


http://www.dummies.com
http://www.dummies.com
http://www.dummies.com
http://www.dummies.com
http://www.dummies.com/cheatsheet/investinginsharesuk


by David Stevenson and Paul Mladjenovic

A John Wiley and Sons, Ltd, Publication

Investing in 
Shares

FOR 
DUMmIES

‰

2ND EDITION



Investing in Shares For Dummies®, 2nd Edition
Published by 
John Wiley & Sons, Ltd 
The Atrium 
Southern Gate 
Chichester 
West Sussex 
PO19 8SQ 
England 
www.wiley.com

Copyright © 2012 John Wiley & Sons, Ltd, Chichester, West Sussex, England
Published by John Wiley & Sons, Ltd, Chichester, West Sussex
All Rights Reserved. No part of this publication may be reproduced, stored in a retrieval system or 
transmitted in any form or by any means, electronic, mechanical, photocopying, recording, scanning or 
otherwise, except under the terms of the Copyright, Designs and Patents Act 1988 or under the terms of 
a licence issued by the Copyright Licensing Agency Ltd, Saffron House, 6-10 Kirby Street, London EC1N 
8TS, UK, without the permission in writing of the Publisher. Requests to the Publisher for permission 
should be addressed to the Permissions Department, John Wiley & Sons, Ltd, The Atrium, Southern Gate, 
Chichester, West Sussex, PO19 8SQ, England, or emailed to permreq@wiley.co.uk, or faxed to (44) 1243 
770620.
Trademarks: Wiley, the Wiley logo, For Dummies, the Dummies Man logo, A Reference for the Rest of Us!, 
The Dummies Way, Dummies Daily, The Fun and Easy Way, Dummies.com, Making Everything Easier, and 
related trade dress are trademarks or registered trademarks of John Wiley & Sons, Inc., and/or its affili-
ates in the United States and other countries, and may not be used without written permission. All other 
trademarks are the property of their respective owners. John Wiley & Sons, Inc., is not associated with 
any product or vendor mentioned in this book.

LIMIT OF LIABILITY/DISCLAIMER OF WARRANTY: THE PUBLISHER AND THE AUTHOR MAKE NO 
REPRESENTATIONS OR WARRANTIES WITH RESPECT TO THE ACCURACY OR COMPLETENESS OF 
THE CONTENTS OF THIS WORK AND SPECIFICALLY DISCLAIM ALL WARRANTIES, INCLUDING WITH-
OUT LIMITATION WARRANTIES OF FITNESS FOR A PARTICULAR PURPOSE. NO WARRANTY MAY BE 
CREATED OR EXTENDED BY SALES OR PROMOTIONAL MATERIALS. THE ADVICE AND STRATEGIES 
CONTAINED HEREIN MAY NOT BE SUITABLE FOR EVERY SITUATION. THIS WORK IS SOLD WITH THE 
UNDERSTANDING THAT THE PUBLISHER IS NOT ENGAGED IN RENDERING LEGAL, ACCOUNTING, OR 
OTHER PROFESSIONAL SERVICES. IF PROFESSIONAL ASSISTANCE IS REQUIRED, THE SERVICES OF 
A COMPETENT PROFESSIONAL PERSON SHOULD BE SOUGHT. NEITHER THE PUBLISHER NOR THE 
AUTHOR SHALL BE LIABLE FOR DAMAGES ARISING HEREFROM. THE FACT THAT AN ORGANIZA-
TION OR WEBSITE IS REFERRED TO IN THIS WORK AS A CITATION AND/OR A POTENTIAL SOURCE 
OF FURTHER INFORMATION DOES NOT MEAN THAT THE AUTHOR OR THE PUBLISHER ENDORSES 
THE INFORMATION THE ORGANIZATION OR WEBSITE MAY PROVIDE OR RECOMMENDATIONS IT 
MAY MAKE. FURTHER, READERS SHOULD BE AWARE THAT INTERNET WEBSITES LISTED IN THIS 
WORK MAY HAVE CHANGED OR DISAPPEARED BETWEEN WHEN THIS WORK WAS WRITTEN AND 
WHEN IT IS READ.

For general information on our other products and services, please contact our Customer Care 
Department within the U.S. at 877-762-2974, outside the U.S. at 317-572-3993, or fax 317-572-4002.
For technical support, please visit www.wiley.com/techsupport.
Wiley publishes in a variety of print and electronic formats and by print-on-demand. Some material 
included with standard print versions of this book may not be included in e-books or in print-on-demand. 
If this book refers to media such as a CD or DVD that is not included in the version you purchased, you 
may download this material at http://booksupport.wiley.com. For more information about Wiley 
products, visit www.wiley.com.
British Library Cataloguing in Publication Data: A catalogue record for this book is available from the 
British Library
ISBN: 978-1-119-96262-5 (pbk); ISBN: 978-1-119-96640-1 (ebk); ISBN: 978-1-119-96642-5 (ebk);  
ISBN: 978-1-119-96641-8 (ebk)
Printed and bound in Great Britain by Bell & Bain, Ltd., Glasgow, UK
10   9   8   7   6   5   4   3   2   1

http://www.wiley.com
http://www.wiley.com/techsupport
http://booksupport.wiley.com
http://www.wiley.com


About the Authors
David Stevenson is the Adventurous Investor columnist for the Financial 
Times and also writes the Contrarian column for trade newspaper Investment 
Week. He’s a regular contributor to the Investors Chronicle and to Money 
Management and has written a number of books on the subject of investing, 
including the main European book on investing in ETFs. In what’s left of his 
spare time David edits PortfolioReview, a free investment based online news-
letter at www.portfolioreviewonline.com and tweets via #Advinvestor. 
If all that wasn’t enough David is also director of a number of media and tech-
nology companies including Coalition Labs, based in sunny Bournemouth, 
and was a founding director of The Rocket Science Group. He also finds some 
time to be a magistrate and to run his own investment portfolios.

