but that he would “help” his clients with many other legal matters.

“The key, Eric,” Larry said with an almost paternalistic tone in his voice, “is
to work on anything that’s an urgent matter. That way, the customer is willing
to pay my hourly fee of $275.”

Gulp!

Larry then offered me a proposition. If | directed all my clients’ legal needs to
him, he’d put me on a retainer — in other words, kick back money that he
was earning from clients | sent his way. Larry and 1 finished lunch and | went
home with the beginnings of indigestion.
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Over the next several weeks, | listened to Larry’s radio show with fresh ears,
and | noticed a repeated and disturbing pattern. “The People’s Attorney” was
short on specifics in response to callers’ questions and often went out of his
way to make his answers sound complicated.

One caller asked Larry about using a computer software program to create a
will, to which Larry warned ominously, “Would you use a computer on your-
self to perform brain surgery?! There are so many things that can go wrong.”

Well, preparing a will and making most investments aren’t even close to per-
forming brain surgery. You can make intelligent, sound, wealth-building
investment decisions using your common sense and some relatively simple
strategies without obtaining input from financial advisors. Sadly, many advi-
sors are only out to maximize their profits — by keeping you in the dark and
dependent on them — rather than your profits. ( Throughout this book, |
explain when it may make sense for you to obtain professional advice and the
best method for finding that help.)

The Major Choices

The investment field is filled with substantial jargon. Literally tens of thou-
sands of different investments exist. Unfortunately for the novice, and even
for experts who are honest with you, knowing the name of the investment or
company is just the tip of the iceberg. Underneath each of these investments
lurks a veritable mountain of details.

If you wanted to and had the ability, you could make a full-time endeavor out
of analyzing financial statements, talking to the business’s employees, cus-
tomers, suppliers, and so on. That’s why you must be realistic and selective
about the investment spots that you choose. If you're like most people, your
time on this Earth is limited.

1 don’t want to scare you from investing just because some people do it on a
full-time basis. Making wise investments need not take a lot of your time. If
you know where to get high-quality information and you purchase good, man-
aged investments, you can do the work that you're best at and have more
free time for other fun stuff.

An important part of the “making wise investments” process is knowing when
you have enough information to do things well on your own versus when you
should hire others to help you. For example, when investing in foreign stock
markets, it makes far more sense to hire a good money manager, such as
through a mutual fund, rather than going to all the time, trouble, and expense
of trying to pick your own individual stocks.
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So let’s take a machete to all the high and dense foliage of the investment
world. I'll clear a path so that you can identify the major and important land-
marks and what each of the investments are good for.

Ownership investments

If you want your money to grow and you don’t mind a bit of a roller coaster-
type ride from time to time in your investment’s values, ownership
investments are for you. If you want to build wealth, observing how the
world’s wealthiest have built their wealth is enlightening.

Not surprisingly, the champions of wealth around the globe gained their for-
tunes largely through owning a piece (or all) of a successful company that
they (or others) have built. Take the case of Bill Gates, founder and chief
executive officer of Microsoft — and college dropout. Microsoft is the world’s
largest producer of personal computer software. DOS and Windows, the two
primary PC operating systems, and Word, the word-processing software that
I'm using to write this book, are all Microsoft products.

Every time |, or millions of other people, buy a personal computer with one
of these Microsoft software packages, or simply buy or upgrade a Microsoft
software package, Microsoft makes more money. As the largest stockholder in
the company, Gates and other Microsoft shareholders stand to make more
money as increasing sales and profits drive up the stock’s price. Microsoft’s
profits and stock price have skyrocketed several thousand percent since the
company first issued shares of stock in the company back in 1986.

In addition to their own businesses, many well-to-do people have also built
their nest eggs investing in real estate and the stock market. And of course,
some people come into wealth the old-fashioned way — they inherit it. Even
if your parents are among the rare wealthy ones and you expect them to pass
on big bucks to you, you need to learn how to invest your money intelligently.
Investing like the big boys and girls is a smart move, as long as you under-
stand and manage the risks.

