Building, Optimizing and Maintaining a Portfolio:g&nda

Purpose/Goal: Review and implement techniques ssstlin the May 06
Computerized Investing seminar on a portfolio.

A $100K portfolio created from stocks from the Zgiscreen run on
1/31/03 (Zweig0302) is used to illustrate the cqis@nd process.
Major topics include:

Controlling Volatility using RiskGrades + Buy & Hold Results: Equal, RG, SD
(RG) weighted

Position Sizing based on RG volatility Selling: The Stop Loss Spread Sheet
Trailing Stops based on RG volatility New Stocks: The Zweig0303 Candidates

The Zweig0302 Screen ¢ New Stocks: The Purchasing Spread Sheet
Finding RG Values ¢ Homework ()
Portfolio Initialization: Equal Weighted ¢ SS questions (time permitting)

Portfolio Initialization: RG Weighted « Appendices (reference only)
Portfolio Initialization: SD Weighted
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Controlling Volatility using RiskGradefl)

» The Zweig0302 portfolio uses RiskGrades (RG) as th
measure of stock and portfolio volatility
— The goal is to have the Zweig0302 portfolio RCbhbw the RG
of the IWM and as near as possible to the SPY
» Candidate stocks use RiskGrades in 2 ways :

— To determine the trailing stop and position s&®ifvested) if the
stock were to be added to the portfolio

— To minimize portfolio RG when adding stocks to goetfolio
» This means only adding stocks thadintain or reduce portfolio RG
» Alternative measures of risk:
— Standard deviation, semi-standard deviation, AERS,

— RG used since convenient; RG site provides margigagcharts
useful for review and analysis; AAIl uses RG
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Homework

What is standard deviation, semi-standard deviaimhAverage True Range
(ATR)? (Note: Not looking for the equations - jassense of what they measure)



Controlling Volatility using RiskGrades (2)

What is a FiskGradeTH V] 7 .
e P How Do We Calculate a Riskgrade™ Measure?
The Benchmark for Measuring Finandal Risk Caleulating the RiskCrrade T Ieasre is 8 two-step process.
& RiskGradeT™ Ieasure iz an open and transpatent benchimark to First. we caleulate how much variation there is in
tneasure the rigk of the world's finaneial assets. ihe asset's price, making the most recent Mistory
& FiskCrade T Measme: miote irportant than outdated cheervations.
allows for 2 comparison of investment risk acoss Second, we compare the asset’s volatility to the
all asset classes, regions, and currencies. volatility of a hasket of global equities. The ratio
. . . . of these volatilities 1esults is a RiskiGradeTd
varies over time 1o reflect asset specific infornation Mease

(g2, the price of & stock reacting to an earnings

release) and general maket conditions. The Riskrade T Weasure can vary fror 0, for cash,
opetates differently from traditional sk measures to Val“’?? W?]l In exmess of 1000 for bighly
such as heta, standard deviation, and average shortfall speculative investients.

Above explanations tak?n
from RiskGrades site
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Position Sizing Based on RG Volatility (1)

» Position Sizing: Also known as trade sizing

» Key terms to understand and differentiate between:
— Position size $$: total $$ devoted to stock puseha
— Bet size $3: $$ at risk of loss (usually a taayabunt $$, percentage %)
» The Zweig0302 portfolio uses a Fixed Fractionatibg
strategy
— Each trade risks (bets) a certain amount of pastémuity - e.g., 1%
» Fixed Fractional is an anti-Martingale bettingastigy
— Bet size $$ increases/decreases as account &§iitgreases/decreases
» For a given bet size ($3$), the trailing stop laesd position
size vary with the volatility of the stock

— Volatile stocks have larger trailing stops, snrgtiesitions ($$)
— Stable stocks have smaller trailing stops, lapgsitions ($3$)
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Homework:

Given the same $$ to invest and the same bet$%e4), which portfolio will
require more stocks: A portfolio of high volatilistocks, or a portfolio of low
volatility stocks? Why?



Position Sizing Based on RG Volatility (2)

» Key terms to understand and differentiate between:
— Position size $$: total $$ devoted to stock puseha
— Betsize $$: $$ at risk of loss (target)

» Example: Given the following parameters..
— Total portfolio size: $100K
— Stock A: Price $10/share; RG=100, stop loss = 10%
— Stock B: Price $20/share; RG=200, stop loss = gDe&tock A)
— Bet size $$ = 1% of portfolio = $100K x .01 = $100

* To determine the amount of stock purchased...
— Position size $$ = ( Bet size $$ ) / ( stop lo3s %
— Stock A: Position size $$ = $1,000 / 10% = $10,360,000 shares)
— Stock B: Position size $$ = $1,000 / 20% = $5,80250 shares)

* Choosing Stock B results in extra $$ availablef@other purchases
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Homework

- If you had a portfolio of high volatility stockequiring 40% stops each, and you
wanted to maintain a 1% bet size, how many stoaksldvwou need?

- If you had a portfolio of low volatility stockequiring 10% stops each, and you
wanted to maintain a 1% bet size, how many stoaksldvwou need?



Trailing Stop Percentages Based on RG Volatility

» A trailing stop - based on stock volatility (RGis-the basic
stop mechanism employed in the Zweig0302 portfolio

* What is the basis for determining the trailingpsto
— Russell 2000 index (IWM ETF) volatility (RG) isdlstandard
» Example: IWM RG = 100, trailing stop of 10%
— A stock’s trailing stop is based on its RG vst tifahe IWM
» Example: StockA RG =200 (2X IWM RG) =>
StockA stop = 2X IWM stop = 2X 10% = 20%
— The trailing stop is capped at 30%
 Discretionary amount based on (my) maximum tolkrédss
* So, how did | determine the IWM trailing stop?

— Performed study on various trailing stop lossestaw they
compared to a Buy & Hold strategy on the index
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Homework

- If you require the bet size to be 1%, does itterahether you have high volatility
stocks requiring large (40-60%) trailing stops? Véinyvhy not?