Paul Mladjenovic is a certified financial planner practitioner,  writer, and 
public speaker who has a Web site at www.mladjenovic.com. His business, 
PM Financial Services, has helped people with financial and business con-
cerns since 1981. In 1985 he achieved his CFP designation. Since 1983, Paul 
has taught thousands of budding investors through popular national semi-
nars such as ‘The $50 Wealthbuilder’ and ‘Stock Investing Like a Pro.’ Paul 
has been quoted or referenced by many media outlets such as Bloomberg, 
MarketWatch, CNBC, and many financial and business publications and Web 
sites. As an author, he has written the books The Unofficial Guide to Picking 
Stocks (Wiley, 2000) and Zero-Cost Marketing (Todd Publications, 1995). In 
2002, the first edition of Stock Investing For Dummies was ranked in the top 10 
out of 300 books reviewed by Barron’s. In recent years, Paul accurately fore-
casted many economic events, such as the rise of gold and the decline of the 
U.S. dollar. He maintains a financial database for his readers and students at 
www.supermoneylinks.com.

http://www.portfolioreviewonline.com




Dedication
For my beloved Fran, Adam, Joshua, and a loving, supportive family, I thank 
God for you.

I also dedicate this book to the millions of investors who deserve more 
knowledge and information to achieve lasting prosperity. – Paul Mladjenovic

Authors’ Acknowledgements
From Paul: First and foremost, I offer my appreciation and gratitude to the 
wonderful people at Wiley. It has been a pleasure to work with such a top-
notch organization that works so hard to create products that offer readers 
tremendous value and information. I wish all of you continued success! There 
are some notables there whom I want to single out.

The first person is Jennifer Connolly (my project editor). She is a true pub-
lishing and writing professional who has been extremely helpful, understand-
ing, and patient. Those words are not enough to express my thanks for her 
fantastic guidance. May God bless her growing family! (Jennifer took over in 
mid-stream for the wonderful Sherri Pfouts.)

Sarah Faulkner (my copy editor) has made sure my mish-mash of content 
is readable and professional (no small feat). I thank her sincerely and I am 
grateful she worked on this book with her impressive editing skills.

My gratitude goes out to the acquisitions editor Stacy Kennedy for making 
this For Dummies book happen. For Dummies books don’t magically appear 
at the bookstore, they happen due to the foresight and efforts of people like 
Stacy. Wiley is fortunate to have her (and the others also mentioned)!

Fran, Lipa Zyenska, you helped make those late nights at the computer more 
tolerable, and you helped me focus on the important things. Te amo and I 
thank God that you are by my side. With you and the rest of my loving family, 
I know that the future will be bright.

Lastly, I want to acknowledge you, the reader. Over the years, you have made 
the For Dummies books what they are today. Your devotion to these wonder-
ful books created a foundation that played a big part in the creation of this 
book and many more yet to come. Thank you! 

David Stevenson would like to thank Claire Ruston and Simon Bell from 
Wiley for all their help in revising this book, and Matthew Vincent at the FT 
for his constant encouragement – and repeated attempts to get me hooked 
on David Bowie’s music! Most of all he’d like to thank Vanessa and the 
‘Stevenson pack’ – Rebecca, Zac and the hounds Jake and Harvey . . . not 
forgetting Mum of course who to this day doesn’t understand a word about 
investment and ‘all that stuff’. Sensible lady.



Publisher’s Acknowledgements
We’re proud of this book; please send us your comments at http://dummies.custhelp.com. 
For other comments, please contact our Customer Care Department within the U.S. at 877-762-2974, 
outside the U.S. at 317-572-3993, or fax 317-572-4002.
Some of the people who helped bring this book to market include the following:

Acquisitions, Editorial, and  
Vertical Websites

Project Editor: Simon Bell
Commissioning Editor: Claire Ruston
Assistant Editor: Ben Kemble
Copy Editor: Kate O’Leary
Technical Editor: Gavin Oldham
Proofreader: Kim Vernon
Production Manager: Daniel Mersey
Publisher: David Palmer
Cover Photos: © iStock / Mark Evans
Cartoons: Ed McLachlan

Composition Services

Project Coordinator: Kristie Rees
Layout and Graphics: Claudia Bell,  

Timothy C. Detrick, Joyce Haughey
Proofreader: Dwight Ramsey
Indexer: BIM Indexing & Proofreading Services

Publishing and Editorial for Consumer Dummies

Kathleen Nebenhaus, Vice President and Executive Publisher
Kristin Ferguson-Wagstaffe, Product Development Director
Ensley Eikenburg, Associate Publisher, Travel
Kelly Regan, Editorial Director, Travel

Publishing for Technology Dummies

Andy Cummings, Vice President and Publisher
Composition Services

Debbie Stailey, Director of Composition Services

http://dummies.custhelp.com


Contents at a Glance
Introduction ................................................................ 1

Part I: The Essentials of Investing in Shares ................... 9
Chapter 1: Exploring the Basics ..................................................................................... 11
Chapter 2: Sizing Up Your Current Finances and Setting Goals ................................ 17
Chapter 3: Defining Common Approaches to Investing in Shares ............................. 33
Chapter 4: Assessing the Risks ...................................................................................... 43
Chapter 5: Getting to Know the Stock Markets ............................................................ 57

