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    Book Presentation Investing Without a Silver Spoon by Jeff Fischer


    Book Abstract


    MAIN IDEA


    Direct investment plans allow a person to build wealth slowly and steadily by investing in companies at whatever rate they can afford on a regular basis without using (or paying) a broker. By then reinvesting the dividends that are earned through buying more stock, compound growth occurs over the longer term. By harnessing this compounding effect and avoiding the temptation to spend the dividends, a direct investor can create sizable personal net worth.


    In the final analysis, direct investors take positive control of their own financial futures.


    Important Note About This Ebook


    This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.


    Summary of Investing Without a Silver Spoon (Jeff Fischer)


    1. The Concept: What Is Direct Investing?


    Main Idea


    Direct investing is the purchase of stock directly from a company without using (or paying) a broker. Direct investment plans will be either:


    
      	Dividend Reinvestment Plan (DRP) – where dividends on existing stock will be paid in more stock rather than cash.


      	Direct Stock Plan (DSP) – where stock can be purchased directly from the company for cash.

    


    Supporting Ideas


    At the present time, more companies offer DRPs (about 1,100 at present) than offer DSPs (around 500 companies), but with the growth of the Internet, DSPs are projected to be far more common in the future. In fact, it is not inconceivable that every company will ultimately decide direct investing is the most efficient way to raise equity capital and will offer such plans. For the moment, however, direct investment plans are mainly offered by large, long-established companies with a history of paying regular dividends.


    What’s the difference between a DRP and a DSP? It’s very simple:


    
      	To use a DRP, you must own at least one share in the company you want to invest in – you must already be a shareholder. That typically means you have spent $60 - $100 to buy one share in the company before you start.


      	With a DSP by contrast, anyone can invest in the company by buying stock, whether they are already a shareholder or not. However, there is usually a minimum investment required of between $250 and $500.

    


    And that’s the total distinction between the two types of direct investing plans. Once you’re enrolled in either a DRP or a DSP, you can:


    
      	Invest small amounts of money on a regular basis – anything from $10 per month to $50,000 per month or more.


      	Request that all dividend payments be made in more stock, allowing your investment to compound.


      	Avoid all brokers’ commissions and other costs – since you are dealing directly with the company.


      	Buy more shares when the market price is lower or less shares when the price is higher, at your own discretion.


      	Vary your investment amount from month-to-month – or eliminate it completely if cash is tight.


      	Readily diversify your investments by enrolling in a number of direct investment plans.

    


    For most direct investment plans, you only costs will be a one-time startup fee of about $12 to $15, and a similar fee when you sell your stock for cash.


    Most of these plans are administered through a transfer agent, who takes care of the record keeping tasks for the company. Transfer agents are typically banks or specialist organizations, and these will usually be the only people you interact directly with while making investments in the companies of your choice at the level of investment you choose.


    Most people make the mistake of assuming stock investment is only worthwhile if you can start off with a substantial amount of capital. In reality, however, the returns generated from direct investing depend on three factors other than initial capital:


    
      	Discipline

        Direct investment plans are ideal for building discipline because they make it possible to invest a small but regular amount of money every month in stock. In the absence of that kind of fiscal discipline, a wealthy person won’t stay that way very long – there are countless ways to lose wealth.

      


      	Time

        Since 1926, the S&P 500 index (500 of the premier U.S. public companies) has risen 11% per year when dividends have been reinvested. The stock market has historically been the highest yielding investment available, yet some people have lost money because they have not stayed invested for a sufficiently long period of time.

      


      	Compounding

        This term means to build wealth on your original investment and your new wealth in the form of reinvested dividends. In short, the benefit of compounding is that once you start to create wealth, your returns will accelerate because you will be generating

      

    


    When these three factors are combined, you get the equation:


    Discipline + Time = Compounding


    Every investor should take that equation and write it down somewhere where they will see it every time they are making investment decisions, because it is the heart and soul of the direct investment ideal.


