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         Preface 

         “The market, like the Lord, helps those who help themselves. But, unlike the Lord, the market does not forgive those who know not what they do.” 

         – Warren Buffett 

         
            THEY ARE THE world’s best – the professional investors at the head of global investment funds and the mavericks operating from behind nothing more than a laptop and a point of view; some with millions of pounds at their disposal and the fate of companies and customers’ savings hanging on their decisions, others with nothing more (or less) than their reputation and their own fortune on the line. 

         What sets them apart from the thousands of investors out there is their track record. The professional investors who have contributed to this book include multiple award winners, fund managers who have managed to double or triple investment returns every two years, as well as the heads and founders of firms with billions – occasionally trillions – under management and half a century of profits to which they can point. 

         We believe there are no better investors to learn from when making your own way in the markets. Uniquely, this book gathers together the secrets of their success – straight from the investors themselves. 

         

            Who this book is for 

            This book is for any curious or keen private investor. It’s perfect for anyone looking for inspiration for their own investing, as well as for someone considering investing in funds and who wants to check out the insights of the people behind them first. 



         

         

            What this book does 

            This book doesn’t claim to be a definitive guide to investing, nor a definitive compendium of professional investing rules. Instead, it sets out to be an eye-catching and moreish collection of maxims from a snapshot of the most impressive professional investors out there today (and with one entertaining look at perhaps the most successful investing dynasty of all time). 



            A fascinating, indispensable guide for anyone investing on the stock market or looking at signing up to a fund, it lays bare all the creativity, grit and strategy needed to succeed.  

            We hope investors find it as rewarding to read as it was for us to compile. 

            
               Harriman House
            

         

      

   
      
         Introduction by Jonathan Davis 

         
            Many years before he became chancellor of the exchequer under Mrs Thatcher, Nigel Lawson was the City editor of the Sunday Telegraph newspaper and in that capacity produced the first example I can remember of a published list of do’s and don’ts for investors. They weren’t perhaps as sophisticated or as profound as some you will find in this collection – this was a piece of journalism after all, probably dashed off in little more than an hour – but they had the merit of being both readable and a pointer to certain fundamental truths about investment which have subsequently stood the test of time and experience.  

         These, to my mind, are the most important characteristics you hope to find in a good investment rule, and the reason why you should be looking to buy (and I trust profit from) this book. As in almost every walk of life, investors cannot fail to learn from picking the brains of those who have been there, done that, and lived to pass on what they have learnt to others. In this collection you have a chance to read the axioms of a score or so of professional investors who collectively have forgotten more than most of us have ever known about investment. (In later editions we hope to incorporate still more professional investor rules: if you come across any suitable examples, or have any of your own, please feel free to send the suggestions to rules@harriman-house.com.) 

         The original article by Lawson appeared in 1963, the year in which, according to the poet Philip Larkin, the world discovered sex. I know the date for certain because I recently came across the full text of the article in The Investor’s Anthology, a collection of pieces by the wise and well-read American investment consultant Charles D. Ellis, whose own classic book Winning The Loser’s Game contains the definitive rule on market timing (“Don’t do it. It is a sin”). Even half a century later, Lawson’s seven rules are still an entertaining and instructive read. (See the appendices for the article in full.) 

         All rules are of course conditioned by their time and context. The City of London then was a very different place to the one we know today. The financial markets were still a closed club for a privileged few practitioners, and access to information rather than brilliant analysis was the key to success. There was little in the way of detailed financial analysis and company accounts were rarely scrutinised with a critical eye, as standards of disclosure were rudimentary and haphazard at best. 

         Most of Lawson’s rules were therefore confined to some important warning signs of a non-financial nature that investors, in his view, should keep an eye out for. His first, “avoid companies whose chairman’s photograph is published more than four times a year”, sounds quaint today, but in a period when financial PR was still unknown a company chairman whose picture appeared too often was obviously more interested in self-aggrandisement than in making the best of his business – a point that is still worth bearing in mind today, when the risk of boardroom egomania remains one of the biggest threats to corporate success.  