Part II: Before You Start Buying ................................. 65
Chapter 6: Gathering Information .................................................................................. 67
Chapter 7: Finding a Stockbroker .................................................................................. 87
Chapter 8: Investing for Growth..................................................................................... 99
Chapter 9: Investing for Income ................................................................................... 111
Chapter 10: Using Basic Accounting to Choose Winning Shares ............................. 123

Part III: Picking Winners ......................................... 139
Chapter 11: Decoding Company Documents .............................................................. 141
Chapter 12: Analysing Industries ................................................................................. 153
Chapter 13: Emerging Sector Opportunities .............................................................. 163
Chapter 14: Pounds, Prices and Politics ..................................................................... 175

Part IV: Investment Strategies and Tactics................. 187
Chapter 15: Taking the Bull (Or Bear) by the Horns ................................................. 189
Chapter 16: Choosing a Strategy That’s Just Right for You ..................................... 201
Chapter 17: Using Your Broker and Trading Techniques......................................... 209
Chapter 18: Getting a Handle on DPPs, DRIPs and PCA . . . ASAP ........................... 225
Chapter 19: Looking at What the Insiders Do: Corporate Capers ........................... 235
Chapter 20: Tax Benefits and Liabilities ..................................................................... 247
Chapter 21: Creating a Smarter Portfolio with Lower-Cost Funds .......................... 257



Part V: The Part of Tens ........................................... 277
Chapter 22: Ten Warning Signs of a Share’s Decline ................................................. 279
Chapter 23: Ten Signals of a Share Price Increase..................................................... 287
Chapter 24: Ten Ways to Protect Yourself from Fraud ............................................. 293
Chapter 25: Ten Challenges and Opportunities for Stock Market Investors ......... 301

Part VI: Appendixes ................................................. 307
Appendix A: Resources for Investors in Shares ......................................................... 309
Appendix B: Financial Ratios and Accounting Terms ............................................... 319

Index ...................................................................... 329



Table of Contents
Introduction ................................................................. 1

About This Book .............................................................................................. 1
Conventions Used in This Book ..................................................................... 2
What You’re Not to Read ................................................................................ 2
Foolish Assumptions ....................................................................................... 3
How This Book Is Organised .......................................................................... 3

Part I: The Essentials of Share Investing ............................................. 3
Part II: Before You Start Buying ........................................................... 4
Part III: Picking Winners ........................................................................ 4
Part IV: Investment Strategies and Tactics ......................................... 5
Part V: The Part of Tens ........................................................................ 6
Part VI: Appendixes ............................................................................... 6

Icons Used in This Book ................................................................................. 6
Where to Go from Here ................................................................................... 7

Part I: The Essentials of Investing in Shares ................... 9

Chapter 1: Exploring the Basics  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .11
Understanding the Basics ............................................................................. 12
Getting Prepared before You Get Started ................................................... 12
Knowing How to Pick Winners ..................................................................... 12

Recognising the value of shares ........................................................ 13
Understanding how market capitalisation affects share values .... 13
Sharpening your investment skills .................................................... 14

Boning Up on Strategies and Tactics .......................................................... 16
Getting Good Tips .......................................................................................... 16

Chapter 2: Sizing Up Your Current Finances and Setting Goals  .  .  .  .  .17
Establishing a Starting Point ........................................................................ 18

Step 1: Making sure you have an emergency fund .......................... 19
Step 2: Listing your assets in decreasing order of liquidity ........... 19
Step 3: Listing your liabilities ............................................................. 22
Step 4: Calculating your net worth .................................................... 23
Step 5: Analysing your balance sheet ................................................ 24

It’s All about the Cash . . . (Flow)! ................................................................ 25
Step 1: Tallying up your income ........................................................ 27
Step 2: Adding up your outgoings ...................................................... 27
Step 3: Creating a cash flow statement ............................................. 29
Step 4: Analysing your cash flow ....................................................... 29
Finding investment money in tax savings ......................................... 30

Setting Your Sights on Your Financial Goals .............................................. 30



Investing in Shares For Dummies, 2nd Edition x
Chapter 3: Defining Common Approaches to Investing in Shares .  .  .  .33

Matching Shares and Strategies with Your Goals ..................................... 33
Investing for the Future ................................................................................ 35

Focusing on the short term ................................................................ 35
Considering medium-term goals ........................................................ 36
Preparing for the long term ................................................................ 36

Investing for a Reason ................................................................................... 37
Growth investing .................................................................................. 37
Income investing .................................................................................. 38

Investing in Your Personal Style .................................................................. 40
Cautious investing ............................................................................... 40
Aggressive investing ............................................................................ 41

Chapter 4: Assessing the Risks  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .43
Exploring Different Kinds of Risk ................................................................. 43

Financial risk ........................................................................................ 44
Interest rate risk ................................................................................... 45
Understanding the adverse effects of rising interest rates ............ 46
Market risk ............................................................................................ 47
Inflation risk .......................................................................................... 48
Tax risk .................................................................................................. 49
Political and governmental risks ....................................................... 49
Personal risks ....................................................................................... 49
Emotional risk ...................................................................................... 50

Minimising Your Risk .................................................................................... 52
Gaining knowledge ............................................................................... 52
Staying out . . . for now ........................................................................ 53
Getting your financial house in order ............................................... 53
Diversifying your investments ........................................................... 54

Weighing Risk against Return ...................................................................... 55

Chapter 5: Getting to Know the Stock Markets  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .57
Knowing How Indices Are Measured .......................................................... 57
Using the Indices ........................................................................................... 58

