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Foreword

LVelcome to the third edition of James Dunn’s book Share Investing
For Dummies — a book I highly recommend to any investor who
wishes to be better equipped to navigate and understand the vagaries of
the sharemarket.

Investing is all about employing surplus funds from income earned today

to earn a rate of return and be available for use later on down the track.
Investors have a choice of three main asset classes — cash/term deposits,
property and shares. The concept of investing is fairly simple to understand,
but what never ceases to amaze me is how many people lose sight of

their objective and, through bad advice, ignorance or greed, end up losing
significant amounts of their capital.

I have been investing monies in the sharemarket for over 25 years. What I've
learnt is that caution is always warranted when investing in any asset class.
Investing in the sharemarket can be very rewarding for the patient investor,
but it can be a very easy way to lose money if you're hasty or greedy.

In the last few years we’ve lived through a global financial crisis (the GFC),
which was caused by excessive borrowing in the previous decade. The crisis
has resulted in many parts of the developed world suffering fairly major
recessions. In fact, at the time of printing many governments around the
world are still grappling with the after effects of the crisis.

During the GFC we saw many companies, such as Babcock & Brown, ABC
Learning Centres and Centro with too much debt, run by people who over-
promised and over-expanded, suffer major downturns with huge losses

for the many people who backed them. On the other hand many quality,
well-established and conservatively run companies such as Woolworths,
Amcor and CSL have continued to post record profits and dividends to
shareholders. Patient investors who wisely placed their money in the hands
of well-run companies were rewarded while many who backed the headline-
grabbing, overzealous companies suffered huge losses.

Once you have read this book you’ll have a much better understanding of
the many important aspects governing sharemarket investing and will be
in a better position to make the right decisions when investing your hard-
earned savings in the sharemarket.
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[ hope you find James’ book extremely useful and that you enjoy reading it.
And, of course, I wish you the best of luck in putting together a quality
portfolio of shares that will reward you in the future.

Anton Tagliaferro
Founder and Investment Director
Investors Mutual Limited



Introduction

said these important words in the first and second editions. Now I'm

saying them again: Thanks for choosing Share Investing For Dummies. In
this third edition I bring you up to date on how the Australian stock market
is recovering from the massive financial storm that hit it (and all of its
global peers!) between 2007 and 2009; and describe some of the wondrous
investment stories that have played out on the corporate paddock since the
first edition of the book was published nine years ago.

The global financial crisis (GFC) and the market slump that ensued has
dented many investors’ faith in shares as an investment, but despite the
scary headlines and the ever-present possibility of a market fall, profitable
companies continue to generate capital growth for their shareholders over
the long term. The great paradox of the sharemarket is that while it is the
most volatile of the asset classes, it is also the one most capable of reliably
building wealth over the long term for the individual investor; I show you
how in this book.

This third edition also updates advice on where to start if you're a first-time
investor, the pitfalls to avoid and how to have fun (and not take too many
risks) while your money goes to work for you.

Australia has grown and developed in many directions since the first edition
of Share Investing For Dummies welcomed investors taking their first steps
into the sharemarket. If you followed the first two editions, you're hopefully
now managing a portfolio, researching stocks that interest you, keeping
abreast of the daily market play and boosting your initial investment to
something that’ll at least pay for your dream holiday and at best see you
comfortably through the years.

In many of the speeches that I've made around the country in 23 years
as a finance journalist, I've tried to present the sharemarket as a hugely
interesting institution. Because it is! And, moreover, this market, which
touches every one of our lives in one way or another, doesn’t have to
be daunting. The sharemarket is not a hard concept to understand.
When people say to me that [ make the idea of buying and selling shares
understandable for them, I curse whatever it was they’d been reading or
hearing that made it appear the opposite.
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About This Book

Share Investing For Dummies explains the sharemarket’s intricacies in
terms that anyone can understand. Although the sharemarket looks like a
high-tech computer game with its flashing lights and scrolling letters and
numbers on the trading screens, the sharemarket is actually based on a
very simple concept. Companies divide their capital into tiny units called
shares, and anyone can buy or sell these units in a free market at any time.
Companies use the sharemarket to raise funds from the public and the
public — meaning you — invests in the companies’ shares. You invest your
money in shares because you expect to get a better return in earnings than
with other investments.