Portfolio Initialization: The Zweig0302 Screen
View ‘ Owerview I Mutiples ‘ Growth I Ratios: ‘ Yaluations ‘ Esfiimtes ‘ Fin- Gt ‘ Fin - Al } Custom ‘ Chatts
Company name J Ticker | Exchange Sector Incustry SIC primary cocke |ADR/ADS Stock|  Dow stock  [Stancharsd and Py Shad Number of employes| Weh adiress
[ Dominian Homes, e | DHOM [Nasdag  |Captal Gaods (Construction Services 1531 o one Hone: (i} a1 i hwww.
Pl inc. PLUS  |Mastay  |Technology (Saftware & Programming (7372 o o Hone: o 582 e w2l cam
Garden Fresh Restaurant LTUS  |Masthy  |Services Restarants 5812 o o Hone: o 1359
MCC Recycing Inc. MR [New York |Basic Materials IMise. Fabricated Procucts (3399 o o SmaliCap 600 [No 159 it wwew 2imcorecycling com!
[Johnson Outdoors Inc. dOUT IMasteg  |Constmer Cyclical  |Recreationsl Products 12949 Mo Mo ane Mo 1300 ity v L0
Marten Transport Ltd MRTN  [Nasdag  |Transportation Trucking 4213 o o Hone: o 1834 HTTP: A MARTEN COM
MexCath Carporation MDTH  |Masday  |Heafth Care Heafthicare Faciities: 8069 o o Hone: o 2607
Wetto One MTON  Mastag  |Semices IC; Senices (4899 (1] More SmallCap 600 No 6500 ity P ettt comi
[Mashua Corporation MSH  [New York |Technology (Office Euipment 13861 o o Hone: o 97 e wewewy nashi.com
oz Intermational, Ltd MOBL  [Mastleq  |Constmer Cyclical | Auto & Truck Parts T4 (i) hlore: an (i) 2473
Petroleum Development PETD  [Mastey  [Energy 10l & Gag Operstions kil o o Hone: Yes 90 HTTP: A PETD.COM
Pameroy Comgurter Resource PMRY  |Mastag  |Technology (Campider Hardweare 5045 o o Hone: o 1765 e v fiameray com?
Cugker Fabric Corp, QFAD Mastiey  (Consumer Cyclical | AppareliAccessories 222 (1] More ane (1] 2751 ity P cuiakerfabitic.com
Fexx Stores Corporstion RSC |New York |Services IRetal (Technology) 573 o o Hone: o 1130 e wwewe rexstores com
Schnitzer Steel Incustrie SCHN [Masdeq  |Basic Materials lron & Stesl 3312 o hone Hone o 952 itz fhaswwe schn.com
Steel Technologies, Inc. STTE  |Nasthy  |Basic Materials lron & Steel kil o o SmalCap 600 (Mo 4983 Ittt
Tandy Brands Accessories TBAC [Mastay  |Consumer Cyclical | Appareliiccessories 2387 o o Hone: o 1156 HTTR: VAT AN BRANDS.COM
U5 Kpress Enterprises YPRSA [Mastag  |Transportation Trcking 4213 (] Mare: one (] 7287 HTTR: WA LISKPRESS COM
US4 Truck, Inc. USAK  |Nastag  |Transporiation Trucking 4213 o o Hone: o 2373 HTTP: AR LISA- TRUCK COM
[Weter Pl Technologies P |New ark |Consumer Cyclical - |Appliances & Tooks 3639 o {lone ane o 1600 g e swaterpik com
The 20 stock portfolio above was created by runnjng
the canned SIPro Zweig screen on the 1/31/03 CD.
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Homework

- What Stock Investor (SI) view am | using above?
- What sort did | use above?



Portfolio Initialization: The Zweig0302 Portfolio

A B C ol H | d R 3
1 |company ticker exchg_desc  smy_desc dow_dessp_desc shadow  employees web addr
2 | Dorninion Homes, Inc. DHOM M- Masdag 02 - Capital Goods Mone  MNone FALSE 511 hitty: v, dominionhomes.cam
3 |IMCO Recycling Inc IMR M- Mew York 01 - Basic Materials Mone  SmallCap00  FALSE 1628 htty: M2 imcaorecycling com/
4 \Johnson Outdoars Inc JOUT M- Masdag 04 - Consurner Cyclical — None  MNone FALSE 1300 htty: M johnsonoutdoors. com
5 |Garden Fresh Restaurant LTUS M- Masdag  09- Senices Mane  Mone FALSE 1359
B |MedCath Corporation MOTH M- Masdag 05 - Health Care Mone  Mone FALSE 2607
7 |Marten Transpont, Ltd MRTM M- Masdag 11 - Transpartation Mane  Mone FALSE 1884 HTTP: (AW MARTEN. COM
8 |Metro One Telecommunic MTON M- Masdag ~ 09- Senices Mone  SmallCapb00  FALSE B500 http: . metrol.com/
9 |Mable International, Ltd NOBL M- Masdag 04 - Consumer Cyclical  Mone  Mone FALSE 2473
10 |Nashua Corporation WSH M- Mew York 10 - Technology Mone  MNone FALSE 971 htty: . nashua, com
11 |Petraleurn Development PETD M- Masdag 0B - Energy Mone  MNone TRUE 90 HTTP: /AN PETD. COM
12 \Water Pik Technologies PIK M- Mew York 04 - Consumer Cyclical  Mone  None FALSE 1600 htty: . weaterpik. com
13 |ePlus inc. PLUS M- Masdag  10- Technology Mane  Mone FALSE 582 hitp: fwewew. eplus.com
14 |Pameroy Computer Resource PMRY M- Masdag  10- Technology Mone  Mone FALSE 1765 http:ffwww. pomeray.com/
15 |Quaker Fabric Corp. QFAB M- Masdag 04 - Consumer Cyclical  MNone  Mone FALSE 2751 hitp: . quakerfabric.com
16 |Rex Stores Corporation RSC M- New York 09- Senices Mone  Mone FALSE 1130 http:fwwew. rexstores. com
17 |Schnitzer Steel Industrie SCHM M- Masdag 01 - Basic Matenals Mone  Mone FALSE 952 http: farww. schin.com
18 |Steel Technologies, Inc. ST M- Masdag 01 - Basic Materials Mone  SmallCap 600 FALSE 983 httr: M. steeltechnologies. com/
19 |Tandy Brands Accessories TBAC M- Masdag 04 - Consumner Cyclical  Mone  None FALSE 1188 HTTP: AW TANDYBRANDS.COM
20 |USA Truck, Inc. USAK M- Masdag 11 - Transportation Mone  MNone FALSE 2373 HTTP: AW USA-TRUCK.COM
21 |U.5. Hpress Enterprises HPRSA M- Masdag 11 - Transportation Mane  Mone FALSE 7287 HTTP:/AWAWY USKPRESS . COM
22
23
1 IMR, LTUS, MTON, NSH, PIK no longer exist - eliminated from our portfolio....
5 stocks no longer exist - we will work with re g
15 stock portfolio shown above
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Homework

- How many sectors are present in SI? What ardéhg&nant sectors that are found

How did | get the above information into a spr&aebt?
What SS sort did | use above?
Not all columns on the SS are shown - how did thds?
What may have happened to the 5 companies torgltmthem from the market?

by this screen? Given 20 stocks in the portfaimes this represent a well
diversified set of stocks?