If you understand and are comfortable with the risks and take sensible steps
to diversify (don't put all your eggs in the same basket), ownership invest-
ments are the key to building wealth. In order to accomplish typical
longer-term financial goals such as retiring, the money that you save and
invest needs to grow at a healthy clip. If you dump all of your money in bank
accounts that pay only a few percent interest per year, you're likely to fall
short of your goals.

Not everyone needs to make his money grow, of course. For example, sup-
pose you inherit a significant sum and/or maintain a restrained standard of
living and work your whole life simply because you enjoy doing so. This situ-
ation makes it possible that you may not need to take the risks involved with
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a potentially faster-growth investment. You may be more comfortable with
safer investments, such as paying off your mortgage faster than necessary.
Chapter 3 helps you think through some of these issues.

The stock market

Stocks are an example of an ownership investment, because they represent
shares of ownership in a company.

If you want to share in the growth and profits of companies like Microsoft,
you can! You simply buy shares of their stock through a brokerage firm.
However, just because Microsoft makes money in the future, there’s no guar-
antee that the value of its stock will increase. In fact, the value of your
Microsoft stock can decrease. But at least the next time you call Microsoft
and fork over $35 for technical support, you'll have some small satisfaction
knowing that you indirectly profit.

You can pick and choose the stocks that you want to own and buy them
through a broker. Some companies today even sell their stock directly to
investors, allowing you to bypass brokers altogether. You can also invest in
stocks via a stock mutual fund, where a fund manager decides which stocks
to buy. (1 discuss the various methods for buying stock in Chapter 6.)

The stock market isn't a bad way to build wealth. In fact, Thomas has used
the stock market to build his wealth over the years. At the age of 75, he is the
proud owner of a more than $1.2 million portfolio. Thomas worked for 30
years as a pressman for a newspaper and retired in his early 50s. When he
retired, he was making about $9,000 per year. “l never had a college education
but always made sure to save and invest money each month and watch it
grow,” says Thomas.

B.As, M.B.A's, M.D.s, or Ph.D.s are not required to make money in the stock

market. If you can practice some simple lessons, such as making regular and
systematic investments and investing in proven companies and funds while

minimizing your investment expenses and taxes, you'll be a winner.

However, | don't believe that you can “beat the markets,” and you certainly
can't beat the best professional money managers at their own, full-time game.
This book shows you time-proven, non-gimmicky methods to make your
money grow in the stock market, as well as other financial markets. (1 explain
how in Part 11.)

Real estate

Another method that people use to build wealth is to invest in real estate.
Owning and managing real estate is like running a small business. You need to
satisfy customers (tenants), manage your costs, keep an eye on the competi-
tion, and so on. Some methods of real estate investing require more time than
others, but many are proven ways to build wealth.
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John, who works for a city government, and his wife, Linda, a computer ana-
lyst, have built more than $2 million in investment real estate equity (the
difference between the property’s market value and debts owed) over the
past three decades. “Our parents owned rental property, and we could see
what it could do for you by providing income and building wealth,” says
John. Investing in real estate also appealed to John and Linda because they
didn't know anything about the stock market, so they wanted to stay away
from it. The idea of leverage — making money with borrowed money — on
the real estate also appealed to them.

John and Linda bought their first property, a duplex, in 1971, when their com-
bined income was $20,000 per year. Every time they moved to a new home,
they kept the prior one and converted it to a rental. Now in their 50s, John
and Linda own seven pieces of investment real estate and are millionaires.
“It’s like a second retirement, having several thousand in monthly income
from the real estate,” says John.

John readily admits that rental real estate isn’t without its hassles. “We
haven’t enjoyed getting calls in the middle of the night, but now we have
people who can help with this when we're not available. It’s also a pain deal-
ing with finding new tenants,” he says.

Overall, John and Linda figure that they've been well rewarded for the time
they spent and the money they invested. John and Linda’s rental properties
allow them to live in a nicer home than they otherwise could afford.

Ultimately, to make your money grow much faster than inflation and taxes,
you must absolutely, positively do at least one thing — take some risk. Any
investment that has real growth potential also has shrinkage potential! You
may not want to, or have the stomach to take the risk. Don’t despair: 1 dis-
cuss lower-risk investments in this book as well. You can find out about risks
and returns in the next chapter.