Tracking the indices ............................................................................ 59
Investing in indices .............................................................................. 59

Checking Out Major Markets ....................................................................... 60
The FTSE 100 Index .............................................................................. 60
The FTSE 250 ........................................................................................ 62
The FTSE All-Share ............................................................................... 62

Markets for Smaller Companies ................................................................... 63
The Alternative Investment Market ................................................... 63
Further afield: International indices .................................................. 63



xi Table of Contents

Part II: Before You Start Buying .................................. 65

Chapter 6: Gathering Information  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .67
Looking to Stock Exchanges for Answers ................................................... 68
Understanding Shares and the Companies They Represent ................... 69

Accounting for taste and a whole lot more ...................................... 69
Understanding how economics affects shares ................................ 70

Staying on Top of Financial News ................................................................ 73
Figuring out what a company’s up to ................................................ 74
Discovering what’s new with an industry ......................................... 74
Knowing what’s happening with the economy ................................ 75
Seeing what the politicians and government bureaucrats  

are doing ............................................................................................ 75
Checking for trends in society, culture and entertainment ........... 76

Reading (and Understanding) the Financial Pages ................................... 76
52-week high ......................................................................................... 77
52-week low........................................................................................... 78
Name and code ..................................................................................... 78
Dividend ................................................................................................ 79
Volume .................................................................................................. 79
Yield ....................................................................................................... 80
P/E .......................................................................................................... 81
Price ....................................................................................................... 81
Change ................................................................................................... 82

Using News about Dividends ....................................................................... 82
Looking at important dates ................................................................ 82
Understanding why these dates matter ............................................ 84

Evaluating (Avoiding?) Investment Tips ..................................................... 84

Chapter 7: Finding a Stockbroker  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .87
Defining the Broker’s Role ............................................................................ 87
Distinguishing between Advisory and Execution-only Brokers .............. 89

Advisory brokers ................................................................................. 89
Execution-only brokers ....................................................................... 91

Choosing a Broker ......................................................................................... 92
Discovering Various Types of Brokerage Accounts .................................. 93

Cash accounts ...................................................................................... 94
Nominee accounts ............................................................................... 94
Option accounts ................................................................................... 95

Judging Brokers’ Recommendations ........................................................... 95



Investing in Shares For Dummies, 2nd Edition xii
Chapter 8: Investing for Growth .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .99

Becoming a Value-orientated Growth Investor ....................................... 100
Getting Tips for Choosing Growth Shares ................................................ 101

Making the right comparison ........................................................... 101
Checking out a company’s fundamentals ....................................... 101
Looking for leaders and megatrends ............................................... 102
Considering a company with a strong niche .................................. 103
Noticing who’s buying and/or recommending the share ............. 103
Learning investing lessons from history......................................... 104
Evaluating the management of a company ..................................... 105

Exploring Small-caps and Speculative Shares .......................................... 107
Avoiding new issues, unless . . . ....................................................... 108
Asking yourself if your small-cap’s making money ....................... 109
Recognising that investing in small-cap  

shares requires analysis ................................................................ 110

Chapter 9: Investing for Income .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .111
Understanding Income Shares ................................................................... 111

Advantages of income shares .......................................................... 112
Disadvantages of income shares ..................................................... 112

Analysing Income Shares ............................................................................ 114
Understanding your needs first ....................................................... 114
Checking out yield ............................................................................. 116
Checking the company’s dividend cover ........................................ 118
Diversifying your shares ................................................................... 119
Examining the company’s bond rating ........................................... 119

Exploring Typical Income Shares .............................................................. 120
Utilities ................................................................................................ 120
Real estate investment trusts (REITs)............................................. 121

Chapter 10: Using Basic Accounting to Choose Winning Shares .  .  .123
Recognising Value When You See It .......................................................... 123

Understanding different types of value........................................... 125
Putting the pieces together .............................................................. 126

Accounting for Value ................................................................................... 127
Walking on a wire: The balance sheet ............................................. 127
Looking at the P&L account ............................................................. 130
Playing around with ratios ............................................................... 133

Part III: Picking Winners .......................................... 139

Chapter 11: Decoding Company Documents  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .141
Slices from the Big Cheese: The Annual Report ...................................... 141

Analysing the annual report’s anatomy .......................................... 142
Going through the proxy materials ................................................. 146



xiii Table of Contents

Getting a Second Opinion ........................................................................... 146
Company documents filed with the RNS  ....................................... 146
Standard & Poor’s .............................................................................. 148
Moody’s Investment Service ............................................................ 149
Brokerage reports: The good, the bad and the ugly ..................... 149

Compiling Your Own Research Department ............................................ 151

Chapter 12: Analysing Industries .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .153
Interrogating the Industries ....................................................................... 154

Is the industry growing?.................................................................... 154
Are the industry’s products or services in demand? .................... 155
What does the industry’s growth rely on? ..................................... 156
Is this industry dependent on another industry? .......................... 156
Who are the leading companies in the industry? .......................... 157
Is the industry a target of government action? .............................. 157
Which category does the industry fall into? .................................. 158

Outlining Key Industries ............................................................................. 159
For sale ................................................................................................ 160
Baby, you can drive my car .............................................................. 161
Thanking Mr Roboto .......................................................................... 161
Banking on it ....................................................................................... 162

Chapter 13: Emerging Sector Opportunities  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .163
Charging at Bullish Opportunities ............................................................. 164

