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welcome to the world of shares

You may well have thought about becoming an investor in shares, but
been put off by the apparent complexity of the stock market, by the risks
involved, or simply because you don’t know where to start.

We aim to take the mystique and jargon out of investing, whilst making
you fully aware of all the factors you should consider before taking the
plunge.

With any type of investment there are risks as well as rewards. This guide
will give you the basic information you need about share ownership, so
you can make an informed decision. You’'ll find many other useful
resources on our website, and we are available on the phone if you have
guestions you’d like answered in person.
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What is a share?

Most businesses start out as private companies. In other words they are
owned by the people who set them up, by families, or by a group of
backers. And many businesses stay in private hands, sometimes for
generations or even centuries.

Often companies will be looking to raise significant amounts of capital in
order to expand, or the owners may want to realise some of the value
they have built up in the business. At that point they have the option of
floating on the stock market.

Put very simply, in a flotation, outside investors are given the
opportunity to buy a share of the business. Shares are also known as
equities, and the two terms are often used interchangeably.

When a company floats on the stock market the shares will be sold at a
certain price, which represents the value placed on the business. So if
100 million shares are issued in United Conglomerates at a price of Php20
per share, then the business is valued at Php2 billion.
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Who can buy shares?

There are two broad categories of shareholder — institutional investors
and private investors.

Institutional investors are companies whose purpose is to invest in other
companies. They include pension companies, who invest the money built
up in employees’ pension schemes, and fund managers, who run
investment schemes such as unit trusts or investment trusts. It's quite
likely that you are already investing indirectly in the stock market,
through one of these institutions.

Institutional investors own by far the biggest proportion of shares that
are in the market. By selling or buying a stake in a company they can
dramatically influence its share price, and they will often also express
their opinion on how the business is being run.

Private investors are individual shareholders. There are a great many of
them (around 563,000 at the latest estimate), but they don’t make up a
large percentage of the value of the market. Sometimes employees can
buy shares in the company they work for. Some people own shares that
they have inherited from a relation.

New share flotations are generally only available to institutional
investors in the first instance. Once the share issue is complete, then
private investors have the opportunity to trade the shares on the market.
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What rights does share ownership give me?

Share ownership means exactly what the name suggests: you own a
share of that business. This gives you, theoretically at least, a say in how
the business is managed. And it certainly gives you an entitlement to
share the business’s profits and success.

In reality, someone who owns a small fraction of the business is unlikely
to be listened to very keenly by the company’s management. Whereas a
pension fund with a 20% stake can expect the firm’s undivided attention.

The main opportunity for small shareholders to express their views is at
the Annual General Meeting. Individuals giving forthright opinions from
the floor of the meeting about, for example, the level of Directors’
remuneration may cause the Board a few minutes’ discomfort, but
probably won’t make a difference in the long term. Though occasionally
a small shareholders’ revolt can attract sufficient support to influence
company policy.
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What are the benefits?

As we mentioned earlier, as an owner of the business you are entitled to
share in both the profits and the growth of the business. There are two
main ways this happens.

Dividends

When a company makes a profit, the management will decide what
proportion of that profit should be retained in the business, and how
much should be distributed to the shareholders — that’s you.

Dividends are generally paid six-monthly, however some pay quarterly.
The level of dividend in relation to the share price is known as the yield.
So if a company’s shares are trading at Php100, and the dividend for the
year is Php3, then the yield is 3%.

Capital growth

The other reason people invest in shares is in the hope that they will go
up in price. As a company grows and becomes more profitable, then its
share price should rise. Though if it falls on hard times, of course, the
price will fall.
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As a rule of thumb, younger, growing businesses are likely to have lower
profits, and re-invest what profits they do have back into the business to
keep it growing. So they may pay little or no dividend, but the potential
for the share price to rise as the business expands is considerable.

A bigger, more mature business, on the other hand, may have less scope
for dramatic growth, but offer a steady, reliable stream of significant
profits, which can be paid out in the form of handsome dividends. The
potential for dramatic price rises may be less, but hopefully so will be the
potential for sharp falls.

It’s up to you to decide whether you are looking for a steady income from
your investments, or if capital growth is your goal. If it’s the latter, then
you should always bear in mind that investing is a long-term business,
and you should be prepared to tie up your money for a number of years.
There are few things worse than deciding you need access to your capital
for some other purpose, and finding that you will have to sell at a loss.

PSE Trading Participant; SCCP and SIPF Member
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And what are the pitfalls?

It’s important to understand the difference between saving and
investing.

When you put your money in a deposit or savings account, you know you
will be getting a certain level of return. What’s more, your capital is safe
— always assuming the company you save with does not go out of
business, and even then deposits are guaranteed by the government up
to a fairly generous limit. Putting money aside in a savings account is a
sensible way to save for short-term goals like a holiday, or to cover you
for a rainy day.