    Key Thoughts


    “At what point in history, or by whom, was this word “investor” made to sound formidable, wonkish, mysterious or rich? Why was saving and investing categorized as abnormal behavior? Why did getting started sound difficult? Who dreamed up this idea that the only way to make a lot was to have a lot? Fool that I am, I am tempted to accuse the wise. Because of course they want to make it hard for you so that you’ll turn your money over to them and they can charge you fees. Of course they are there to take the “burden” of it all, the pressures, the cares, the sheer time it takes to think about (and actually begin) your future. The best brokers have traditionally been avuncular chaps, unctuous and exceptionally good at making you feel comfortable about – and a willing participant in – having your account “turned over” and “churned”. But I’m still left here, perched over my keyboard, regretfully staring into my computer monitor unable to name the Wise man first responsible for the very real question, “Why don’t we all, ALL of us, consider ourselves investors?””


    – David Gardner, co-founder, The Motley Fool Inc.


    “Conventional wisdom holds that you need a pile of cash larger than Jabba the Hutt before you begin to successfully invest in stocks. Investing via direct investment plans turns that notion on its head and proves the opposite can be true. Whether you have $100 or $100,000, what’s most meaningful is when you start to invest and how you invest.’’


    – Jeff Fischer


    “It’s never too late to be what you might have been.’’


    – George Eliot


    2. The Mechanics: How to Get Started and How To Sell In Direct Investing


    Main Idea


    The mechanics of direct investment programs are noticeably simple. For most, getting started simply requires filling in an application form and enclosing a check. For others, you have to buy a share first, and then fill in an application form and send off a check. And selling stock isn’t any more difficult – you just fill out and send in a form, and they mail you a check.


    Supporting Ideas


    The enrollment process varies according to whether you’re joining a Dividend Reinvestment Plan (DRP) or a Direct Stock Plan (DSP).


    For a DSP, the joining process is simply a matter of:


    
      	Finding out what the minimum investment requirement is.


      	Getting the address of the plan administrator.


      	Send the money to the administrator with your instructions.

    


    For a DRP, the process is only slightly more difficult:


    
      	Buy at least one share in the company.


      	Have the stock registered in your name, not a brokerage.


      	Call the company and request a plan enrollment form.


      	Fill out the form, and mail it back with your money.

    


    To track down the information on contact details for DRPs and DSPs, or for assistance in getting started with any of these direct investment programs, you can do your own research or use:


    
      	First Share – www.firstshare.com


      	Here you can buy single shares in more than 400 companies for market value plus $17.50. You can then join the DRP programs offered by any of these companies. (First Share membership costs $24 for one year).


      	Netstock Direct Corp. – www.netstockdirect.com

        Free service allowing investors to enroll in more than 1,000 DSPs. Contains downloadable enrollment forms, contact addresses and more. Also has online registration for more than 300 DSPs.

      


      	Temper of the Times – www.moneypaper.com

        Handles the enrollment process for more than 900 DRPs, as well as information on DRPs and DSPs. Temper also offers a service where for $20 plus the market value of one share, Temper will buy a share for you and take care of the DRP enrollment process.

      


      	BuyandHold.com – www.buyandhold.com

        Opening in fall 1999, this company will allow investors to buy shares (including fractional shares) in specified companies and it will reinvest the dividends for free. In essence, this will be the cheapest brokerage service option.

      

    


    When you begin an investment program, selling your stock should be the last thing on your mind. Your entire focus should be on building and creating long-term wealth. Only by letting your investment accumulate untouched can the benefits of compounding be brought to bear. If, for whatever reason, you do decide to sell, at least try not to sell everything in the plan so you still have an easy way to get started again without any hassles.


    When is a good time to sell? When the company:


    
      	Begins losing money consistently, rather than generating profits.


      	Is taking on greater levels of debt without any growth benefits that you can see.


      	Has a management team that is failing to address changes in the industry as a whole.


      	Has changed its main line of business to another field you have no feel for.


      	Brings in high fees for its direct investment plan.


      	Cancels its dividend payments without reinvesting the capital saved into an initiative which will increase future revenues.

    


    You should never sell the stock in your DRP or DSP simply because:


    
      	The current market price of the stock is very high.


      	Your company has announced a temporary downturn in its line of business.


      	A broker, co-worker or friend thinks it’s time for you to sell.


      	You want to offset money lost in one stock against capital gains generated by another.