Small business

1 know people who have hit investing “home runs” by owning or buying a
business. Unlike the stock market, most people work at running their busi-
ness full time, increasing their chances of doing something big financially
with it. If you try to invest in individual stocks, by contrast, you're likely to
work at it part time and compete against professionals who invest practically
around the clock.

A decade ago, Calvin set out to develop a corporate publishing firm. Because
he took the risk of starting his business and has been successful in slowly
building it, today in his early 40s, he enjoys a net worth in excess of $2 mil-
lion and can retire if he wants.
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Even more important to many business owners — and the reason that finan-
cially successful entrepreneurs such as Calvin don't call it quits once they've
amassed a lot of cash — are the non-financial rewards of investing, including
the challenge and fulfillment of operating a successful business.

Sandra has worked on her own as an interior designer for 18 years. She previ-
ously worked in fashion, as a model and then as a retail store manager. Her
first taste of interior design was redesigning rooms at a condominium pro-
ject. “I knew when | did that first building and turned it into something
wonderful and profitable that | loved doing this kind of work,” says Sandra.

Today, Sandra’s firm specializes in the restoration of landmark hotels and her
work has been written up in dozens of magazines. “The money is not of pri-
mary importance to me . .. my work is driven by a passion . . . but obviously
it has to be profitable,” she says. Sandra has also experienced the fun and
enjoyment of designing hotels in many parts of the U.S. and overseas, includ-
ing one in Japan.

Most small business owners (myself included) quickly point out that the
entrepreneurial life is not a walk through the rose garden (although it does
have its share of thorns). Emotionally and financially, entrepreneurship is
sometimes a roller coaster. In addition to the financial rewards, however,
small business owners can enjoy seeing the impact of their work and knowing
that it makes a difference. Combined, Calvin’'s and Sandra'’s firms created 25
new jobs.

Not everyone needs to be sparked by the desire to start their own company
to profit from small business. Other ways to get your foot in the entrepre-
neurial world include buying an existing business and investing in someone
else’s budding enterprise. | talk more about evaluating and buying a business
in Part IV of this book.

Lending investments

The other major type of investments include those in which you lend your
money. Suppose that, like most people, you keep some money in your local
bank — most likely in a checking account, but perhaps also in a savings
account or certificate of deposit (CD). No matter what type of bank account
you place your money in, you lend your money to the bank.

How long and under what conditions you lend your bank the money depends
on the specific bank and account that you use. With a CD, you commit to lend
your money to the bank for a specific length of time — perhaps six months or
even a year. In return, the bank probably pays you a higher rate of interest
than if you put your money in a bank account offering immediate access.

( You may demand termination of the CD early; however, you will be penalized.)
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As 1 discuss later, you can also invest your money in bonds — another type of
lending investment. When you purchase a bond that has been issued by the
government or a company, you agree to lend your money for a predeter-
mined period of time and receive a particular rate of interest. A bond may
pay you 6 percent interest over the next five years, for example.

Lending investments are all the same in that, instead of directly sharing in
the ownership of a company or other asset, such as real estate, you lend
your money to some organization that in turn invests it. If you lend your
money to Microsoft through one of its bonds that matures, say, in ten years,
and Microsoft triples in size over the next decade, you won'’t share in its
growth. Microsoft’s stockholders and employees reap the rewards of the
company’s success, but as a bondholder, you don'’t.

Most people keep far too much of their money in lending investments where
they effectively allow others to reap the rewards of economic growth.
Although lending investments appear safer because you know in advance
what return you will receive, they aren’t that safe. The long-term risk of these
seemingly safe money investments is that your money will grow too slowly to
enable you to accomplish your personal financial goals.

Cash equivalents

Cash equivalents are any investment that you can quickly convert into cash
without any cost to you. Of course, the cash in your wallet qualifies as a cash
equivalent. With most checking accounts, for example, you can write a check
or withdraw cash by visiting a teller — either the live or the mechanical auto-
mated type.