Commodities: Feeding and housing the world............................... 164
Energy.................................................................................................. 165
Gold ..................................................................................................... 166
Silver .................................................................................................... 168
Healthcare ........................................................................................... 168
National security ................................................................................ 169

Hugging Tight with a Bearish Outlook ...................................................... 170
The great credit monster .................................................................. 170
Cyclical shares ................................................................................... 171

Important Info for Bulls and Bears ............................................................ 171
Conservative and bullish .................................................................. 172
Aggressive and bullish ...................................................................... 172
Conservative and bearish ................................................................. 172
Aggressive and bearish ..................................................................... 173
Diversification .................................................................................... 173

Chapter 14: Pounds, Prices and Politics  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .175
Sorting the Sound Information from the Soundbites .............................. 176

Understanding price controls .......................................................... 177
Ascertaining the political climate .................................................... 178
Discovering systemic and non-systemic effects ............................ 178
Poking into politics: Resources ........................................................ 180

Easing into Economics ................................................................................ 180
Understanding economic impact ..................................................... 181
Inquiring about economics: Resources........................................... 186



Investing in Shares For Dummies, 2nd Edition xiv
Part IV: Investment Strategies and Tactics ................. 187

Chapter 15: Taking the Bull (Or Bear) by the Horns  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .189
Bulling Up ..................................................................................................... 190

Recognising the beast ....................................................................... 190
Avoiding the horns of a bull market ................................................ 191
Toro! Approaching a bull market ..................................................... 192

Bearing Down ............................................................................................... 194
Identifying the beast .......................................................................... 195
Heading into the woods: Approaching a bear market .................. 196

Straddling Bear and Bull: Uncertain Markets ........................................... 198
Pinpointing uncertainty is tough ..................................................... 198
Deciding whether you want to approach an uncertain market ... 198

Chapter 16: Choosing a Strategy That’s Just Right for You  .  .  .  .  .  .  .  .201
Laying Out Your Plans ................................................................................ 201

Living the bachelor life: Young, single, with no dependents ....... 202
Going together like a horse and carriage:  

Married with children .................................................................... 202
Getting ready for retirement: Over 40 and single or married ...... 203
Kicking back in the hammock: Already retired .............................. 204

Allocating Your Assets ................................................................................ 204
Investors with less than £5,000 ........................................................ 205
Investors with £5,000–25,000 ............................................................ 205
Investors with £25,000 or more ........................................................ 206

Knowing When to Sell ................................................................................. 207

Chapter 17: Using Your Broker and Trading Techniques  .  .  .  .  .  .  .  .  .  .209
Checking Out Brokerage Orders ................................................................ 209

Condition-related orders .................................................................. 210
Time-related orders ........................................................................... 215

Buying on Margin ......................................................................................... 217
Examining marginal outcomes ......................................................... 218
Contracts for difference (CFDs) ....................................................... 219

Going Short and Coming Out Ahead ......................................................... 220
Setting up a short sale ....................................................................... 221
Oops! Going short when prices grow taller .................................... 222
Feeling the squeeze ........................................................................... 223

Chapter 18: Getting a Handle on DPPs, DRIPs and PCA  .  .  . ASAP .  .  .  . 225
Being Direct with DPPs ............................................................................... 225

Investing in a DPP .............................................................................. 226
Finding DPP alternatives ................................................................... 226
Recognising that every pro has a con ............................................. 227



xv Table of Contents

Dipping into DRIPs ....................................................................................... 228
Getting a clue about compounding ................................................. 228
Checking out the cost advantages ................................................... 229
Weighing the pros and the cons ...................................................... 229

The One–Two Punch: Pound Cost Averaging and DRIPs ....................... 231

Chapter 19: Looking at What the Insiders Do: Corporate Capers  .  .  .235
Tracking Insider Trading ............................................................................ 236
Looking at Insider Transactions ................................................................ 238

Getting info from insider buying ...................................................... 238
Picking up tips from insider selling ................................................. 239

Observing Corporate Share Buybacks ...................................................... 241
Boosting earnings per share............................................................. 241
Beating back a takeover bid ............................................................. 242
Exploring the downside of buybacks .............................................. 243

Staging a Comeback with Share Scrips ..................................................... 243
Ordinary share scrips ....................................................................... 244
Reverse share scrips ......................................................................... 245

Chapter 20: Tax Benefits and Liabilities  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .247
Paying through the Nose ............................................................................ 248

Understanding income and capital gains tax ................................. 248
Coping with capital losses ................................................................ 249

Sharing Your Gains with the Tax Inspector ............................................. 250
Filling out forms ................................................................................. 251
Playing by the rules ........................................................................... 252

Understanding There’s No Such Thing as a Free Share ......................... 252
Givin’ it away ...................................................................................... 254
Not banking on tax deductions ........................................................ 254

Taking Advantage of Tax Advantages ....................................................... 255
ISAs ...................................................................................................... 255
Pensions .............................................................................................. 256

Chapter 21: Creating a Smarter Portfolio with Lower-Cost Funds .  .  .  . 257
Understanding Why Costs Matter ............................................................. 258
Acting on the Advice of Academics ........................................................... 260
Considering Tracking an Index .................................................................. 261

Investigating the weird and wonderful world of indexes ............. 262
Working out how to track your chosen index ................................ 269
Understanding that not all trackers are created equal ................. 270
Adopting a core satellite approach ................................................. 272

Understanding a Great Historical Institution: Investment Trusts ......... 272
Deciding Whether Investment Trusts and Index Trackers  

Are Right For You..................................................................................... 275



Investing in Shares For Dummies, 2nd Edition xvi
Part V: The Part of Tens ............................................ 277