    


    Remember, the benefits of compounding are back-end loaded – meaning they increase the longer you let the investment run. One of the most common questions investors tend to have is, “What would it take to become a millionaire from my investments?’’. This is very simple to calculate. (See http://www.fool.com/calculators/compoundulator.com)


    To become a millionaire using only compounding (reinvesting the dividends in more stock) and the financial discipline to invest a little money each month:


    [image: ]


    Key Thoughts


    “Using direct investment plans, you’ll likely avoid 95% of the mistakes that many other investors make repeatedly. According to studies, the most common mistake that would-be investors commit is to trade stock too frequently. Many people lack the patience that’s needed to stick with an investment approach long enough to see it actually succeed. Another common mistake is to buy small, unknown companies with the dream of hitting the jackpot. Unfortunately, most small, obscure companies never amount to much and their investors land in the poorhouse.’’


    – Jeff Fischer


    3. The Pros: The Advantages of Direct Investing


    Main Idea


    The advantages of direct investment plans are:


    
      	You need little capital to start investing.


      	You pay no commissions to brokers.


      	The stock market’s volatility allows you to dollar-cost average.


      	You reduce risk by staying invested for extended periods.


      	You can easily diversify into other stocks.


      	You can readily reinvest dividends.


      	You’re guided to an excellent long-term investment strategy.

    


    Supporting Ideas


    Taking each of these advantages in turn:


    You need little capital to start investing.


    You can start building your future net worth with $100 or even less. For that, you’re taking control of providing for your future needs and requirements, by doing something solid and viable. These feelings of control over financial destiny increase each month when you contribute to your own direct investment program.


    Typically, the money invested each month won’t even be so much that it will impact on your current lifestyle. The availability of capital in the future, however, may have a significant bearing on your quality of life at that time.


    You pay no commissions to brokers.


    While some DRPs and DSPs charge small fees, these are typically very low and inconsequential. Many offer significant free add-on services as well – such as free safekeeping of stock certificates, free additional investment opportunities, free dividend reinvestment programs, etc.


    Avoiding brokerage fees cannot be over emphasized as a benefit of direct investing. Even a discount broker typically charges $8 per share purchase transaction. If you’re buying $100 per month in stock, that’s an 8-percent drag on the returns you’ll ultimately generate. In a direct investment plan, that 8-percent goes to you. (Over a 30-year period, 8-percent on $100 being invested each month will grow to $6,356. Far better to have that in your pocket than your broker’s).


    The stock market’s volatility allows you to dollar-cost average.


    Since the dollar amount of the stock you buy each month is independent of the per share price, you’ll be buying at varying amounts over a 30-year period. That means you’ll buy more shares when the price goes down, not less. Therefore, temporary price dips will help rather than hinder your investment program.


    This is an unusual mindset for most investors, who generally try and buy stock which is increasing over the short term. It is, however, the approach used successfully by Warren Buffet – the most successful investor of all – whose typical approach is to buy quality stock and hold indefinitely.


    You reduce risk by staying invested for extended periods.


    When you buy stock in quality companies, their value is always going to appreciate over extended time periods. Therefore, the amount of time involved actually has the effect of diversifying your investment by reducing the risk of falling victim to a short-term price fluctuation.


    While most market advisers suggest holding a large number of stocks to diversify, you’re always going to achieve more if you select five to eight stocks you understand, and then buying small, regular amounts of additional stock at regular monthly intervals.


    You can easily diversify into other stocks.


    While over diversification should be avoided, direct investment plans make prudent diversification achievable and realistic. To put it simply, you should try to own stock in between five and eight well-chosen companies in a handful of different industries.


    Split the monthly amount you are investing between the various direct investment plan options available in the companies you have selected. Remember though, invest only in a handful of quality companies you understand. Understanding what you are investing in is the single best way to reduce risk.


    You can readily reinvest dividends.


    Mature and profitable companies generally pay dividends every three months. The best thing that can be done with dividends is to invest them in buying more stock through your direct investment program.


    That way, you take full advantage of the compounding concept – you earn growth on top of the growth you’ve already earned on your investment. The regular practice of reinvesting dividends in more stock is the distinguishing factor between a reasonable investment return and an outstanding long-term return.