Finding RiskGrade Values (1)
&) Mew Tab | % RiskGrades - Portfolio

erMy Yahoo! I (%]

Welcome Allan Zmyslowski (Base Curren: SD) - =

Iﬁ Fidelity Investments Customer Logaut

My Portfolio

The portfolio scresn allows the user to visw the risk statistics of their portfolin. Ons may selact to visw the resnlts as a table, or in graphical mods
Click on the prinder izon to get a version of th pags specially formatted for printing, Bach statistic is defined in ths dafinitions section at the bottom
of the page. Click on any statistic to sort by it within each asset class. Bach portfolio is availsbls in four different visws, availabls though the
"Portfolio Visws" men, sxplained below

SelectEoTtiblisl) SelectlCurrency; | CREATE WEW PORTFOLIO | |  cUSTOMIZECOLUMNS |
[ indices v [usp +|
indices Set as default O
® This portfolio’s RiskGrade™ of 62 suggests Balknced Plan iy
* Diversification benefits have lowered this portfplio’s risk by 3%,
# This portfolio is 1,32 times as volatile as the S§P - S&P 500 In
Portfolio e | A "
RISKMETER Views cc RA Gv [Era RR #ER
EnIT
Syrabol Gradelt Risk Impact Xloss Xloss ¥ % of Holding Tlarket Value Chati

After registering at RiskGrades, click on the
“CREATE NEW PORTFOLIO” button
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Finding RiskGrade Values (2)
Select Portfolio: | Zweigl02E qhweiht v save as
NEW DELETE CANCEL FILE UPLOAD SAVE Zweigll302-E ghv/eight
EQUITY | CASH |
Ticker Sharas Exchange Remave? Amount  Currency Remove?

DHOM 475 U5 Equiy v 0 UsD v

JauT 6] U5 Equiy v 0 Ush v

MOTH 683 US Equity % | UsD v

MRTN ki) US Equity “ O @Aud more fields

NOBL 832 U5 Equiy v 0

FETD 1171 U5 Equiy v 0

PLUS 905 1S Equiy v 0 \

i Gty v O Screen capture of

FAE 939 S Equty v 0 H

RSC 58 US Equity v O portfollo entry

SCHN BE U5 Equit v ad i i

= S8 O window at RiskGrades

TEAC 673 S Equty v 0

54K 87 U5 Equiy v 0

A s & 0 (Here | am entering the
US Equity . 1 1
Wl Equal Weight portfolio
LS Equity v
15 Equity v

@ Add more fields
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Homework

- What is a quick way to get the RGs of a grouptotks?



Finding RiskGrade Values (3)

Seleet Portfulio : Select Currency: | cREATE NEW PORTFOLIO CUSTOMIZE COLUMNS. @-.@
Zueigl302 Eqlulcight UsD L
o Bareigh302-Eyl Weight Set a5 default
* This portfolio's RiskGrade™ of 97 suggests Aqaressive Plan investment strateqy.
#* Diversification benefits have lowered this portfolio's risk by 50%.
) # This portfolio is 2.06 times as volatile as the S&P - S&P 500 Index.
Portfolio oo pa ey [EFR LARR PR
RISKMETER Views —
8 1 L Risk Irnpact AR ZLoss % o of H Ilarket Vah L¥
o i s 5 55 Y s of Holding et Velve oo
DHOM 200 0% $158 560% 1.53% $2,826 M H
100T 0 0% $192 203% 3.14% x5y M After Creatlng the
MDTH m B ¥ 1090% $20071 M H
MRTN 215 348% #6400 [ po rtfo I 10 yo ucan
NOBL 14 i) $532 430% 6.72% 3 1 d HY'H d
PETD 204 2% $2135 4674 2483% $45.116 M g et I n IVI u aI R G
PLUS m 1% $434 St g3 8305 [l d
EMEY 154 1% 3483 T18% 363% 6,727 M Val u eS an Cu rre n‘
QFAR 38 0% $136 1251% 0.50% $1080 |kl H L
RSC 161 % §554 1% 5% 0385 |l po rthIIO RG Va-l ues
SCHN 1481 6% $515 524% 53d% $9,825 lg‘ . b
STTX -] 8 3929 804% 6.28% $11,562 M fro m th I S ta- I e
TBAC 173 i $283 402% 382% $7.040 M /
USAK n 6% $1,039 6.53% 864% $15,909 M
APRSA 40 12% 1,068 6.53% 859% $16,364 |kl
Eqpuiti 2 100% 34,601 250% 100.00%, $134,149
34, $184,149 ™
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Homework

- If you were to equal weight this portfolio todagpat would the resulting portfolio
RG be? Why is it different?

- Why is the Risk Impact of PETD so high?

- Why is the Risk Impact of QFAB so low?

- Why is the Risk Impact of JOUT so low?

- For this Buy &Hold portfolio: How many winners @éfosers do you have?
- Which are the biggest winner, loser?



Portfolio Initialization: Equal Weighte(ll)

» First attempt to initialize the portfolio will @ put equal $$ amounts
into each of the 15 stocks in Zweig0302
Each stock represents 6.7% of the portfolio (H157%)
Using a default trailing stop of 25% results ih.a% bet size
* Bet size (%) = Trailing stop (%) * Position siZé ©f portfolio)
* Betsize (%) = 25% * 6.7% = 1.7% bet size
To achieve a 1% bet size with this portfolio wohére to use a tighter stop -
specifically 15%
« Trailing stop (%) = Bet size (%) / Position si2é 6f portfolio)
« Trailing stop (%) =1 % /6.7 % = 15%
« This is probably too tight a stop for most stocks
Alternatively, could add stocks to the portfolioreduce bet size
* # Stocks = 1/ Position size (% of portfolio) = $t@86) / Bet Size (%)
» #Stocks =25% /1% =25

« Additional stocks can be added to the portfoliddnsening screen criteria or by adding
new stocks each month

For this example will continue with 15 stocks, 258p, 1.7% bet size

* Next slide shows Zweig0302-EqlWghtStrt worksheet
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Homework
- Why do you think that | say 15% is too tight epstor most stocks?
- What happens if you use too tight a stop?

- Assume a screen produces too few stocks: Howdwt go about loosening
screening criteria to add stocks to the portfolio?

- As you buy and sell stocks over time where woudd put the $$ when not
invested in stocks?

