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 However, it is

* important to
recognise that
investing always
carries some
degree of risk,
and thorough
analysis and
ongoing
monitoring are
essential for
successful
investing. -

" KEY INVESTING CONCEPT

CONSIDER MARGIN OF SAFE

N investing, the margin of
safety -is often assdcxated_

with the value investing ap-

proach, popularised by Ben-

jamin Graham and Warren Buf-

fett. The core principle of value

_ investing' is to buy securities

when they are priced below their
intrinsic value.

The difference between thp in-
trinsic value and market price -
provides a built-in margin of
safety — a degree of safety or
cushion available to an investor.

The margin of safety provides
protection against potential loss-

~_es and serves as a buffer against

unexpected market fluctuations
or unfavourable circumstances.
This approach aims to protect in-
vestors from potential downside
risks and provides room for error
or unforeseen events.

To understand the margin of
safety, one must first understand
the concept of intrinsic value. -

Intrinsic value
Also known as fundamental
value, an intrinsic value is the

perceived or calculated value of a .

company based on its underlying
characteristics, financial perfor-

mance and future cash flows. Itis.
the true or fair value of the com-

pany or its shares, independent
of its market price.
Accordmg to the words of Buf-

fett, “Price is what you pay, value ;

is what you get”. -

The intrinsic value of an invest-

ment is determined by analysing
various factors, such as the com-
pany’s financial statements,
earnings potential, growth

prospects, competitive advan-

tage, industry conditions and

macroeconomic factors.
Different valuation methods

“can be useq to estimate the in-

trinsic value. -

We should all have a method-
ology for investing, a checklist of

sorts. And we must stay true to
our methodology. Tweak the
methodology by all means, but
stay true to the process.

It is important to note that in-

trinsic value is subjective and can
vary depending on the assump-

tions and inputs-used in the val-
uation process. Analysts or in-

vestors may arrive at different es-

timates of intrinsic value based
on their perspectxves and
methodologies.

Additionally, market prices
may not always reflect intrinsic
value due to factors, such as in-

vestor sentiment, market ineffi-

ciencies or short-term fluctua-
tions.

The concept of intrinsic value is
deely used in fundamiental anal-
ysis, which is an approach to in-
vesting that focuses on evaluat-
ing the underlying value and fi-
nancial health of a company or
asset. .

‘By comparing the intrinsic val-
ue with the market price, in-
vestors can identify potential in-
vestment opportunities where
the marKket price is lower than the
estimated intrinsic value, indi-
cating a potential undervalua-
tion. :

In summary, intrinsic value
represents a company’s true or

characteristics. It is estimated pau:ment and mcrease {heu'
"~ chances of generatmg satisfacto-
Ty returns.

through various valuation meth-

- ods and serves as a reference

point for investors to assess po-
tential investment opportuni-
ties. ;

Margin of safety o &
The margin of safety can be cal-

‘culated in different ‘ways, de-

pending on the specific invest-

While the margm of safety isa
widely recognised concept in in-
vesting, it is important to note

~ thatitisnota fool-proof strategy

ment or valuation method bemgu-

used.

One common method is to cal-
culate the margin of safety as a
percentage, by dividing the dif-
ference between the intrinsic val-
ue and the market price by the
intrinsic value and multiplying
by 100.

For example, if a stock’s intrin-
sic value is estimated at RM10
and its market price is RM8, the
margin of safety would be 20 per
cent (RM2/RM10 x100).

All value investors need to un-
derstand that the margin of safe-
ty is only an estimate of a stock’s

- risk and profit potentlal

Buffett likes a margin of safety

of over 30 per cent, meaning the

stock price could drop by 30 per
cent, and he would still not lose
money. -

Another way to conceptuahse
the margin of safety is by com-
paring it to a safety net. Justas a

_ safety net provides a cushion to

protect someone from falling, the
margin of safety provides a cush-
ion to protect investors from po-
tential losses.

By investing with a margm of

-safety, investors aim to reduce
fair value based on its underlymg

the risk of permanent capxtal im-

- forsuccess.

It was economist John May-
nard Keynes who reminded us
that “markets can remain irra-
tional longer than you can re-
main solvent”.

Market conditions and investor
sentiment can change, and even

‘investments made with a margin

of safety can incur losses. There-
fore, thorough analysis, careful

‘consideration of risks and ongo-

ing monitoring of investments
are crucial for successful long-

term mvestmg

In conclusion, the margm of
safety is a key concept in invest-
ing that provides a measure of
protection against potential loss-
es. It represents the difference
between an investment’s intrin-
sic value and market price and
acts as a cushion or buffer against
unforeseen circumstances.

By investing with a margin of
safety, investors minimise risk

_and increase the likelihood of

achieving satisfactory returns. -

However, it is important to
recognise that investing always
carries some degree of risk, and
thorough analysis and ongoing
monitoring are essential for suc-
cessful investing.
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