         His third rule, “Invest in companies whose chairman is less than 5’8” tall”, was a tongue-in-cheek reference to the importance of taking into account the personal characteristics of those running a company when appraising the value of a potential investment. Small men – think Napoleon, think Julius Caesar – tend to be more highly motivated to succeed, or so it is widely believed. (I am not sure there is any definitive evidence on this point, and I suspect this might in fact be a good example of the kind of cognitive bias that behavioural finance experts have done so much to highlight in recent years.) Nevertheless the height – and perhaps also the weight – of board members is a point that the International Accounting Standards Board might usefully consider adding to its list of reporting requirements. (There are plenty of others that are no less silly.) 

         As well as berating the trend towards overly large corporate boards – one insurance company in the 1960s had more than 40 directors – Lawson also highlighted another couple of classic warning signs: “avoid companies who hold their annual meetings at awkward times or in unlikely places” and “avoid companies who have moved into lush new offices”. His best rule though, I have always thought, was the last one: “Bad figures always take longer to add up than good ones”. By this he meant beware of companies whose results come out later than you would except if they were following their normal schedule. It usually means there is something fishy or unpleasant they don’t want to tell you about.  

         You can tell how much mileage there is in that simple rule by the fact that 50 years later it is still one of the favourite lines of another contributor to this collection of professional investor heuristics, Jim Slater of The Zulu Principle fame. (It was Lawson, incidentally, who helped give Mr Slater an early break as an investor by employing him in those far-off days as a columnist for the Sunday Telegraph.) You can find Jim’s own set of rules for picking growth shares later in this book.  

         Another classic list of do’s and don’ts is that created by the Scottish investment trust manager Ian Rushbrook, which has been updated by his colleagues specifically for this book (page 7). Among the many other gems you will find here, I cannot recommend too highly the philosophical insights of Jack Bogle (page 21), the founder of Vanguard, a man who has done more than anyone to make index funds a legitimate and useful contribution to the armoury of the ordinary investor. 

         My own investment rules can be summed up simply: 

         
            	  Most investments are sold hard. Caveat emptor (buyer beware) applies however illustrious the name on the offering document. 

            	  Cost matters. In a low-return environment like today’s, every 1% you pay in fees to a fund manager or advisor comes straight out of the investor’s pocket. Make sure you are getting good return for your money. 

            	  Do your homework. A few good decisions will always trump a lot of indifferent ones.  

         

         No doubt the finicky will always says that there are exceptions to every rule, as indeed there are. Warren Buffett, as in so many things, has laid down a marker for investment rule-making with his simple two-part exhortation: “Rule Number One: don’t lose money. Rule Number Two: don’t forget Rule Number One”. He is entitled to make things sound that easy, as he has the fortune to prove it. The rest of us, whether we agree with all of them or not, can only benefit from reflecting on the heady mixture of insights, truisms and challenges to conventional thinking that make up the content of this book.  

         Happy hunting!  

         
            Jonathan Davis 
         

         
            Jonathan Davis is one of the UK’s leading writers on investment. He is the author of three books about investment, writes a regular column for the Financial Times and is the director of three investment companies.  
         

         
            His website is at 
            www.independent-investor.com
            . 
         

         “The only time I really ever lost money was when I broke my own rules.” 

         – Jesse Livermore 

      

   
      
         Robin Angus, Sebastian Lyon & Ian Rushbrook 
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         IAN RUSHBROOK (top), who died in 2008, was one of the most brilliant and idiosyncratic of a new breed of professional investors who have helped to confirm Edinburgh’s status as an important financial centre in recent years. After a successful career as an investment manager at Ivory & Sime, he took over the running of the investment trust Personal Assets in 1990. His ten rules for investment, co-written with his longstanding colleague ROBIN ANGUS (middle), are a marvellous amalgamation of wisdom, experience and humour.  

         They have been updated for this book by Mr Angus and his colleagues at Personal Assets. Mr Angus is an executive director of Personal Assets. SEBASTIAN LYON (bottom) is the CEO of Troy Asset Management, which is Investment Adviser to Personal Assets. 

         
            www.patplc.co.uk 
         

         
            Do’s and Don’ts From Three Seasoned Investors 

            

               1.  Only invest in companies with growth in revenues per share and avoid companies that ‘grow’ by acquisition 

               
                  CHAIRMEN AND CHIEF executives of companies often see the growth of their empires as being a virtue in itself. So did Napoleon and Hitler. Mere growth in size is of no benefit to shareholders. What is of importance to them is not the total value of a company, but the value of each of the company’s shares. And the value of the shares is determined not by the size of the company as a whole but by revenues, earnings and dividends per share, and their rate of growth.  