12



A B [ o E F G H | J K L L
1
5% weighted 8 weighted

2 company ticker Price Beta % portfolio [target $§  #shares apprx cost beta RG RG

3 Dominion Homes, Inc. DHOM § 1400 070 G.E7% % 6 BB 475 § B BEOD 0.05 186 12
4 Johnson Outdoors Inc JOUT § 1200 0168 6.67% % 6 667 554 §  BBS5 om 294 20
5 MedCath Corporation MDTH § 966 1.00 6.67% % 6 667 B892 § 6666 0.07 212 14
3 Marten Transport, Ltd. MRTM § 17.44 014 B.67% % B Be7 381 § BB9S om 164 11
7 Moble International, Ltd. NOBL § 746 0.91 B.67% % B BE7 892 § ©hBb4 0.06 228 15
g Petroleurn Development PETD § 568 0.34 B.67% % B BE7 171 & BB61 0.0z 138 g
9 ePlus inc. PLUS $ T35 1.02 B.E7% % [} =l=rg 905 §  BBB2 o.o7 143 10
10 Paomeroy Computer Resource PMRY $ 835 157 B.E7% % [} =l=rg 797 § BBBS 010 394 26
11 Gluaker Fabric Carp GFAB § G666 0.61 6.67% % 6,667 933 § BE63 0.04 255 17
12 Rex Stores Corporation RSC § 10.14 1.71 G.67% % 6567 B56 § BAE2 0.1 236 168
13 Schnitzer Steel Industrie SCHM § 2130 0.62 G.67% % 6567 312 § GRSE 0.04 169 11
14 Steel Technologies, Inc STTX § 1129 018 G.E7% % 6 BB £82 § B BED om 423 28
18 Tandy Brands Accessories TBAC § 988 074 G.E7% % 6 BB E73 § ERs9 0.05 197 13
16 USA Truck, Inc. USAK § TE7 0.32 6.67% % 6 667 867 § EBB60 0.02 214 14
17 LS. Hpress Enterprises HPRSA 5 994 1.24 bB.67% % b 667 B2 § B B6B0 0.08 247 16
18

19 totals 100.00% $ 100,000 § 99910 0.75 233
20 average 075 233

21

2 patt RG 86

23 Arnount to be invested $ 100,000 SPY RG "7

24 Number of stocks 15 W RG 109

25 commissions (55) $ 10

2% trailing stop (%) 5% Risk Multiple vs SPY 074

27 equal weight % of portfolio BE7% Risk Multiple vs Ih 079

28 equal weight §§ of portfalio 5 BEET Diversification benefit {vs. equal weight) B3%

29 bet size (%) 1.7%

30| bet size (8%) $ 1667 [ 1

31

32

33 Motes 1. MDTH has no Beta in SIPro 1/31/03 screen - assume 1.00

34

3 Key: cells you must enter values into

E:

After entering indicated data, SS will compute 0&7
statistics, amounts for you
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Homework
- Where did | get the beta and price from?
- How could | get columns B-E semi-easily from QiPr

- The beta in MDTH is assumed to be 1. What etsgdcl have done with this
missing beta?

- Why does the approximate cost (column I) not imabe target cost (column G)?

- Why does the average beta differ slightly frora #$ weighted beta? The $$
weighted RG?

- How did I get the RGs for IWM and SPY?

- What is the equation for diversification ben¢fiell L28)? What does this
represent?

13



Portfolio Initialization: RG Weightedl)

» Our second attempt to initialize the portfolio Mak to put varying $$
amounts into each of the 15 stocks in Zweig0302thasn RG
volatility. A few new columns are introduced:

— Stop loss % is now calculated based on RG vdlati§. IWM
¢ In our example some manual overrides are usdthibthe stop loss to 30%

— An “Ideal Target $$” based on bet size, stop w®s$total $$ is calculated
e This ideal size may require more or less funda tra available

— The “100% Funds Target $$” is calculated to usaailable funds
* This is a simple scale up or scale down of thaliterget
« This may increase (scaling up) or decrease (grdlinvn) the bet size

» Other information calculated as in equal weight SS

* Next slide shows Zweig0302-RGWghtStrt worksheet

— In our example | increased the bet size to uskiatls (for easy
comparison to equal weight portfolio)
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Homework
- Why did I limit my stops to 30%? Is this needed?

- If you require a set bet size (e.g., 1%) andideal target $$ and 100% funds
target $3$ does not match by a significant amoumaw do you address this?



Portfolio Initialization: RG Weighted?)
A B c D E F G H | J K L 1] i Q
1
5§
stop ideal 100% funds 5% weighted wieighted

2 company ticker Price Beta RG loss (%) target $§  target §5 % portfolio #shares apprx cost beta RG

3 Dorminion Homes, Inc. DHOM $ 1400 070 185 17% T4B3 b 7483 75% 533 § 7472 0.0s 14

4 Johnson Qutdaors Inc, Jout $ 1200 016 294 2% 4709 § 4709 4.7% 91§ 4702 001 14

5 MedCath Corporation MDTH § 9E6 1.00 212 19% 6530 § 6,530 6.5% 674 § 6521 0.07 14

B Marten Transport, Ltd MRTN $ 1744 014 164 15% G441 5 8441 G.4% 453 §  BA34 oo 14

7 Ioble Intemational, Ltd. NOBL 5 746 091 298 21% 6071 § 6072 6.1% 812 § 6068 0.08 14

i} Petroleum Development PETD $ BBE 034 138 13% 10031 § 10,031 100% 1764 § 10030 003 14

9 &Plus inc FLUS 5 735 102 143 13% 9680 § 9681 9.7% 1315 § 8676 010 14

10 Pomeroy Computer Resource FPWRY 5 B3 157 394 30% 4233 § 4233 4.2% 505§ 4227 0.07 7

11 Quaker Fabric Corp. QFAB $ BER 0B1 255 3% 5428 § 5429 54% 813 § 5425 003 14

12 Rex Stores Corporation RSC 5 1014 171 2% 2% 6066 § 5866 5.9% 577 § 5861 010 14

13 Schnitzer Steel Industrie SCHN § 21.30 062 163 16% 8191 § 8191 8.2% 34§ 8189 005 14

14 Steel Technologies, Inc. STTR $ 1129 016 423 30% 4233 § 4233 42% 374§ 4232 oo 18

15 Tandy Brands Accessories TBAC 5 988 074 197 18% 707y 70T 70% 700§ 70 005 14

16 USA Truck, Inc. LSAK $ 7E7 03z 214 20% G4BES §  B4R9 B.5% 842 § BB 002 14

17 LS. Xprass Enterprises HPRSA 5 984 124 247 23% 6B04 § 505 56% 662 § 5596 0.07 14

18

13 totals $ 895997 § 100,000 100.0% § 935924 072 215

0 average 075 233 20%

21

2 pot RG 79

23 Amount to be invested § 100,000 SPY RG 117

24 Mumber of stocks 15 W RG 103

25 commissions (55) § 0

26 bet size (%) 1.27% Risk Multiple vs SPY 0.68

27 bet size (§§) § 1270 Risk Multiple vs MM 072

28 bet size (%) 100% funds 1.27% Diversification benefit (vs. RG weight) 63%

2 bet size ($§) 100% funds § 120

30

N

32

[EE] Naotes 1. MDTH has no Beta in SIPro 1/31/03 screen - assume 1.00

34

&5 Key cells you must enter values into

36 manually overiden calculations
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Homework

- What is the equation for calculating the stogs Izl g3)?

