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Investing in the stock market, lesson for beginners

th

t is advised that before you

proceed in investing in shares

you must consider map-

ping out your “action plan”

towards your journey of suc-
cess. In this article I will share a few
suggestions for the beginners and
the less sophisticated investors on
shares and/or portfolio manage-
ment.

The first thing to consider in
deciding whether you are ready to
invest in shares or bonds or units is
to look at your current financial cir-
cumstances. Some people have some
form of investment goals, which are
a good start, but then there is a need
to see if one can afford the invest-
ment required to realize the invest-
ment goals. In other words, one
would need to determine if, upon
deliberate planning efforts, there
is cash that could be allocated into
investment in shares.
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To achieve the above objective,
one would need to construct their
personal balance sheet and cash
flows and seek answers to some
important questions that will assist
you to see where you stand.

For instance, it is only when you
have paid off your short-term obliga-
tions (especially if they attract inter-
est) and paid for all your important
expenses and still you have income
savings should you consider invest-
ing in shares.

This means, the first thing you
need to consider, is to settle your
expenses and pay-off your out-
standing debts. This is not nec-
essarily a rule but it is a prudent
advice because if you have debts that
costs you say 15 percent in inter-
est expenses per annum and if you
invest in shares, and your shares
investment is growing at more than
15 percent per annum and that, at
some stage you can sell the share to
repay the debts and still remain with
some profits, you are then doing
very well, but this is often difficult
to achieve and thus it is advisable,
or rather recommended, for you to
take a simple approach, which says
invest your savings, do not borrow
or get into debts trying to make an
investment in shares — because the
whole investment process may turn

into a speculation game.

There are some individuals who
we may all know of them, who pur-
sue this approach constantly espe-
cially during Initial Public Offerings
(IPOs) -- where they borrow from
banks with the speculative motives
that after the IPO share prices will
go up and project that they will be
able to liquidate their investment in
shares, pay off the debt and retain
some profits.

But in some cases the outcome
has been the disappointing one, and
a frustrating experience for some of
them.

So, the first step is to look at your
current financial position, ie., your
personal income, your cash flows,
and balance sheet.

Having done that, you need also
to have a closer look at your atti-
tude towards risk — are you naturally
good in taking risks or are you natu-
rally a risk averse. This will help you
see where you would like to be in the
future.

So, what kind of things do you
need to look at to see where you
are now? Here are some points you
need to consider:

* Age and time remaining before
retirement — how much time do you
have to achieve your goals?

* Occupation and employment
status — do you have job security and
a reliable income, or are you self-
employed or a pensioner?

« Standard of living - what are

your ongoing requirements for an
enjoyable standard of living, includ-
ing personal belongings, holidays,
and luxury (entertainment) items?
Are you comfortable now? Are you
able to budget?

* Family and dependents - do you
wish to provide for your children
and dependents’ education or for
other needs?

» Need for financial independence
- doyouhave astrong need for finan-
cial independence and don’t wish to
rely on a pension upon retirement?
Note that financial independence
is achieved when you have enough
wealth to live on without working -
ie. financially independent people
have assets that generate income
that is at least equal to their expens-
es.
« Control personal financies — how
much control do you like to have in
managing your financial situation?

* Insurance — do you have ade-
quate insurance against risks to your
property, possessions, income, and
wellbeing?

1 suggest you speak to a financial
advisor/stockbrokers/fund manag-
er to assess, i.e., if youdo not have the
objectivity or knowledge to do so.

Funding your share investment

If youre going to invest money
in shares, the first thing you need
is, say with me: money! Where is
that money going to come from.
For many investors, re-allocating

their investments and assets does
the trick. Reallocating simply means
selling some investments or other
assets and reinvesting that money
into shares.

It boils down to deciding what
investment or asset you should sell.
Generally, you want to consider
those investments and assets that
give you a low return on your mon-
ey. Re-allocation is only part of the
answer; your cash flow is the other
part.

Your cash flow refers to what mon-
ey is coming in (income) and what
money is being spent (outflows).
The result is either a positive cash
flow or a negative cash flow, depend-
ing on your cash management skills.
Maintaining positive cash flow helps
to increase your net worth.

In the mix of it, it is important that
you set the right expectations and
learn what to expect from the stock
market, learn to evaluate and ana-
lyze businesses that you intend to
invest into. Most of these informa-
tion and data can be obtained from
the companies’ published financial
statements; also, company news
and releases might assist. Historical
precedents and information related
into it are also aspects to consider.
Why? Because in the stock market,
history tends to repeat itself.
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