Chapter 22: Ten Warning Signs of a Share’s Decline  .  .  .  .  .  .  .  .  .  .  .  .  .279
Earnings Slowdown ..................................................................................... 279
Sales Slowdown ............................................................................................ 281
Exuberant Analyst Reports that Defy Logic ............................................. 281
Insider Selling ............................................................................................... 282
Dividend Cuts ............................................................................................... 282
Increased Negative Coverage ..................................................................... 282
Industry Problems ....................................................................................... 283
Political Problems ....................................................................................... 283
Too High or Unsustainable Debt ............................................................... 283
Funny Accounting: No Laughing Here! ...................................................... 284

Chapter 23: Ten Signals of a Share Price Increase  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .287
Rise in Earnings ........................................................................................... 287
Increase in Assets Because Debts Are Stable or Decreasing ................. 288
Positive Publicity for the Industry ............................................................ 289
Heavy Insider or Corporate Buying ........................................................... 289
Increased Attention from Analysts ............................................................ 290
Rumours of Takeover Bids ......................................................................... 290
Consumer Desire for the Brand ................................................................. 291
Strong or Improving Bond Rating .............................................................. 291
Powerful Demographics .............................................................................. 291
Low P/E Relative to Industry or Market .................................................... 292

Chapter 24: Ten Ways to Protect Yourself from Fraud .  .  .  .  .  .  .  .  .  .  .  .  .293
Be Wary of Unsolicited Calls and Emails .................................................. 293
Get to Know the FSA .................................................................................... 294
Don’t Invest If You Don’t Understand ....................................................... 294
Question the Promise of Extraordinary Returns ..................................... 295
Verify the Investment .................................................................................. 295
Check Out the Broker .................................................................................. 296
Beware of the Pump-and-Dump ................................................................. 296
Watch Out for Short-and-Abort .................................................................. 298
Remember That Talk Is Cheap (Until You Talk to an Expert) ............... 298
Recovering (If You Do Get Scammed) ....................................................... 299

Chapter 25: Ten Challenges and Opportunities  
for Stock Market Investors  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .301

Debt, Debt and More Debt .......................................................................... 301
Derivatives .................................................................................................... 302
Property ........................................................................................................ 303
Inflation ......................................................................................................... 303



xvii Table of Contents

Pension Crisis ............................................................................................... 304
Government’s Unfunded Liabilities ........................................................... 304
Recession and Depression ......................................................................... 305
Energy ........................................................................................................... 305
Dangers from Out of the Blue .................................................................... 306
The One Certainty ....................................................................................... 306

Part VI: Appendixes .................................................. 307

Appendix A: Resources for Investors in Shares .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .  .309
Financial Planning Sources ......................................................................... 309
The Language of Investing .......................................................................... 309
Textual Investment Resources .................................................................. 310

Periodicals and magazines ............................................................... 310
Books and pamphlets ........................................................................ 310
Special books of interest to share investors .................................. 311

Investing Websites ...................................................................................... 312
General investing websites ............................................................... 312
Stock investing websites ................................................................... 312

Investor Associations and Organisations ................................................. 313
Stock Exchanges .......................................................................................... 313
Finding Brokers ............................................................................................ 313

Choosing brokers ............................................................................... 313
Brokers ................................................................................................ 314

Investment Sources ..................................................................................... 314
Dividend Reinvestment Plans .................................................................... 315
Sources for Analysis .................................................................................... 315

Earnings and earnings estimates ..................................................... 315
Industry analysis ................................................................................ 315
Factors that affect market value ...................................................... 316
Technical analysis ............................................................................. 316
Directors’ sharedealing and other tips ........................................... 317

Tax Benefits and Obligations ..................................................................... 317
Fraud ............................................................................................................. 317

Appendix B: Financial Ratios and Accounting Terms .  .  .  .  .  .  .  .  .  .  .  .  .319
Liquidity Ratios ............................................................................................ 320

Current ratio ....................................................................................... 320
Quick ratio .......................................................................................... 320

Operating Ratios .......................................................................................... 321
Return on equity (ROE) ..................................................................... 321
Return on capital employed (ROCE) ............................................... 322



Investing in Shares For Dummies, 2nd Edition xviii
Solvency Ratios ............................................................................................ 322

Debt to equity ratio ........................................................................... 322
Working capital .................................................................................. 323

Common Size Ratios .................................................................................... 323
Valuation Ratios ........................................................................................... 324

Price-to-earnings ratio (P/E) ............................................................. 324
Price to sales ratio (PSR) .................................................................. 325
Price to book ratio (PBR) .................................................................. 326

Other Useful Accounting Terms ................................................................ 326
EBITDA ................................................................................................ 327
Gearing ................................................................................................ 327

Index ....................................................................... 329



Introduction

H 
ouses, gold, tulips . . . our idea of what constitutes a good ‘investment’ 
has changed dramatically over time but one precious, valuable idea 

still holds true: that shares over the long term have been a great investment 
and have without doubt made their intrepid ‘holders’ returns of between 
5 and 7 per cent per annum over many decades. Obviously that optimistic 
assessment requires a huge caveat, perhaps even a flashing warning sign of 
epic proportions, loudly proclaiming that investing in shares can be a roller-
coaster ride! Anyone piling their hard-earned fortune into the stock market 
in 2007 would soon have realised that shares (also called equities or stocks) 
can be hugely volatile and that you can lose your money almost overnight. 
Remember the dark days of early winter 2008, when the financial markets 
stood on the edge of catastrophe and shares were plunging by 5 per cent one 
day and 10 per cent the next? Scary stuff, but within 12 months the markets 
had staged a remarkable recovery and some stocks – especially those of the 
big banks – had more than trebled in value. The moral of the story is simple: 
investing in shares can sometimes be fun, often risky, but also frequently 
rewarding, especially if you are patient, careful and diligent. This book can 
definitely help you avoid the mistakes others have made and can point you in 
the right direction.