Most of the time the sharemarket is profitable for investors. Despite the
occasional spectacular market fall, such as the great ‘bear market’ of 2007
to 2009 — or even the odd collapse of one of its constituent companies —
the sharemarket generally plods along making money for its investors.
The sharemarket revolves around money, but is also very much a human
institution. The sharemarket is sometimes described as a living entity (for
which we finance journalists are often mocked). Oddly, the sharemarket
does have human moods because it reflects the greed or fear of its users,
who are sometimes very human.

Greed is a powerful influence on the sharemarket, and so is fear. A saying on
Wall Street suggests that these two emotions are the only influences at work
on the sharemarket, and they fight a daily battle for supremacy. On a day-to-
day basis, the sharemarket wavers between the two. The 2000s began with
the fear of the ‘tech bust’, then switched firmly to greed for the middle part
of the decade, only for fear to come roaring back into the spotlight in late
2007. The two will always have their days on top.

The sheer range of activities of the companies listed on the Australian
Securities Exchange (formerly the Australian Stock Exchange) makes it

a very interesting place — if a trading system that you can see only on
computer screens all over the nation can be called a place. The number
of different types of shares you can invest in is mind-boggling — perhaps
there is too much choice. As an individual investor, you can’t own

every type of share so the solution is for you to come up with a share
investment strategy.

As you will discover, of the 2,200 or so stocks listed on the Australian
Securities Exchange (ASX), most investment professionals confine their
activity to about one-sixth of them. Even in the 500 stocks that comprise
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the All Ordinaries Index (one of the Australian sharemarket’s main
indicators), the last 1,900 or so don’t hold much interest to Australian
fund managers. This is where a self-reliant investor like you can find
some undiscovered gems caught in that bind of being too small to attract
the fund managers’ and brokers’ attention, and then remaining small
because they can’t get this attention. Some of the sharemarket’s acorns
really do become great oaks. As a self-reliant investor, with the knowledge
and the time to thoroughly research potential stock purchases, you can
really steal a march on the pros.

It gets harder and potentially more rewarding the deeper you delve into
the sharemarket. In the bottom 1,900 or so stocks, you may find some

real dogs that should not be listed (and probably won’t be for very much
longer), but you can also discover wonderful companies that are just about
to flourish. This kind of investing is called bottom-fishing. You need to

be wary and know how to back up your discoveries with solid research.

At these depths of the market, you can make some very wrong moves.

You have to own some of the 2,200 stocks in order to experience the ups
and downs of the sharemarket. The tools that enable you to get into the
market intelligently are right here in this book. The sharemarket should

be an essential part of everybody’s investment strategy. Sharemarket
participation in Australia is among the highest in the world, but too many
people still don’t understand its benefits. As the nation’s population ages
and superannuation grows in importance, the amount of Australians’
investment assets (and retirement nest eggs) going into Australian shares is
set to rise dramatically. My aim in this book is to help you understand the
sharemarket so that you can control your future financial security.

This Book Is Organised

You don’t need to read this book cover to cover, but if you're a beginner

in terms of the sharemarket, starting at Chapter 1 is a good way to go. In
fact, I hope you do. If you're not a beginner, then each chapter is written

as a self-contained read, with plenty of cross-references to other chapters
scattered throughout the book. If you want to know more about a particular
topic, don’t hesitate to follow the cross-references and gain a broader, fuller
understanding of that particular topic.

The sections that follow describe the parts in this book and what
they cover.
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Part I: Putting the Share in Sharemarket

This part explains how the sharemarket works, and where it fits in the
economy. Here’s where you find out the meaning of sharemarket terms, such
as ‘dividend yield’ or a ‘liquid stock’. I guide you through the primary and
secondary markets and show you how shares are traded on the Australian
Securities Exchange. You get the essentials needed for starting out in the
sharemarket.

