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INTRODUCTION
¢

This book has a simple message and a simple objective.

The message is: Even if you know nothing about investing and have never
invested a dime, in a matter of weeks you can learn everything you need
to know to invest your money successfully and with confidence. There
is a very good chance that you, on your own, will be able to earn higher
returns on your investments than any investment advisor or professional
money manager can for you because in investing the pros have no par-
ticular advantage; the odds are actually stacked against them. And man-
aging all of your investments successfully on your own will take no more

than a few hours a year.

The objective is: To provide you in one place, in simple, jargon-free lan-
guage and assuming no previous knowledge of investing, all the infor-
mation and tools you will need to accomplish what this book’s message

promises.

Although all of us have to save and invest for the future, almost none of us
gets any formal training in investing. So we all approach investing with a lot
of trepidation, in no small part because from what we see and hear, everything
about investing seems complex. And the investment management community
does its best to preserve and exaggerate that image. Out of fear, we put off
investing for as long as we can and then, after we finally get started, we switch
from one investment book to another, one investment method to another, and
one investment advisor to another. Because we never know for sure what to
expect, we are rarely comfortable with how we manage our investments or feel
satisfied with our investment results. In the meantime, all this switching
around ends up being frustrating, sometimes traumatic, and in almost all cases
detrimental to our financial future because we can never make up for the
money we miss making during the years we wasted in all the trial and error.

Fortunately, it does not have to be this way. There really is one—only one—
proven road to investment success. It is a simple and safe road that anyone
can easily learn to take. There is no question that over a lifetime almost any-
one taking this road would end up accumulating a lot more money with a lot
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Active investing, 19-20, 86-87, 89-91, 243~
244

Advisors, See Professional advisors

Aggressive retirement investing, 125-126

AH, See Anticipation Horizon

Annual draw (retirement), 129-133

Anticipation Horizon (AH), 128-134, 137-140,

144, 268-271
Asset allocation, 23-25, 111-148, 248
and financial planning/investment
management, 113-114
and historical returns on long-term
investments, 115-121
and risks of stocks, 114-115, 122-123
and risk tolerance, 146-147
basic principles of, 23
for aggressive retirement investing, 125-126
for conservative retirement investing, 128—
129
for general needs savings, 140
for moderate-risk retirement investing, 127-
128
for reccommended retirement investing, 129-
138
for retirement investing, 123-138
for specific needs savings, 139-140
for totally safe retirement investing, 125
retirement strategy begun art different ages,
135-138
taxable investments, 140-141
Asset classes, 64, 79
Average tax rate, 171

Back-end load, 159

Bank certificates of deposits (CDs), 18, 70-71,
158, 250

Bear funds, 233

Beating the market, 283-287

Bogle, John, 164-165, 278

Bonds:
buying, 157
corporate, 18, 71
inflation-indexed, 73-76
junk, 73
medium-/long-term, 78-80

Series I Savings Bonds, 19, 27, 76-78, 158, 186

short-term, 71-73
tax-exempt, 75-76
zero-coupon, 293-297
Bond funds, 156-157, 187188
Books, resource, 308
Book Value per Share, 67
Brokers, 206, 209-210
buying funds through, 109
choosing, 162-163
discount, 214
semi-discount, 162
Brokerage accounts, 26-27, 162-169
Brokerage commissions, 162-164
Brokerage houses, 209-210, 213-214
Buffett, Warren, 97
Business magazines, 218-219

Business Week, 219

Buying:
individual stocks, 105-106
mutual funds, 99
on margin, 163, 231-232
options on stocks, 229-230
Series [ Bonds, 77-78
timing of, with stocks, 141-143
TIPS, 74

Capital gains/losses, 28, 171-174
CDs, See Bank certificates of deposits
Collectibles, investing in, 83-84
Companies:

313

evaluating stock worth of, 225-226
market value of, 65
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Companions, See Professional advisors
Compounding, 15-16, 47-55
and inflation rate, 60-61
and interest rates, 49-50
and length of holding period, 50-52
and monthly investment over time, 51-53
and reinvestment of dividends/interest
income, 54
explanation of, 47-49
investment costs, effects on, 152-153
Conflict of interest, 214
Conservative retirement investing, 128-129
Consumer Price Index (CPI) inflation rate, 58—
60
Consumer Price Index for urban consumers
(CPI-U), 74-75
Conviction, investing with, 29, 200-201
Corporate bonds, 18, 71
Costs, minimizing, See Minimizing investment
costs
CPAs (certified public accounts), 212
CPI inflation rate, See Consumer Price Index
inflation rate
CPI-U, See Consumer Price Index for urban
consumers
Credit risk, 72

Day trading, 230-231

Deflation, 58

Discipline, investing with, 29, 201-202
Discount brokers, 214

Distractions, resisting, See Resisting distractions
Distributions, 100, 188-189

Diversification, 21, 92-94, 106

Dividends, 28, 54, 66, 100

Dividend Yield, 68

Draw, annual retirement, 129-133

Earnings per Share (EPS), 67
Employee savings plans, 260-261
choosing index fund for, 109-110
contributing maximum to, 181
fund choices with, 208
passive investing through, 109-110
reviewing performance of, 264
Employer, investing in stock of, 106
EPS (Earnings per Share), 67
Estate taxes, 174-175
Exchange-traded funds (ETFs), 297-298
Exotic investments, 239
Expectations, 194-195. See also Realistic
expectations
Expense ratio, 26, 160

Experts, 8-9, 32, 237-238, 276-277. See also
Professional advisors

Fidelity Investments, 207, 227, 300

Financial advisors, 215
Financial inventory, 257-259
Financial magazines, 208, 209, 218-219

Financial news channels (TV), 217-218

Financial planners, 30, 206, 210-212, 215

Financial planning, 1131 14, 210-211

Fluctuations, market, 33-34

Forbes, 219

Foreign stocks, 290-291

Foreign stock funds, 103, 158

Fortune, 219

401(k) plans, 27, 181, 185

Freelance investment gurus, 216

Front-end load, 159

Funds, combining complementary, 106-107. See
also specific fund types

Fund companies, 30, 109, 207-209, 214-215,
299-300

Future needs, estimating, 258-259

General needs, saving/investing for, 140, 271
Gold, investing in, 83-84
Good companies vs. good stocks, 225-226
Greater fool theory, 222-223
Growth investing, 223-225
Growth stocks, 89
Gurus (investment experts), 216-217
Guru (software), 265-272
and selling stocks, 271-272
asset allocation calculations with, 112
four types of analysis in, 266-267
general needs planning with, 271
hand calculations vs. using, 247-248
inflation rate assumptions in, 268
retirement planning with, 131-138, 268-270
returns on stocks/safe investment assumptions
in, 268
specific needs planning with, 139, 270
tax handling with, 272
timing of money flows in, 267

Historical data, 277-282
on inflation, 58-60
on long-term investment returns, 115-121
on mutual fund performance, 277-282
on Nasdaq Composite performance, 3—6
on real returns by asset class, 79
patterns in, 285
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Hot new funds, 228-229
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jnvestment income, 170
reinyestment of, 54
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[ncome funds, 170

taxes, 170
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index funds
advantages of, 104-105
in taxable accounts, 185-186
investment costs of, 25-26
rax-managed, 186
avings on, 27
ln«;?\:j:al litircmcm accounts (IRAs), 27, 181-
185, 261
rollover, 208
Roth IRAs, 183184
[nflation, 29, 57-63
realistic expectations about, 195-196
Inflation-indexed bonds, 73-76
Inflation protection, 16-19, 57-84
and bank certificates of deposit, 70-71
and bond funds, 157
and collectibles, 8384
and effect of compounding, 60-61
and gold/precious merals, 8384
and inflation-indexed bonds, 73-76
and interest rates, 63
and medium-/long-term bonds, 78-80
and money market funds, 68-70
and real estate, 83
and Series I Savings Bonds, 76-78
and short-term bonds, 71-73
and stocks, 64-68, 78-82
and Treasury inflation-protected securities,
73-76
and unpredictability of inflation rates, 61-62
as serious challenge, 58, 60
primary investment choices for, 6364
safe investments for, 80-81
Institutional investors, 13
Interest income, 28, 54, 170. See also
Compounding
Interest rates, 49-50, 54, 63, 196-197. See also
specific investments
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Internet sites, 310-311
Inventory, financial, 257-259
Investing. See also Passive investing