- Why did | override PMRY’s stop loss? What is ttadculated stop for PMRY? What impact does
a smaller stop have on PMRY and the portfolio?

- What is the equation for 100% funds scaling?
- Why is the $$ weighted beta lower than the avetzga??
- Why is the $$ weighted RG lower than the aveRGe?

- Why do most $$ weighted RG stocks have the saahe\14)? Why don't PMRY and STTX
have a $$ weighted RG of 14?

- What's the highest beta stock in the portfoligit the highest RG stock? Why not?
- What's the lowest beta stock in the portfolia®itlthe lowest RG? Why not?

- What is the RG of the overall portfolio? How ddhis compare to the equal weight portfolio?
Which is the “better” portfolio? Why?

- Suppose this portfolio could be optimized to htheelowest RG-weighting with 10 stocks (l.e., 5
stocks get 0% weightings). Is this good or badRyw

- Does your answer change if the optimized poufbks 5 stocks? 1 stock? Why?

- What risks do you take on when you reduce thelrarrof stocks in the portfolio is reduced
(regardless if the SD, RG is optimized)? All diséng equal, what happens to your bet size?



Portfolio Initialization: SD Weightedl)

 Our final attempt to initialize the portfolio wille to put varying $$
amounts into each of the 15 stocks in Zweig0302¢ham standard
deviation (SD).
— The RG column (column F) is now replaced with &ncBlumn

— Stop loss %, position size, etc. are now calcdlatesed on the stock SD
vs. the IWM SD

» SD for stocks and portfolio were calculated
— Used 36 month lookback period with monthly prices
— Details, spreadsheet not shown, provided (trust)me

— Bob Smithson’s session/SS tool will allow you &botlate this easily
+ Not hard to do in Excel, either

* Other information calculated as in the RG weigs&d

* Next slide shows Zweig0302-SDWghtStrt worksheet

— In our example | increased the bet size to uskiatls (for easy
comparison to other portfolios)
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Homework
- What is the Excel function to compute SD?
- Why did | use monthly prices to calculate SD (esg., daily SDs)?

- What factors would you consider in deciding howd a lookback period should be used in
calculating SDs? For example, | used 36 monthky mot 24 months? 60 months?

- Thought question: How would you calculate thef8Dany of the stocks in this portfolio?
- Thought question: How would you calculate thefS8bthe entire portfolio?

- Extra credit: Calculate the standard deviatianiBlOM as of 1/31/03 using monthly data from
Yahoo!. Does it match the value | came up with?

- Super extra credit: Calculate the standard dievidor the SD weighted portfolio. Does it match
the value | came up with?

16



Portfolio Initialization: SD Weighte@?)
A B C D E F G H | J K L M M (8]
1
5%

36 mo. stop ideal 100% funds $§ weighted weighted
2 company ticker Price Beta S0 lnss (%) target §% target §§ % portfolio #shares apprc cost beta S0
3 Dominion Homes, Inc DHOM § 1400 070 17.3% 6% 5142 1§ 5142 51% 366§ 5134 0.04 0.89%
4 Johnson Outdoors Inc. Jout § 1200 016 155% 23% 5746 | § 5747 57% 478/ 5 5748 0.01 0.89%
5 MedCath Corporation MDTH § 966 100 145% 2% G145 | §  B145 B1% 635 % 6144 0.08 0.89%
B Marten Transport, Ltd MRTH b 1744 014 91% 14% 9507 | § 9807 9.8% 56105 9794 0.01 0.89%
7 Moble International, Ltd MNOBL § 746 091 15.1% 3% 5805 | § 5908 59% 7900 5903 0.05 0.89%
i} Petroleum Development PETD b 5m8 034 128% 19% BA71 | §  BI72 0% 1225 % BO63 0.02 0.89%
9 ePlus inc. PLUS 73 102 153% 3% SE17 | § 5817 58% 79005 5817 0.08 0.89%
10 Pomeroy Computer Resource  PMRY § B3k 157 142% 2% 6253 § B253 B.3% 74718 B247 0.10 0.89%
1 Quaker Fabric Com. QFAB ¥ 666 061 17.7% 2% A039 § 5039 50% 785 % 5038 0.03 0.89%
12 Rex Stores Corporation RSC § 1014 171 1B.7% 28% 5319 § 5320 5.3% 523§ 5313 0.09 0.89%
13 Schnitzer Steel Industrie SCHN § 2130 062 B.1% 12% 10935 | §F 10935 10.9% 512 % 10316 0.07 0.89%
14 Steel Technologies, Inc: ST 1129 016 138% 2% G426 | § BA28 B.4% 568§ 6423 0.01 0.89%
15 Tandy Brands Accessories TBAC § o088 074 120% 18% 767§ 767 7.4% 746 % 7360 0.05 0.89%
16 USA Truck, Inc USAK 787 032 130% 0% BE21 | § B2 6.8% 838 § BE21 0.02 0.89%
17 U.S. ¥press Enterprises XPRSA § 9% 124 142% % B280 | § B2A1 B.3% B30 § B2 0.08 0.89%
18
19 totals $ 89996 § 100000 100.0% $ 99917 071 13.35%
20 average 075 14.0% 2%
21
2
23 Amount to be invested 4§ 100,000 port 5D B.87%
24 Mumber of stacks 15 W S0 663%
25 commissions (§5) 5 10
26 bt size (%) 1.34%
27 het size (55) 5 1342 Risk hultiple vs ¥ 1.04
28 bt size (%) 100% funds 1.342% Diversification benefit (vs. SD weight) 49%
29 het size (5§) 100% funds 5 1342
30
kil
32
33 Notes 1. MDTH has no Beta in 5IPro 1/31/03 screen - assume 1.00
34
35 Key cells you must enter values into
36 manually overriden calculations
10/24/06 AAll Silicon Valley Chapter 17

Homework

- Are the SD-based trailing stops, position silesgame as for RGs? Which stock has the mosfiseymti
difference? Are the SD, RG figures significantiffatent? Which stock has the least difference’® the SD,
RG figures significantly different?

- Assuming there is a significant difference betw®& and SD stops, position sizes for a stock, whas this
suggest has happened to that stock’s volatility tivee? In this case, which trailing stop, posit&ze would
you use: SD-weights or RG-weighted? Why?

- One guideline suggests that investors shoulthegttrailing stops at 2X the monthly SD. Suppwyea did
that with this portfolio - would the stops growdar or smaller? Would this cause more or lesksttzbe
needed in a portfolio? Where do you think thisdgline originates from? Does this guideline makese to
you?

- What is the equation for calculating the stogsl@=ll g3)?

- Why are there no stop loss overrides in this SS?

- What is the equation for 100% funds scaling?

- Why is the $$ weighted beta lower than the avetagfa??

- Why is the $$ weighted SD lower than the averabe?