Part 11: Investing Strategies for Success

Developing a strategy is the key to building an investment portfolio. This
part explains how the magic of compounding and capital growth can build
wealth. An investment strategy is meaningless if it doesn’t take risk fully into
account. You can manage risk by looking for warning signs and researching
your shares. Your best weapons for protecting your portfolio are time and
diversification, and I show you how to use these tools to shock-proof your
portfolio as far as possible.

Part 111: Buying, Buying, Sold

In this part, I get down to the basic questions about buying and selling
shares — How, What, When and Why. I talk about how you choose stocks,
and how you know when to buy and sell. I also take a good long look at
the stockbroking industry, and the changes brought about by the internet.
Part Il ends with a discussion of why and how companies float — go
public — on the sharemarket, and how to spot a good float from a dud.

Part IU: Doing Your Homework

Don’t be put off by calculations and statistics. In time, you can get to know a
lot of jargon used in analysing shares in order to make investment decisions.
The professionals use price/earnings ratio, dividend yield, interest cover
and many more calculations. You need to understand these terms. This part
also reviews technical and fundamental analysis, two different concepts

that analysts use to find out how shares perform. I take you through share
trading and analysis software, and helpful resources available on the
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internet. Tax questions are important whether you're investing millions or
hundreds. You need to know your possible tax obligations, so find out that
information here.

Part U: Shares Are for Everyone

This part shows how share investing covers many different aspects of

our lives. The sharemarket plays a key role in superannuation and also
allows investors to own shares in foreign companies. The more specialised
areas of share derivatives — contracts for difference (CFDs), options and
warrants — are increasingly opening up for the use of retail investors; I take
you through the basics of using the leverage that share derivatives give you,
to enhance the returns from your share portfolio. The kinds of derivatives
designed for quick and easy speculation (easy in the sense of execution, not
in getting it constantly right!) are covered, as are ways that you can borrow
to buy shares.

Part Vl: The Part of Tens

Here you find out what I think are the ten best books to read next — after
you finish this one, that is! I describe the ten worst crashes in sharemarket
history — so far — and take you on a tour of ten well-known investment
strategies. [ look at ten great Australian stocks, and end with a warning
about the ten things never to do as an investor.

Glossary

This book is full of everything you could possibly want to know about
investing in shares, but I kept room at the end for a jargon-buster. The
world of share investing is filled with technical terms, which many
professional investors and financial advisers use habitually, without

even knowing they're speaking gobbledygook. Like all jargon, financial
terms are actually simple once you distil them to the basics. You need

a comprehensive list of financial terms and their definitions to do battle
out there in the market. I've tried to include all the relevant language, and
[ hope I've demystified some of the most common terms that can appear
so bamboozling at first.
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lcons Used in This Book

Throughout this book you see friendly and useful icons to enhance your
reading pleasure and highlight special kinds of information. The icons give
added emphasis to the details that I think are extra important. Although the
icons are self-explanatory, here are their basic messages.

Take extra special notice of this piece of information. I mean this detail is
really something to store away for future use.

It’s not vital that you read this stuff as you’ll get a good understanding
of the subject matter anyway. But it’s often interesting and sometimes an
entertaining diversion.

This is information I think you can profit from, so I've pre-highlighted it for
you (I'm trying to save you from getting highlighter ink on the opposite page
when you close the book).

Uh-oh! Wealth hazard ahead! Manoeuvre carefully around this obstacle, and
mark it down in the memory bank.

Where to Go from Here

I hope that after you go through this book — if you haven’t already dipped
your toe in the sharemarket waters — you’ll want to take the steps to
starting your first portfolio of shares. If you're already an investor — great!
Now you’ll want to become a better-informed and more effective investor.
Work out for yourself what financial security means to you, sit down with a
financial adviser (or not, if you prefer; but it is advisable) and decide how
shares can help you achieve your goals. Then, get started. Today!