    You’re guided to an excellent long-term investment strategy.


    The simple fact direct investment programs are only offered by long established, quality companies will help you avoid investing in highly speculative stock.


    That fact, combined with the long-term perspective direct investors bring to bear, helps keep you heading in the right direction. You’re automatically following a sound investment strategy when you start taking advantage of direct investment programs.


    Key Thoughts


    “The most successful investor of our time, Warren Buffet, reminds us that we always want lower prices on cars, houses and appliances so we get more value for our dollar. Investors need to think this way too. Long-term stock buyers should hope for lower prices on stocks if they’re going to buy more shares over the coming years than they’re going to sell, meaning they’re net buyers. This is precisely the case with new direct investment plan users who are beginning to dollar-cost average. They should have an investment time horizon that stretches into an era where bell bottoms are in style again, and then out of style, and then back in style – meaning a long way out. Dollar-cost averaging is the perfect means to take advantage of stock fluctuations while building wealth.’’


    – Jeff Fischer


    “A confident direct investor should consider “concentration investing” (also called “focus investing”), which means investing most of one’s regular savings in a small handful of companies one truly understands. Warren Buffet invests in this way.’’


    – Jeff Fischer


    4. The Cons: The Disadvantages of Direct Investing


    Main Idea


    The disadvantages of direct investment plans are:


    
      	You shouldn’t invest if you have high-interest debt.


      	You should not invest if you have a short time horizon.


      	You need to feel comfortable about making investments.


      	There may be specified days on which buy and sells are made.


      	You need to keep accurate records.


      	Not all companies offer direct investment plans.


      	Some direct investment plans have fees.


      	There may be limits on the amount of stock you can buy.

    


    Supporting Ideas


    Again, taking each of these points in turn:


    You shouldn’t invest if you have high-interest debt.


    It’s not very smart to invest in direct investments earning 11% per year if you are carrying credit card debt with an interest rate of 18% per annum. You’ll be far better off if you eliminate credit card debt first, and then start working on ways to build wealth through direct investing.


    You should not invest if you have a short time horizon.


    As a rule of thumb, if you’re going to need your capital in five years or
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    Main Idea


    

    
      	Financial viability and long-term opportunities.


      	Significant potential to grow future revenues.


      	Predictability for earnings streams.


      	A clear and comprehensible competitive landscape.


      	Business dynamics that you understand.

    


    

    
      	Have become highly respected.


      	Have strong management teams.


      	Are profitable, with growing revenues and profits.


      	Have cash reserves.


      	Have a track record of increasing dividend payouts.


      	Dominate their respective industry.


      	Run a good direct investment program.

    


    Supporting Ideas


    

    

    
      	Pharmaceuticals


      	Food and beverages


      	Technology


      	Consumer products


      	Finance


      	Energy

    


    

    

    

    

    

    

    

    

    

    

    

    

    
      	Ask whether this is a strong stock.

    


    

    

    

    

    

    

    
      	Ask whether the market price decline has been brought about by external, temporary factors that can be sorted out quickly and decisively.


      	If internal problems exist, analyze the company’s response. Does it give the appearance of properly addressing everything that is relevant?


      	Evaluate the cash position of the company. Does it have sufficient reserves to ride out any difficulties, or is bankruptcy looming?


      	Can the reason why the company will turnaround be articulated, or is it just a “gut feel’’ kind of thing?


      	Consider whether there aren’t better places to invest – something that maybe offers a lower return, but much less risk.

    


    

    Key Thoughts


    

    

    

    Main Idea


    

    
      	The Price-to-Earnings Ratio


      	The Price-to-Sales Ratio


      	Gross, Operating and Net Profit Margins
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      	Recording your investments in a spreadsheet.


      	Retaining all paper records sent to you.


      	Filling in your tax form correctly.

    


    Supporting Ideas


    

    

    
      	Calculate the per share value of your portfolio, using the current market prices for each of the stocks you own: Per Share Value = Total Value / Number of Shares.


      	Now divide the total amount of new funds being introduced by the current Per Share Value calculated above: New Shares = Money Added / Per Share Value.
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