- Why do all $$ weighted SD stocks have the saateev(0.89%)?

- What's the highest beta stock in the portfolig?t the highest SD stock? Why or why not?
- What's the lowest beta stock in the portfolids?it the lowest SD stock? Why or why not?

17



Buy & Hold Results: Volatility (RG)

RiskGrade: 97

Portiokio mame: Bueiz)302-Eyl Weight

RiskGrade: 103

Portlulis name: Zeigd 02 RGWeight

(013172003-L0NG2006)

RiskGrade: 94

Avg: 99

Max: 139

Min: 6

Fortfolio

(TWN) Ishares Russell 2000

(01/31/2003-10/04:2006)

RiskGrade: 94

Bvg: 110

Min: £7 Max: 160

(TWAD) Ishares Russell 2000

FPortfolio

(0131/2003-LONDG2006)

RiskGrade: 46

Min: 63 Max: 124 dvg: 88

(01/3142003- 10062006}

RiskGrade: 46

Min: 63 Max: 124 Avg: 33

(SPY) Standard&Poors Depositary Receipis

Min: 41 Max: 120 dvg: 61

(SPY) Standard&Poors Depositary Receipis

Min; 41 Max: 120 Avg: 61

(0131/2003-LONDG2006)

(01/31/2003-10/06:2006)

2008

Bt =N =377

—Zueglil

2005

2004

2003

I 1]

2008

=Zueig0302-RGWeight =il =GPV

[ LTI RRTTITIPLITT

1

5008

(LW TTITRIITTI

2003

Measured by average RG over time period, equaihteipproach
beats the RG-weighted approach (99 RG vs. 110 R84 greater)

Both approaches above IWM RG most of the timeggkri
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Homework

- How did | get these 2 curves?
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Buy & Hold Results: Performance

RiskGrade: 07

Portikio name: Fueigh302-EqlWeight

RiskGrade: 103

Pordlio name: BreiglH02 RGWeight

SEDIPU| BOUBLLUGE
= =

(0173172003-1000612006)
(0173172003- 1000612006

Ang: 203
w99

Max: 318
Man: 139

Min: &9
Min:

Performance Indires

Riskgpades

R EE — 2RO Eeigit

(D1F3172003- 10WDE2006)
(D3172003- 10WDé2006)

Ay 247
Ave: 110

Max: 353
Max: 160

Min: %
Min: 67

—Twe R AGAEG =W R AGE git

Performance Indices

Riskgrades

Both curves have same shape - high slope throl@§h) 2at-ish since

RG weighted slightly outperforms equal weight faid

AAll Silicon Valley Chapter 19

10/24/06

Homework

- How did | get these 2 curves?

19



Performance

Buy & Hold Results
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Selling: The Stop Loss Spreadsheet (1)

* The Stop Loss SS takes advantage of the RG catmdamade during
the buying process
» Stops are checked each weekend - market ordeusadeto sell and
occur on Monday morning’s open
» Several trailing stop losses are implemented:
— A Trailing Stop (Selling Rule)
— An Adjusted Trailing Stop (Guideline/Advisory)
« Adjust trailing stop for losses relative to IWéihce |ast stock peak
« Attempt to guard against under-performing the inglace last stock peak
— A Purchase Stop (Guideline/Advisory)
« Adjust trailing stop for losses relative to I\Wéihce stock purchase
« Attempt to guard against under-performing the knslace stock purchase
» Guideline/Advisory serves as flag to considerisgl|

— Example: Low volatility stocks easily set off thdjusted, purchase stops -
IWM can easily outperform a low volatility (<10%osk

10/24/06 AAll Silicon Valley Chapter 21
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Selling: The Stop Loss Spreadsheet (2)
(_IWM Gain since last stock

IWM Gain since

,J:Loss since last pea

a dhom RG (all) 185
I:Galn since purchas purchase nom RS () 1e6
z [ Resulting stop 17%
dhorm dhdm [ It Il dhorn/hd dhomdd 017 017 adj 017
dhorn Purchase |Trailing dham Purchaze Trailing Purchase  Trailing purchase trailing trailing
5 Date dhom Max RS RS WA Max RS RS RS RS stop stop stop
11 B-Jan-03 788
12| 13-Jan-03 7726
13| 21-Jan-03 7438
14 | 27-dan-03 14.00 14.00 1.00 1.00 7424 7424 1.00 1.00 1.00 1.00
15 3-Feb-03 1218 14.00 0.87 0.87 7132 7424 0.96 0.98 0.80 0.80
16 | 10-Feh-03 12.31 14.00 0.88 0.88 713 7424 0.96 0.56 082 0.92
17 | 18-Feh-03 13.06 14.00 0.93 0.93 7232 7424 0.97 0.e7 0.96 0.96
18| 24-Feb-03 12.86 14.00 0.9z 0.92 2m 74.24 0.97 097 0.95 0.95
138 3-Mar-03 1211 14.00 0.87 0.57 7045 7424 095 095 081 0.81
20| 10-Mar-03 1270 14.00 0.91 0.91 7085 7424 095 095 095 0.85
21 17-Mar-03 14.69 14.59 1.04 1.00 7477 T4T7 .01 1.00 1.03 1.00
22| 24-Mar-03 13.96 14.69 1.00 0.96 735 7477 0.99 0.88 1.01 087
23 31-Mar-03 14.01 14.59 1.00 0.96 7453 7477 1.00 1.00 1.00 0.96
24 7-Apr03 14.39 14.69 1.03 0.99 7384 7477 099 093 1.03 1.00
25 14-Apr-03 14.91 14.91 1.07 1.00 7B.35 7635 1.03 1.00 1.04 1.00
26 21-Apr03 16.62 16.62 1.19 1.00 Fr2a s 1.04 1.00 1.14 1.00
27 | 28-Apr03 16.91 16.91 1.21 1.00 81.3 813 1.10 1.00 1.10 1.00
28 5-May-03 17.20 17.20 1.23 1.00 82.44 82.44 1 1.00 1.1 1.00
29 | 12-May-03 17.51 17.51 1.25 1.00 83.07 83.07 1.12 1.00 1.12 1.00
30 | 19-May-03 18.82 18.82 1.34 1.00 83.4 834 112 1.00 1.20 1.00
31 | 27-May-03 2070 2070 1.48 1.00 B88.03 8803 1.19 1.00 1.25 1.00
32 2-Jun-03 20.48 2070 1.46 0.99 804 86803 1.22 1.03 1.20 0.96
EE] S-Jun-03 22.03 22.03 1.57 1.00 8964 8964 .21 1.00 1.30 1.00

IWM price history Ratios of stock Vs.
Weekly price histor IWM gain since purchase
Max/Peak price hit J|_IWM at laststock pea

and last stock peak
10/24/06 AAll Silicon Valley Chapter 22

Homework:

- Where does the date column come from? Why didK that source?