               So unless a measure of corporate growth has the words ‘per share’ attached to it, use it with caution. 

            

            

               2.  Avoid highly geared companies like the plague – debt is crippling to management flexibility and corporate growth 

               The financial scrap-heap is piled high with companies which borrowed too much and came unstuck. In running a company, the interests of the shareholders should always be paramount. But if a company is highly geared, this cannot be the case. The interests of the creditors will be paramount. And it isn’t good to rank second, third or fourth in a board’s order of priorities. The lower the debt, the more control the equity owners (i.e. the shareholders) will have – and therefore, in the long term, the higher will be the sustainable value of their shares. 



               And avoid companies with financials clouded by complexities. Management will have much to hide and nothing of benefit to give. 

            

            

               3. Make sure managers act like owners 

               It is important that management understand how value is created – not by issuing equity but by jealously guarding it. We prefer to see genuine share ownership by boards (as we practise at Personal Assets) instead of the ‘heads I win, tails you lose’ game whereby directors and chief executives who have not staked their own capital in the company award themselves share options.  



               Good managers will promote from inside the company and provide smooth handovers to their successors. A chief executive of a corporation should see his role as that of a steward, improving the business in order to hand it on to his successor in better shape. ‘Turnarounds’ of poor businesses by ‘hired guns’ brought in with huge fanfare and at large expense tend to be short-lived. Transforming a poor business into a good one, when this is possible (it isn’t always), takes time and commitment. Managers who are in a hurry often leave a trail of destruction behind them. We always prefer to invest in companies with an absence of change, not constant change. 

            

            

               4. Be wary of slick presentations 

               We like to invest in companies where management presentations remain substantially the same year after year. Constant rebranding and changes to strategy only highlight weak business models. Steer clear of the chief executive who constantly whinges about his share price – sensible management knows that if the business is run well the share price will look after itself. 



            

            

               5.  Invest in companies with a high return on capital employed 

               Avoid highly capital-intensive cyclical businesses. Recovery situations offer borrowed performance – while canny or lucky investors may make money in the short term, someone else will have to give it back eventually, as and when the economic cycle turns down again. No one is clever enough to buy consistently at the bottom and sell at the top. Such companies tend to suck up cash and will come back to shareholders time and again for more, cap in hand and mouthing the same old promises. We want to invest in companies that pay us to own them, because they can consistently generate more cash than they need to maintain the growth of their business. 



            

            

               6. Don’t ignore history 

               While it is right to look forward when investing, many analysts and investors focus too much on the next quarter, or the coming year. Equities are long duration assets. When we buy stocks we consider the outlook for the next decade or more. Will the business remain resilient and will it ‘weigh’ more? Financial performance over the previous ten years is a more important indicator than short-term earnings forecasts. The track record is the company’s CV. It shows both how growth has been financed and how shareholders were rewarded by dividends or buybacks. 



            

            

               7.  That which looks statistically cheap is probably dear and vice versa 

               Cheap stocks are often cheap for a good reason. The market can sniff out low quality earnings and will value them accordingly. A low price earnings ratio (P/E) often indicates not a cheap stock but a low quality business. Great stocks are rarely cheap but can reach reasonable value – which is the time we look to buy them.  



               Be patient. Opportunities will present themselves and, when they do, make them count – buy percentage holdings, not fractions. 

            

            

               8.  If you don’t understand the business, don’t invest in the company 

               Try to think like management. How easy is this company to run? How controllable are costs? How predictable are revenues? Is the management in charge of its own destiny? Investors tend to overpay for excitement and underpay for predictability.  



               Be careful with stocks that are in heavily regulated industries, such as utilities and life assurance companies. These industries are complicated and vulnerable to change beyond their control. 

            

            

               9. Keep portfolio turnover low 

               Constant changes to a portfolio make stockbrokers rich and investors poor. Turnover is a tax on investment returns. Trading stocks too often may cause you to lose sight of the reason you own them. By acting like an owner, rather than a trader, you have more time to monitor holdings.  



               Have a small list of companies that fit your investment criteria, know

            

            

               10. At all costs, avoid permanent capital loss 
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