Money market mutual funds are another type of cash equivalent. Investors,
both large and small, invest hundreds of billions of dollars in money market
mutual funds because the best mutual funds produce higher yields than bank
savings accounts. The yield advantage of a money market fund almost always
widens when interest rates increase because banks move about as fast as
molasses on a cold winter day to raise savings account rates.

Why should you sacrifice even 1 or 2 percent of “free” yield? Many bank
savers sacrifice this yield because they think that money market funds are
risky — but they’re not. Money market mutual funds generally invest in ultra-
safe things such as short-term bank certificates of deposit, U.S.
government-issued Treasury bills, and commercial paper (short-term bonds)
that the most creditworthy corporations issue.
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The double whammy of inflation and taxes

Bank accounts and bonds that pay a decent
return are reassuring to many investors. Earning
a few percent interest sure beats losing some
or all of your money in a risky investment.

The problem is that money in a savings account,
for example, that pays 3 percent, is not actually
yielding you 3 percent. It's not that the bank is
lying — it's just that your investment bucket
contains some not-so-obvious holes.

The first hole is taxes. When you earn interest,
you must pay taxes on it (unless you invest the
money in a retirement account, in which case
you generally pay the taxes at a later date, when
you withdraw the money). If you're a moderate
income earner, you end up losing about a third
of your interest to taxes. Your 3 percent return
is now down to 2 percent.

But the second hole in your investment bucket is
even bigger than taxes: inflation. Although a few
products become cheaper over time {computers,

for example), most goods and services increase
in price. Inflation in the U.S. is running right
around 2 percent per year. Inflation depresses
the purchasing power of your investment's
returns. If you subtract the 2 percent “cost” of
inflation from the remaining 2 percent after pay-
ment of taxes, I'm sorry to say that you simply
break even on your investment.

To recap: For every dollar you invested in the
bank a year ago, despite the fact that the bank
paid you your 3 pennies of interest, you have to
pay a penny of that interest in taxes, and you
lose another 2 pennies to inflation, so you're left
with only one dollar of real purchasing power
for every dollar you had a year ago. In other
words, thanks to the inflation and tax holes in
your investment bucket, you can buy the same
with your money now as you did a year ago,
even though you‘ve invested your money for a
year.

Another reason people keep too much money in traditional bank accounts is

that the local bank branch office makes the cash seem more accessible.
Money market mutual funds, however, offer many quick ways to get your
cash. You can write a check (most funds stipulate the check must be for at
least $250) or call the fund and request that it mail or wire you money.

By all means, keep your checking account at the local bank so that you can

write smaller checks to pay your cable television, phone, and utility bills.
Having local access to an ATM for fast cash withdrawals is also a plus. But
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move that extra money that’s dozing away in your bank savings account, for
example, into a higher-yielding money market mutual fund! Even if you have
just a few thousand dollars, the extra yield more than pays for the cost of this
book. If you're in a high tax bracket, you can also use tax-free money market
funds (see Chapter 9 to find out more about money market funds).
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WING/

Futures and options are not investments

Suppose you think that IBM’s stock is a good investment. The direction that
the management team is taking impresses you, and you like the new personal
computers and other products and services that the company offers. Profits
seem to be on a positive trend; everything’s looking up.

You can go out and buy the stock — suppose it’s currently trading at around
$100 per share. If the price rises to $150 in the next six months, you've made
yourself a 50 percent profit ($150-$100=$50) on your original $100 invest-
ment. (Of course, you have to pay some brokerage fees to buy and then sell
the stock.)

But instead of buying the stock outright, you can buy what are known as call
options on IBM. A call option gives you the right to buy shares of IBM under
specified terms from the person who sells you the call option. You may be
able to purchase a call option that allows you to exercise your right to buy
IBM stock at, say, $120 per share in the next six months. For this privilege,
you may pay $10 per share.

1f IBM's stock price skyrockets to say, $150 in the next few months, the value
of your options that allow you to buy the stock at $120 will be worth a lot —
at least $30. You can then simply sell your options, which you bought for $10
in this example, at a huge profit — you’ve tripled your money.