The drawback of saving is that your money is very unlikely to grow at a
rate that will keep up with inflation. So although your balance is growing,
in real terms it is shrinking.

As we have seen, share ownership offers potential both for income and
for healthy capital growth. However, nothing is ever certain in business.
The small companies that appear to offer the potential for rapid growth
can also crash and burn, and as has been demonstrated over recent years
even the most apparently strong and stable companies can fall
dramatically in value, or even fail entirely.

If predicting the future fate of businesses was easy, then there would be
a lot more people living a life of luxury on private islands somewhere
exotic!
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How can | protect myself against disaster?

There are a number of ways you can reduce the likelihood of serious
losses.

The first and most obvious is to spread your investments across a broad
range of companies and sectors. It may be something of a cliché to talk
about not having all your eggs in one basket, but that’s because it makes
a lot of sense.

Certain sectors can become extremely fashionable, as happened with
the dotcom boom of the late 1990s. But when it became apparent that
the only skill many of these start-ups had was losing large amounts of
money, they fell out of favour just as fast, and their share prices fell
through the floor too.

Among the many wise sayings of Warren Buffett, “the Sage of Omaha”
and one of the most successful investors of all time, is “Never invest in a
business you cannot understand”. That may sound obvious, but it’s all
too easy to get caught up in the hype surrounding the latest fad. Buffett
was widely criticised for not investing in dotcom businesses, and
apparently thereby missing out on big gains. But he couldn’t see how
most of these companies were going to make money, and subsequent
events proved him right.
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Trust your instincts

You may not be — or indeed want to be — a dedicated follower of stock
market news, or reader of company reports. But the fortunes of
companies are closely linked to what is going on out in the real world, so
a lot of useful information can be gleaned simply by keeping your eyes
open. Does one particular store on the high street seem to be doing
particularly well? Are all your friends raving about the appeal of buying
from a new website?

To quote Warren Buffett again: “Why not invest your assets in the
companies you really like?

PSE Trading Participant; SCCP and SIPF Member
www.ibgsecurities.com +632 667 3472



m | B Gimenez Securities

Buying and selling shares

It’s often assumed that to trade on the stockmarket you have to have
lots of experience and loads of money. In fact you can start with quite a
modest amount, and with the right support and advice you can build up
your experience as you go. Another way to start is by joining an
investment club, where you share the risk and learn from each other.

In practical terms it’s never been easier to buy and sell shares. Especially
with firms like IB Gimenez Securities that specialise in looking after
private investors. We offer you the option of trading by telephone, over
the internet or by post.

To purchase shares, you simply tell your broker how many shares you
want to buy, or how much money you wish to invest. Your order could
be ‘at best’” — the best price available now — or you can specify a price
limit above which you don’t want to buy.

The same applies when selling your shares: you can either sell ‘at best’,
or set a minimum price you’d accept.

The market’s trading hours are 09:30 to 15:30, Monday to Friday,
excluding National Holidays.
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What does a share look like?

Nowadays paper certificates are a rarity. If you own the shares directly
the details will probably be held by the company registrar. If you invest
through a stockbroker such then your shares will be held by them in a
nominee account on your behalf. Not having a paper certificate removes
the worry of it being lost or stolen, and also means you don’t have to
physically send in the certificate when you come to sell the shares.

When should | sell?

There’s an old adage that “No one ever went bust taking a profit”. It’s
almost impossible to time things so you sell out exactly at the top of the
market, so you shouldn’t lose sleep trying. One option is to set a target
price at which you’d be prepared to sell.

Another strategy is top-slicing. This involves selling sufficient shares to
recoup your initial investment, whilst leaving the gains invested with the
hope that the share price will continue to rise.
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How much does it cost?

There are three categories of costs when it comes to buying and selling
shares.

Taxes

All sales in the Philippines are taxed with a 0.5% Stock Transaction Tax of
the transaction amount. A 12% Value Added Tax is applied to the brokers
commissions.

Levies

All share purchases and sales are subject to a Philippine Stock Exchange
Transaction Fee of 1/200 of 1% of the transaction amount and a Clearing
Fee of 0.01% of the transaction amount.

Dealing Commission

Investors pay stockbrokers a commission for carrying out their sale or
purchase. Using IBGonline, the commission is 0.25% of the transaction
amount (the lowest in the market). If the trade is conducted directly
through one of our brokers, a slightly higher charge is applied, typically
0.5% of the transaction amount.
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| B Gimenez Securites, Inc.

Suite 2703-A East Tower
PSE Center

Exchange Road

Ortigas Centre

Pasig City 1605

Tel :+632667 3472
Fax :+4632 667 3072

www.ibgsecurities.com

Investors please contact

Investor Services
+632 667 3472
office@ibgsecurities.com
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