active, 19-20, 86-87, 89-91, 243-244
defining success in, 12

for retirement, 24-25

four-step process of, 253-255

growth investing, 223-225

in steady regular amounts, 51-52
momentum investing, 222-223
speculating vs., 12, 34

understanding of, 11-12

value investing, 223-225

Investment advisors/managers, 206-207, 211
Investment costs:

expense ratio, 26
ignoring, 237
load, 26
minimizing, See Minimizing investment costs
of active investing, 284-285
of index funds, 22, 25-26, 108
of mutual funds, 25-26, 100
Investment gurus, 216-217
Investment income, 170
Investment management community, 8-9, 30—
31, 212-213
Investment management process, 113-114
Investment methods:
evaluation of, 276-277
experimenting with, 238
Only Proven Road vs. other methods, 31-32
relying on prediction in, 9
research on, 13
simplicity in, 14-15
Investment newsletters, 310
Investment plans, 247-255
and four-step investing process, 253-255
assets in, 248
creating, 259-260
long-term, 235-236
safe assets in, 249-250
stocks in, 250-252
strategy for, 252-253
taxable/rax-deferred accounts in, 248
IRAs, See Individual retirement accounts

Junk bonds, 73
Keogh plans, 184-185
Large cap stocks, 88

Large cap stock funds, 150-155
Life insurance products as investments, 189-190
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Load, 159-160

Load funds, 26

Loans, paying off, 254
Long-term bonds, 79-80
Long-term interest rate, 196-197

Magazines, 208, 209, 218-219, 309
Mainstream investment gurus, 216-217
Managing investments, 30-31, 66, 113-114
Margin, buying on, 163, 231-232
Marginal tax rate, 171
Marker:
beating the, 283-287
fluctuacions in, 33-34, 97-98, 236
investing in, 32
measures of depression/euphoria in, 144-146
overvaluation of, 142
Market impact costs, 160-161
Marker timing, 20, 87-88, 144, 238
Market value of companies, 65
Market-value weighting, 22
Medium-term bonds, 79-80
Methods, See Investment methods
MHP, See Minimum holding period
Minimizing investment costs, 25-27, 149-166
and types of investment costs, 149-150
and types of mutual funds costs, 159-162
by avoiding growing ongoing costs, 154-155
results of, 150-154
with bank certificates of deposits, 158
with bond funds, 156-157
with brokerage commissions, 162-164
with money market funds, 157
with Series I Savings Bonds, 158
Minimum holding period (MHP), 140, 271
Moderate-risk retirement investing, 127-128
Momentum investing, 222-223
Money, 219
Money market deposits, 69
Money market funds, 249
and inflation protection, 68-70
investment costs with, 157
real returns on, 18
recommended, 300-301
tax-exempt, 187
treasuries-only, 187
Monthly savings, estimating, 258
Moody’s, 72
Morningstar rating system, 282-283, 309-310
Municipal securities, 75
Mutual funds, 98-100. See also Index funds
actively vs. passively managed, 99
costs associated with, 159-162

dividend/interest reinvestment option with,
54
historical performance of, 277-282
investment costs of, 25-26
Mutual fund companies, 206, 214-215

Nasdaq Composite, 3-6

Net asset value (NAV), 99-100
Newsletters, investment, 310
Newspapers, 309

Nominal returns, 16, 62, 121

Ongoing costs, 154-155
Only Proven Road to Investment Success, 11—
34. See also specific topics
and definition of investing, 11-12
and market fluctuations, 33-34
and success in investing, 12
implementation of, 257-264
investment plan, creating a, 259-260
making investments, 260-262
other methods vs., 31-32
research support for, 13
reviewing progress/making adjustments, 262~
264
rules of, 14-31. See also specific topics
Opportunistic selling, 24, 144-146
Options on stocks, 229-230
Ordinary income, 170

