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BUFFETT'S SIMPLE INVESTING ADVICE

MAGINE paying US$19 mil-

lion for lunch. And someone

paid that amount to have
Junch with Warren Buffett.

He is the legendary 91-year-old
highly successful fundamental
investor of our time. He is chair-
man and chief executive officer
of Berkshire Hathaway Inc.

Such lunches have been an an-
nual feature in Buffett’s diary, ex-
cept for 2020 and last year due to
the Covid-19 pandemic.

The previous amount paid for
lunch with Buffett was US$4.57
million in 2019. These annual
pleasures to have lunch with Buf-
fett are bid for and the proceeds
go to charity.

There have been 20 such lunch-
es to date and this year will be the
21st and final one, hence the
record-breaking offer.

This yeat’s winner will dine
with seven other guests at a
steakhouse in Manhattan, It will
be a sit-down lunch as guests try
to glean words of wisdom and
thoughts from Buffett.

* The Oracle of Omaha’s eating
habits have been the subject of
many Infernet articles, and for a
good reason.

Buffett: famously loves junk
food, preferring hamburgers, hot
dogs, Cherry Coke and McDon-
ald’s to high-end cuisine.

He has a treasure-trove of wis-
dom and guidance for stock mar-
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ket investots.

There have been several books
written about him and his invest-
ment philosophies, methodolo-
gies and approach that any fun-
damental investor will find use-
ful.

Five points of the simple advice
given by Buffett should find their
way into the thought process of
minority shareholdetrs.

First, do not invest in some-
thing that you do not under-
stand. The business model must
be clear. How the company op-
erates must be clear. What ex-
dctly a company does and how it
does it must be clear. How the
process translates to money must
be clear. -

It is all about clarity of the busi-
ness. If you are not clear-about
these things, then you have no
right investing in it.

It is best to avoid making the
investment. There is a sound ba-

sis for this advice; why invest in
something that you do not know?

As part owner of the company,
why own something that you do
not understand?

Such investing is something
that Buffett cannot comprehend.
And neither should we invest in
something that we cannot com-
prehend.

Second, do not deal with some-
one you do not trust. As stated
earlier, a shareholder is partown-
er of the company. The share-
holder has delegated his interests
and financial wellbeing to the
board and management of the
company.

The shareholder must ask the
pertinent question: do I trust the
board and management of the
company? You should not entrust
your hard-earned money with
those you do not trust — simple
logic.

The trust question needs to be
asked and answered before mak-
ing an investment.

Throughout the tenure of your.

investment, you need to consis-
tently ask the same questions as
material events unfold. It is in-
herent and perfectly normal to
trust but do validate by asking the
pertinent question every now
and then.

Thirdly, do not buy a stock un-
lessyou think itisundervalued —
the so-called margin of safety.

The difference between the
market price and your idea of
what the stock is worth (your in-
trinsic value of the stock) gives
the margin of safety.

The greater the market offers a
discount to your intrinsic value,
the greater the screaming buy.
Malaysians should be reasonably
good at this as we love a good
bargain and are always in search
of such. :

But the challenge is in arriving
at the intrinsic value. To do this,
we must have a robust method-
ology of valuing the future price
of a stock. And there is no one
fool-proof methodology out
there.

But methodologies do share

some common features. Even
then things can go wrong. Wel-
come to the world of market risk.
The world of uncertainty. More of
this later.
_Fourth, a drop in share price
may be an opportunity to buy.
But again, this must be done in
reference to the intrinsic value.
Past share prices per se are his-
tory. We invest based on prospec-
tive prices. Markets do not re-
member history.

They only react to current
events and on what they antic-
ipate future events to be like. For
the fundamental investor, past
highs and'lows of share prices are
generally meaningless.

Focus on what the intrinsic fu-
ture value of the share price will
be like. A fundamental but irrel-
evant fixation of minority share-
holders is the price paid for the
share.

The price paid becomes mean-
ingless as soon as we have paid
for it.

From then on, the market will
determine the share price based
on the company’s performarnce,
prospects and external events.
These are the things that will de-
termine the intrinsic value.

And lastly, the future is filled
with uncertainty. The future is
never clear.

The best-laid plans can turn
awry. There is a Yiddish expres-
sion that states, “man plans and
God laughs”. .

As we plan our days and lives
and our investments, we realise
that God ot the universe or what-
ever we call the higher power has
another plan forus.

In the stock market, this om-
nipresent element of uncertainty
must be acknowledged as a nec-
essary backdrop against which
investors invest.

Again, we should be mindful of
the truism that the greater the
risk, the greater the return.

The writer is chief executive officer of
Minority Shareholders Watch Group