Explore the pages of this book and find the topics that most interest you 
regarding the world of share investing. Understanding what not to do can be 
just as important as working out what to do. The single difference between 
success and failure, between gain and loss, boils down to one word: knowl-
edge. Take this book as your first step in a lifelong learning adventure.

About This Book
No-one knows anything in the paranoid world of investing. Every day experts 
traipse onto our TV screens to discuss where ‘the markets’ might go tomor-
row . . . or next week . . . or even next year. Trust us when we say that it’s 
all hocus pocus – no-one knows anything for sure. In fact, you might have 
a better handle on what really matters in the global markets than the ludi-
crously overpaid hedge fund maestro sitting in his office in Mayfair. Stock 
markets are a volatile brew of common sense, wisdom based on decades 
of experience of ‘what works’ and an inkling of the ebb and flow of human 
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emotion. Master these criss-crossing currents and you might just build a sen-
sible investment portfolio. Hopefully this book will help you navigate these 
stormy, ever-changing waters.

This book is designed to give you a realistic approach to making money by 
investing in shares. It provides the essence of sound, practical share invest-
ing strategies and insights that have been market tested and proven from 
nearly a hundred years of stock market history. We don’t expect you to read 
it cover to cover, although we’ll be delighted if you read every word! Instead, 
this book is designed as a reference tool. Feel free to read the chapters in 
whatever order you choose. You can flip to the sections and chapters that 
interest you or those that include topics that you need to know more about.

Investing in Shares For Dummies is also a book that is quite different from 
the ‘get rich with shares’ titles that have crammed the bookshelves in recent 
years. It doesn’t take a standard approach to the topic; it doesn’t assume that 
shares are a sure thing and the be-all and end-all of wealth building. At times 
in this book, we tell you not to invest in shares. This book can help you suc-
ceed not only in up markets but also in down markets. Bull markets and bear 
markets come and go, but the informed investor can keep making money no 
matter what. To give you an extra edge, we have tried to include information 
about the investing environment for shares.

Conventions Used in This Book
To make navigating through this book easier, we’ve established the following 
conventions:

 ✓ Italic highlights new terms that are defined.

 ✓ Monofont is used for web addresses.

 ✓ Sidebars, shaded grey boxes of text, are filled with interesting informa-
tion that isn’t pertinent to your understanding of the topic, but is inter-
esting nonetheless.

What You’re Not to Read
Sidebars (grey boxes of text) in this book give you a more in-depth look at a 
certain topic. While they further illuminate a particular point, these sidebars 
aren’t crucial to your understanding of the rest of the book. Feel free to read 
them or skip them. Of course, we’d love for you to read them all, but our feel-
ings won’t be hurt if you decide to skip over them.
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The text that accompanies the Technical Stuff icon can be passed over as 
well. The text associated with this icon gives some technical details about 
share investing that are certainly interesting and informative, but you can 
still come away with the information you need with or without reading this 
text.

Foolish Assumptions
We reckon you’ve picked up this book for one or more of the following  
reasons:

 ✓ You’re a beginner and want a crash course on share investing that’s an 
easy read.

 ✓ You’re already a share investor, and you need a book that allows you to 
read only those chapters that cover specific share investing topics of 
interest to you.

 ✓ You need to review your own situation with the information in the book 
to see if you missed anything when you invested in that hot share that 
your sister-in-law recommended.

 ✓ You need a great gift! When Uncle Fred is upset over his poor share 
picks, you can give him this book so he can get back on his financial 
feet. Be sure to get a copy for his broker, too. (Odds are that the broker 
was the one who made those picks to begin with.)

How This Book Is Organised
The information is laid out in a straightforward format. The parts progress 
in a logical approach that any investor interested in shares can follow very 
easily.

Part I: The Essentials of Share Investing
This section is for everyone. Understanding the essentials of share investing 
and investing in general will only help you, especially in uncertain economic 
times. Shares may even touch your finances in ways not readily apparent. 
For example, shares are not only in individual accounts; they’re also in unit 
trust funds, pension plans and even SIPPs (self-invested personal plans to the 
uninitiated).



4 Investing in Shares For Dummies, 2nd Edition 

An important point is that shares are really financial tools that are a means to 
an end. Investors should be able to answer the question, ‘Why am I consider-
ing shares at all?’ Shares can be a great vehicle for wealth building, but only if 
investors realise what they can accomplish and how to use them.

One of the essentials of share investing is understanding risk. Most people 
are clueless about risk. Chapter 4, on risk, is one of the most important chap-
ters that serious share investors should read. You can’t avoid every type of 
risk out there. (Life itself embodies risk.) However, this chapter can help you 
recognise it and find ways to minimise it in your share investing programme.

Part II: Before You Start Buying
Once you’re ready to embark on your career as a share investor, you’ll need 
to use some resources to gather information about the shares you’re inter-
ested in. Fortunately, you live in the information age. We pity the investors 
from the 1920s, who didn’t have access to so many resources, but today’s 
investors are in an enviable position. This part tells you where to find infor-
mation and how to use it to be a more knowledgeable investor (a rarity in 
recent years!). For example, we explain that shares can be used for both 
growth and income purposes, and we discuss the characteristics of each. See 
Chapters 8 and 9 for more information.