Passive investing, 19-23, 85-110
active investing vs., 86-87, 89-91
and advantages of index funds, 104105
and diversification, 92-94
and holding stocks long-term, 94-97
and markert fluctuations, 97-98
and risk reduction, 92
by buying individual stocks, 105-106
by combining complementary funds, 106-
107
in stock index funds, 101-104, 107-109
through employee retirement plans, 109-110
through index mutual funds, 98-100
Patience, investing with, 30, 202-203
Payroll taxes, 170
P/B Ratio, See Price to Book Value Ratio
PEG (Price Earnings to Growth) Ratio, 68
P/E ratio, See Price to Earnings Ratio
Performance:
long-term study of, 32
predicting, 9
review of, 263-264
Personal financial specialists (PES), 212
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Potholes, 235—.’..?‘) i
Precious metals, investing in, 8384
Predictions, 9, 275-287 |
about future market behavior, 122-123
and beating the market, 283-287
and evaluation of experts/methods, 276-277
and historical performance data, 277-282
and Morningstar rating system, 282-283
and Nasdaq composite performance, 3-6
of inflation, 61-62
rechnology stocks, 6-8

Pretax contributions, 178-179

Prices:
of stock, 65-66
of stock index funds, 104
of TIPS, 74
Price Earnings to Growth (PEG) Ratio, 68
Price to Book Value (P/B) Ratio, 68, 89
Price to Earnings (P/E) Ratio, 67-68, 89, 145
Professional advisors, 30-31, 205-219
and investment management community,
212-213
brokerage houses/brokers, 209-210, 213-214
evaluating, 276-277
financial advisors, 215
financial/business magazines, 218-219
financial news channels (TV), 217-218
financial planners, 210-212
fund companies, 207-209, 214-215
investment gurus, 216-217
mutual fund companies, 214-215
tax advisors, 212
three categories of, 206-207
Prospectuses, 26
Psychological factors of investing, 29-30, 199~
204
conviction, 200-201
discipline, 201-202
patience, 202-203
risk-taking, 203-204

Rarings, bond, 72-73
Rating system, Morningstar, 282-283, 309-310
Real estate investments, 83
Real estate investment trusts (REITs), 83, 291-
293
Realistic expectations, 28-29, 193-198
abour improving investment returns, 194
about inflation, 195-196
about interest rates, 196-197
about stock marker returns, 28, 197
and avoidance of recency, 195

-

Index ¢ 317

Realized capital gain/loss, 172

Real returns, 16, 28-29, 62, 95-96, 121
Recency, avoiding, 195 j
Redemprion fees, 161, 162

REITS, See Real estate investment trysts
Rescarch, investment, 13

Resisting distractions, 31, 221-234
bear funds, 233
buying on margin, 231-23,
day trading, 230-23}
good companies vs, good stocks, 225-226
growth/value investing, 223-225
hot new funds, 228-229
momentum investing, 222-223
options on stocks, 229-230
sector funds, 227-228
short selling, 232-233
Resources, 307-311
Retirement accounts, tax-deferred, 27
Retirement investing, 24-25
aggressive strategy for, 125-126
begun ac different ages, 135-138
conservative strategy for, 128-129
creating a portfolio for, 107
moderate-risk strategy for, 127~128
recommended strategy for, 129-138
totally safe strategy for, 125
with Guru, 268-270
Returns: ;‘
actual vs. assumed, 262-263 '
and length of time stocks are held, 24 J
Guru assumprions about, 268 ; !
limits on, 12 {
nominal, 16, 62 !
real, 16, 28-29, 62 |
realistic expectations abour, 28, 194, 197 !
Reviewing progress, 262-264 :
Risk(s), 12. See also Inflation protection {
and holding time of stocks, 23-24, 94-97
bond’s interest rate risk, 72 '
credic, 72
diversification and reducrion in, 92-94
fear of, 236
levels of, 12
near end of investment period, 120, 122
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taking only affordable, 203-204
tolerance vs. appetite for, 146-147
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Rollover IRAs, 208
Roth IRAs, 183-184
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Rules of investment success, 14-31, 37, 38. See
also specific topics
asset allocation, 23-25
compounding, 15-16
inflation protection, 16-19
minimizing investment costs, 25-27
passive investing, 19-23
professional advice, 30-31
psychological factors of investing, 29-30
realistic expecrations, 28-29
resisting distractions, 31
simplicity, 14-15
tax reduction/delay, 27-28
Russell 1000 Index Fund, 22, 102, 103, 108,
186, 251
Russell 2000 Index Funds, 102, 103, 108
Russell 3000 index, 251