Although this talk of fat profits sounds much more exciting than simply
buying the stock directly and making far less money from a price increase,
two big problems with options exist:

v~ 1f IBM’s stock price goes nowhere or rises only a little during the six-
month period when you hold the call option, the option expires as
worthless, and you lose all — that is, 100 percent — of your investment.
In fact, in my example, if IBM’s stock trades at $120 or less at the time
the option expires, the option is worthless.

+” A call option represents a short-term gamble (in this example, over the
next six months) on IBM’s stock price. When you buy a call option,
you're not investing in IBM as a long-term investment. IBM could expand
its business and profits greatly in the years and decades ahead, but the
value of the call option hinges on the ups and downs of IBM'’s stock price
over a relatively short period of time. If the stock market happens to dip
in the next six months, IBM may get pulled down as well, despite the
company’s improving financial health.

The way that most individuals use them, futures are a similar type of gambling
instrument that deal mainly with the value of commodities such as heating
oil, corn, wheat, gold, silver, and pork bellies. Futures have a delivery date
that’s in the not-too-distant future. ( Do you really want 5,000 bushels of
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wheat delivered to your home? Or worse yet, 5,000 pork bellies!) You also can
place a small down payment — around 10 percent — toward the purchase of
futures, which greatly leverages your “investment.” If prices fall, you need to
put up more money to keep from having your position sold.

My advice: Don’t gamble with futures and options. The only real use that you
may (if ever) have for these derivatives, (so called because their value is
“derived” from the price of other securities), is to hedge. Suppose you hold a
lot of a stock, for example, that has greatly appreciated and you don’t want to
sell now because of the tax bite. Perhaps you want to postpone selling the
stock until next year because you plan on not working, or you expect the gov-
ernment to lower the tax rate on capital gains. You can buy what’s called a put
option, which increases in value when a stock’s price falls ( because the put
option grants you the right to sell your stock to the purchaser of the put option
at a preset stock price). Thus, if the stock price does fall, the rising put option
value offsets some of your losses. Using put options allows you to postpone
selling your stock without exposing yourself to the risk of a falling stock price.

Precious metals

Over the millennia, gold and silver have served as mediums of exchange or
currency because they have intrinsic value and cannot be debased the way
that paper currencies can by printing more money. These precious metals are
used in jewelry and manufacturing.

As investments, gold and silver perform well during bouts of inflation. For
example, from 1972 to 1980, when inflation zoomed into the double-digit
range in the U.S. and stocks and bonds went into the tank, gold and silver
prices skyrocketed more than 500 percent. People were concerned that the
U.S. government was going on a money-printing binge.

Generally over the long term, precious metals are lousy investments. They
don’t pay any dividends, and their price increases just keep you up with, but
not ahead of, increases in the cost of living. Although investing in precious
metals is better than keeping cash in a piggy bank or stuffing it in a mattress,
the investment isn’t as good as bonds, stocks, and real estate.

Collectibles

Collectibles are a catchall category for antiques, art, autographs, baseball
cards, clocks, coins, comic books, diamonds, dolls, gems, photographs, rare
books, rugs, stamps, vintage wine, writing utensils, and a whole host of other
items. Although connoisseurs of fine art, antiques, and vintage wine wouldn’t
like the comparison of their pastime with buying old playing cards or chamber
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pots, the bottom line is that collectibles are all objects with little intrinsic
value. Wine is just a bunch of old mushed-up grapes. A painting is simply a
canvas and some paint that at retail would set you back a few bucks. Stamps
are small pieces of paper, less than an inch square. Baseball cards — heck, my
childhood friends and 1 used to, as kids, stick these between our bike spokes!

I'm not trying to diminish contributions that artists and others make to our
culture. And | know that some people place a high value on some of these col-
lectibles. But true investments that can make your money grow, such as
stocks, real estate, or a small business, are assets that can produce income
and profits. Collectibles have little intrinsic value and are thus subject to the
whims and speculations of buyers and sellers. Here are some other major
problems with collectibles:
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