When you’re ready to invest, you’ll invariably have to turn to a broker. 
Several types exist, so you should know which is which. The wrong broker 
could make you . . . er . . . broker. Chapter 7 helps you choose.

Part III: Picking Winners
Part III is about picking good shares using a good old-fashioned technique 
called focusing! Cast aside those big questions about the direction of the 
world economy or the ebb and flow of inflation and focus instead on the 
individual shares of companies. In this part of the book we explain how to 
evaluate a company’s products, services and other factors so that you can 
determine whether a company is strong and healthy.

We put a lot of emphasis on a simple idea: investing in companies with a 
potentially bright future ahead of them. If we can steer you toward those 
segments of the stock market that show solid promise for the coming years, 
then that alone would make your share portfolio thrive. Putting your money 
into solid companies that are in thriving industries has been the hallmark of 
superior share investing throughout history. It’s no different now. Check out 
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Chapter 13 if you want to know more about this idea of identifying ‘quality’ 
companies with decent growth prospects.

Where do you turn to find out about a company’s financial health? In Chapter 
11, we show you the documents you should review to make a more informed 
decision. Once you find the information, you’ll discover how to make sense 
of that data as well. While you’re at it, check out Chapter 12 (on analysing 
industries).

We compare buying shares to picking goldfish. If you look at a group of 
goldfish to choose which ones to buy, you want to make sure that you pick 
the healthiest ones. With shares, you also need to pick companies that are 
healthy. Part III can help you do that.

Part IV: Investment Strategies and Tactics
Even the shares of great companies can fall in a bad investing environ-
ment. This is where you need to be aware of the ‘macro’. If shares were 
goldfish, the macro would be the pond or goldfish bowl. In that case, even 
healthy goldfish can die if the water is toxic. Therefore, you need to moni-
tor the investing environment for shares. Part IV reveals tips, strategies and 
resources that you shouldn’t ignore.

Once you understand shares and the economic environment in which they 
operate, you can choose the best strategy and tactics to help steer you to 
your wealth-building objectives. Chapter 17 reveals some of our all-time 
favourite techniques for building wealth and holding on to your share invest-
ment gains. (Definitely check it out.)

You may be an investor, but that doesn’t mean that you have deep pockets. 
Chapter 18 tells you how to buy shares with lower (or no) transaction costs. 
If you’re going to buy the shares anyway, why not save on commissions and 
other costs?

As an investor, you must keep an eye on what the company insiders are 
doing. In Chapter 19, we explain what it may mean if the company’s manage-
ment is buying or selling the same share that you’re considering.

After you spend all your time, money and effort to grow your money in the 
world of shares, you have yet another concern: holding on to your hard-
earned gains. This challenge is summarised in one word: taxes. Sound tax 
planning is crucial for everyone who works hard. After all, taxes are the big-
gest expense in your lifetime (right after children!). See Chapter 20 for more 
information.
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We finish this section with a chapter that focuses on new developments 
within the world of investment. In Chapter 21, we look at new funds called 
ETFs, or tracker funds, as well-structured products and ask whether you 
might be better off following an index rather than picking an individual com-
pany share. 

Part V: The Part of Tens
We wrap up the book with a hallmark of For Dummies books – the Part of 
Tens. These chapters give you a mini crash course in share investing, includ-
ing ten ways to protect yourself from fraud.

In this part, we offer some clues that signal a share price increase and how to 
recognise the warning signs of a share poised to fall. We also review the list 
of ten challenges and opportunities that face share investors.

Part VI: Appendixes
Don’t overlook the Appendixes. We pride ourselves on the resources we pro-
vide for our readers so that they can make informed investment decisions. 
Whether the topic is share investing terminology, economics or avoiding 
capital gains taxes, we include a treasure trove of resources to help you. 
Whether you go to a bookshop, the library or the Internet, Appendix A gives 
you some great places to turn to for help. In Appendix B, we explain finan-
cial ratios. These important numbers help you better determine whether to 
invest in a particular company’s shares.

Icons Used in This Book
 This icon flags a particular bit of advice that just may give you an edge over 

other investors.

 When you see this icon, we’re reminding you about some information that you 
should always keep stashed in your memory, whether you’re new to investing 
or an old pro.

 Pay special attention to this icon because the advice can prevent headaches, 
heartaches and financial aches.
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 The text attached to this icon may not be crucial to your success as an inves-
tor, but it may enable you to talk shop with investing gurus and better under-
stand the financial pages of your favourite business publication or website.

Where to Go from Here
You may not need to read every chapter to make you more confident as a 
share investor, so feel free to jump around to suit your personal needs. Since 
every chapter is designed to be as self-contained as possible, it won’t do you 
any harm to ‘cherry-pick’ what you really want to read. But if you’re like us, 
you still may want to check out every chapter because you never know when 
you might come across a new tip or resource that will make a profitable dif-
ference in your share portfolio. We want you to be successful so that we can 
brag about you in the next edition!
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Part I
The Essentials of 

Investing in Shares



In this part . . .

M 
any investors do things in reverse; they buy shares 
first and learn ‘some lessons’ afterwards. Your  

success is dependent on doing your homework before you 
invest your first pound in shares. Most investors don’t 
realise that they should be scrutinising their own situations 
and financial goals at least as much as they scrutinise 
shares. But how else can you know which shares are right 
for you? Too many people risk too much simply because 
they don’t take stock of their current needs, goals and risk 
tolerance before they invest. The chapters in this part tell 
you what you need to know to choose the stocks that best 
suit you.