Safe investments, 18-19
and inflation protection, 80-81
choosing appropriate, 81
comparison of, 305-306
in investment plans, 249-250
real returns from, 16
reviewing performance of, 263-264
tax efficiency with, 177
Sales commissions, 159-160
Sector funds, 227-228
Security Horizon (SH), 127-132, 134, 137,
138, 268-270, 272
Selling:
by mutual funds, 99
opportunistic, 24, 144-146
short, 232-233
timing of, with stocks, 23, 143-146
TIPS, 74
Series I Savings Bonds (I Bonds), 76-78, 250
investment costs with, 158
real returns on, 19
tax efficiency of, 177
tax reduction/delay with, 27, 186
SH, See Security Horizon
Shares, stock, 65
Shorr selling, 232-233
Short-term bond funds, 71, 250
real returns on, 18
recommended, 301
tax-exempt vs. corporate, 18
Short-term bonds, 71-73
Short-term interest rate, 196-197
Short-term investments, 21
Simplicity, 14-15, 3945
Simulated index funds, 251-252
Siren songs, See Resisting distractions

Small cap stocks, 88
Small cap stock funds, 158
Smart Money, 208, 209, 219
Software, See Guru (software)
Specific needs, saving for, 139-140, 270
Speculating, investing vs., 12, 34
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Spread, 160161
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101-102, 108, 186, 251, 278, 279, 281
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69
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71
Stocks, 241-244. See also specific topics
active investing in, 243-244
amount to invest in, 111-112, 147, 236
and inflation protection, 6468, 78-82
as cornerstone of portfolio, 17-18
buying individual, 105-106, 252
determining price of, 65-66
growth vs. value, 89
Guru and selling of, 271-272
in investment plans, 250-252
long-term investment in, 23
measures used with, 67-68
moving, to index funds, 254
options on, 229-230
passive investments in, 20-23
predicting performance of, 9
real returns from, 16
small vs. large cap, 88
technology, 3-8
when to buy, 141-143
when to sell, 23, 143-146
Stock funds, 150-155, 161
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investment, 252-253
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Tax advisors, 30, 169, 206, 212
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bonds, 75-76
money market funds, 69, 187
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being oblivious to, 238-239
changes in law, 169-170, 175
investments, taxable, 140-141, 261-262
with index funds, 22, 108
Tax-managed index funds, 186
Tax rates, 171
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Technology stocks, 3-8
Television, financial news on, 217-218, 284
Timing;

for buying stocks, 141-143

for holding stocks, 23-24

for selling stocks, 23-24, 143-14¢

of marker, 20, 87-88, 238

of money flows in Guru, 267
TIPS, See Treasury inflation-protected securities
Tips, acting on, 239
Torally safe retirement investing, 125
Toral Markert Index Fund, 22, 102, 108
Transaction costs, 160
Treasuries-only money market funds, 187
Treasury inflation-protected securities (TIPS),

18-19, 73-76, 157, 190, 250

Unrealized capital gain/loss, 171, 189

Value investing, 223-225
Value stocks, 89
Vanguard funds, 207, 247
Capiral Appreciation Portfolio, 186
Extended Marker Fund, 108
Extended Market Index Fund, 251
500 Index Fund, 251
Inflation-Protected Securities Fund, 74, 157
250
money market, 300-301
Prime Money Market Fund, 249
Short-Term Bond Index Fund, 250
short-term bonds, 301
Short-Term Corporate Fund, 250
Short-Term Tax-Exempt Fund, 250
Small-Cap Index Fund, 251
stock index, 301-304
Tax-Managed Capital Appreciation Fund,
251
Tax-Managed Fund, 186
Tax-Managed Growth and Income Fund, 251
Toral Stock Marker Index Fund, 251
Treasury Money Market Fund, 249
Vanguard Group, 164-165, 299, 300

y

Wilshire 5000 Total Market Index Fund, 102,
108, 278, 280, 281
Withdrawals:
during retirement, 129-133
from IRAs, 182, 184
Wrap accounts, 27, 214

Yield, Dividend, 68

Zero-coupon bonds, 293-297