- Why do | need the stock/IWM purchase RS check?

- What is the equation for determining the maxerialue - e.g., in column D?

- What is the equation for setting the adjusteaipase stop flag - e.g., in column M?

- Could you use stop orders to implement the abdlkfait are the advantages, disadvantages of
doing it this way?

- How often should you reset trailing stops, positsizes due to changes in RGs? Why?

- Do the SS, rules laid out in this presentationoadte updating stops, position sizes based on
changing RGs? Why or why not?

22



Selling: The 25% Stop Loss Spreadsheet (3)
A B © D E F G H | J K L W N 0
1
2 dhom RG (all) 185
3 WM (R2K) RG: 109
4 Resulting stop: 2%
dhom dhom WM (L W dhomAWM dhom/Wh 025 ad) 0.25ad) 025
dhom Purchase Tralling dhom Purchase Trailing  |Purchase  Trailing purchase trailing  trailing
5 |Date dhom Max RS RS (Wit Max RS RS RS RS stop stop stop
B2| 29-Dec3 008 3130 215 091 11189 108.96 151 1.03 142 0.88
B3| &Jandd BB 3130 205 087 1143 10896 154 1.05 133 083
B4 | 12-Jandd a0 \’I 218 091 1175 10896 153 1.08 136 085
B5 | 20-Jand4 B B 230 098 11872  108.96 150 1.09 1.4 0.90
B6 | 26-Jand4 BE B30 212 080 1156 10896 156 1.06 136 085
67| 2Febdd N4 1w 2% 09 11632 10896 157 1.07 143 083
B3| O9-Febdd 232 1w 231 098 11665 108.96 157 1.07 147 091
B3| 17-Feb0d R VAR ¥ 23 100 11555 11555 156 1.00 154 1.00
70| 23-Feb0d B8 3458 248 100 167 1167 157 1.00 158 1.00
| 1-Marld I3 /A 281 100 11349 11949 151 1.00 178 1.00
72| B-Marld *k3;/ /A 260 082 116825 11949 157 097 1566 0.95
73| 15-Marld M3 /A 245 087 1137 11949 153 095 150 092
74| 22Marld H8 /A 256 081 1142 11949 154 0.96 1566 0.95
75| 29-Marld b5 3934 251 083 1204 11949 152 1.0 151 092
76| EApeld *kN 39H 258 082 1911 11949 150 1.00 151 092
77| 12-ApH0d w00 3934 257 082 116826 11949 157 097 154 0.94
78| 19-ApH0d 23 393 210 075 11775 11949 159 099 132 0.76 Sell
Trade ends with 110% gain. 25% trailing stop
Peak gain of 181% on 3/1/0 loss since last pe
10/24/06 AAll Silicon Valley Chapter 23
Homework:

- On the 25%StopTracking SS: When you move forviardugh time which stocks

in the portfolio get sold, and when?

- On the RGStopTracking SS: When you move forwhardugh time which stocks

in the portfolio get sold, and when?

- Could you build an SD-based stop tracking SS8o thow?

23



Selling: The RG Stop Loss Spreadsheet (4)
A AD AE AF AG AH Al AJ AK AL AN AN AD AP AQ
1
2 mdth R4 (all 212
3 it (R2K) RG 109
4 Resulting stop: 19%
mith — mdth M WM M mdthDW mdthMM D19 adi D19 ad 019
mith Purchase Trailing mith Purchase Trailing  Purchase  Trailing purchase trailing  trailing
5 |Date mdth Tt RS RS Tivt Max RS RS RS RS stop stop stap
| 2Decl? 79.16
7| 9Dec 77.05
B | 15-Dec2 77.03
9 | 23-Dec2 76.14
10/ 30-Dec12 7777
1] BJand3 768
12| 13Jand3 7.5
13| 21-Jan03 74.38
14| 2F-Jan03 966 966 100 100 7424 7424 100 100 1.00 1.00
15| FFebl3 8.0 985 083 083 7132 7424 0% 0% 087 0.57
16| 10-Feb03 700 985 073 073 713 7424 0% 0% 077 0.77|Sell Sell Sell
171 18.Foh.M3
Trade ends with 27% loss. Sell flag goes off
Peak gain of 0% on 1/27/03
Example from RGStopTracking WS - will
be used as stock replacement example
10/24/06 AAll Silicon Valley Chapter 24

Homework:

- How much did the IWM decline by 2/18/03? Do ytbink this means that
MDTH suffered due to a general market decline prablem with MDTH?

- Did you have any warning that MDTH was in trouble

- How does the loss on MDTH compatre to its trailetgp loss? How could you
have attempted to prevent this difference?



.
Selling: The Stop Loss Spreadsheet (5)
A AR AS AT AU AV A AR AY AL BA BB BC BD BE BF
1
2 mrn RG (al]) 185
3 W (R2K) RG: 109
4 Resulting stop: 25%
rartn rrtn [/ Iy W mAn/W mtn/WW 025 adj 025 adj 025
mrtn Purchase Trailing mrtn Purchase Trailing  Purchase Trailing purchase trailing  trailing
5 Date mrn Max R3 RS Iyh Iax R3 RS R3 R3 stop stap stop
38 30-Jun03 28.40 28.40 1.63 1.00 90.96 90.96 1.23 1.00 133 1.00
k2] 7-Jul03 28.43 28.43 1.69 1.00 9463 9463 1.27 1.00 132 1.00
B 14-Jul-03 30.07 30.07 1.72 1.00 92.25 92.25 1.2 H
33 21-Julb3 split 20.48 20.48 1.76 o lSt Spllt
40 28-JuH03 split 19.15 2048 1.65 0.94 H
41 4-Aug-03 split 18.01 20.48 164 083 adJUStment
42 11-Aug03 split 2220 220 1.9 1.00 94.24 94.24 1.27 1.00 1.50 1.00
43 18-Aug03 split 2272 272 195 1.00 96.92 95.92 1.31 1.00 160 1.00
44 | 25-Aug03 split 23.75 23.75 204 1.00 9921 991 1.34 1.00 153 1.00
45 2-Sep3 split 24.50 24.50 21 1.00 101.7 101.7 1.37 1.00 1.54 1.00
46 B-Sep03 split 24.12 24.60 207 088 101.41 1017 1.37 1.00 162 0.99
47 15-5ep03 split 2376 24.50 2.04 097 1036 101.7 1.40 1.02 146 0.85
48 22-Sep03 split 2410 24.50 207 0.98 96.6 101.7 1.30 0.85 1.59 1.04
45 29-Sep-03 split 25.86 25.86 222 1.00 10222 102.22 1.38 1.00 182 1.00
20 6-Oct03 split 2785 2755 237 1.00 103.82 103.82 1.40 1.00 1.63 1.00
61 13-Oct03 split 2453 2755 21 089 103.7 103.82 1.40 1.00 151 0.89
52 | 20-Oct03 split 241 2755 208 0.88 101.25 103.52 1.36 0.98 153 0.80
53 27-Oct3 split 26.04 27.45 2.24 0.95 1058.5 103.82 1.42 1.02 .
8] 3-Nov0d split 2532 2785 218 092 10799 10382 1.45 1.04 2nd Sp||t
55 10-Mov03 split 2520 2785 217 0.91 106.2 103.82 1.43 1.02 .
5 17-Nov03 split 497 & 215 081 10528 103A2 142 101 adjustment
57 | 24-Nov03 split 24.28 27.55 209 0.88 109.45 103.52 4 T
58 1-Dec3 split 23.58 2785 2.03 0.86 — 1.04 1.40 0.83
69 | 8-Dec03 split2 1663 18.37 20 T 108.96 103.82 106 137 0.81
Depending on data source, tools used may needustddr splits in data stream.
This happens twice in the case of MRTN.
10/24/06 AAll Silicon Valley Chapter 25
Homework:

- How do | determine if a split has occurred?

- What are the equations for the adjustments &ipek split (e.g., in cells au21,

av21)?
- What are the other splits that will impact thetfmio?
- Can you get the SS to factor in splits for yolfso, how?
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Selling: Additional Selling Rules

Besides the trailing stop loss strategy, aod#l selling
rules are used to handle special circumstances:

e “Too Big” rule: Sell a stock if it composes > 20%tloé portfolio
— Too much risk, $$ riding on a single stock
— Rule would sell 50% of stock, re-distribute casinéw purchases
— Rule would probably have been used on PETD (35RGfveighted B&H
portfolio)
» “2year laggard” rule: If a stock is not matenatiut-performing the IWM after
2 years - sell it
— Additional check to adjusted stop loss guidelines
* M&A rule: If a stock is acquired, sell the stock
» Taxloss rule: Sell on the 51st week of ownershifave a significant (>5%)
loss
— Take your losses early and make them short-tertrafopurposes

10/24/06 AAll Silicon Valley Chapter 26

Homework:

- On the 25%StopTracking SS: Is there any 2 yeggded rule fallout? Any Tax
loss rule fallout?

- On the RGStopTracking SS: Is there any 2 yeagdedjrule fallout? Any Tax loss
rule fallout?



New Stocks: Th&weig0303 Candidates (1)

Yiew ‘ Overview ‘ Mutiples ‘ Growth I Rifios I Valuefians I Esfinates 1 Fin - G I Fin - Annl ‘ Custom ‘ Charts
Campany name J Ticker | Exchange Sector Inelustry SIC prinery code: [ADRIADS Stock| Dow stock |Standard and Pod Shadow stock Number of emplaye Wl adress

American Pharmsceuical P APPY Nesdaq  [HesthCare  |Biotechnology & Drugs 263 il Nore ang o 40 It appciigs com/
Carematk Rx, O [New York  {Services Retail (Drugs) 5912 il None: ang: o Ll it Moo carematk com/
E-LOAN, Inc. EELN  |Nasdayq  {Financial Canstimer Financial Services (163 il Nong ang: o 46 it v elosn cam
Enginesred Suppart System EASl  |Masdaq  |Caplal Goods  [Wisc. Captal Gaods 13585 Mo are SmallCap 600 {No 2412 Ity M engneer edsupport comi
Greater Martic Frcl, GAFC Nesdaq — {Financial 2L a/Savings Banks 6712 M None Mang o 48 It B gl com
Heabuaters ncomorsted HOAR Nesdaq  |Energy Caal 122 il None ang: o 0 it Moo bt Cond
Horvmnien Erterprizes: HOV |New York  |Captal Goods  |Construction Services 153 il None: ang: o 230 It v o com
Internationel Speethiay I5Ch Nesdag  [Serviees Recreafionsl Activiies 7348 il None MieCapdin Mo 400 It B datonalisa com
Neagen Corporafion NEOG |Nesdaq  |HesthCars  |Biotechnology & Drugs 2836 il Nong ang: o 265 it e neogen com’
&G Financial Corporation RGF New Yok [Financial Regianal Banks 712 Mo are ane (i 1522 Ity M rgonine com
LGl Corporaion UGL [New Yark  [ites Maturl Gas Ltikties 49 il None SmalCap 00 (Mo 6300 It B gicary com!
W Holing Company, Inc. WHE Mew Yok [Financil Reionsl Banks 6712 il None ang o a7 Kt Barve whpr com

The 12 stock output above was created by runnin
the canned SIPro Zweig screen on the 2/28/03 C

10/24/06 AAll Silicon Valley Chapter 27

Homework
- Which SIPro view am | using above?
- Which sort did | use above?



New Stocks: Th&weig0303 Candidates (2)
A ;] 6 0 H | J R 3

1 |company ticker exchy_desc  smy_desc dow _desc sp_tesc shadow  employees web_addr
2 |Abraxis BioSciences ABEl M-Masday 03-HeakhCare  Mone  None FALSE 540 hittp: . apodrugs. com/
3 |Caremark Ry, Ine CM N - Mew York |09 - Senvices Nane  None FALSE 4037 bty o caremark. com/
4 [E-LOAN, Inc. EELN M- Magdag 07 - Financlal MNone  None FALSE 436 hittp: . loan, com
4 |Engineered Support System EASl M-Magdag (02-Capital Goods  None  SmallCapGD]  FALSE 2412 it o engineeredsuprort com/
B | Greater Aflantic Fcl GAFC M- Nasdag 07 - Financial Mone  None FALSE 148 http:fonaew yab.com
7 Headwaters Incarporated HW M- MNasdag 0B - Energy None  None FALSE 540 hittp: Ao hewirs.com/
8 Howanian Enterprises HOW M- New York |02- Capital Goods — |Mone  Mone FALSE 2370 ity aneew khov.com
9 lIntemational Speedway ISCA M- Magdag |09- Senvices Nane  MidCap 400 FALSE 500 hittp: o, daionausa.com
10 Meogen Corporation NEOG M-Masdag |08-HeafthCare  Mone  Mone FALSE 265 http:foww. neogen.com/
11 R&G Financial Corporation RGF M- New York |07 - Financial None  None FALSE 1522 hittp:Asewnw rgonline. com/
12 UGI Corparation UGL M- Mew York |12 - Utilities Nome  SmalCapB00  FALSE B300 htp: e ugicory. com/
13 W Holding Company, Inc. WHI M- Hew York 07 - Financial MNong — None FALSE B17 hittp Moo whir, com

2 stocks (EELN, EASI) no longer exist. 2 stocks

(ABBI, HW) have changed names and/or tickers.

We will work with the remaining 10 stock candidates

shown above.

10/24/06 AAll Silicon Valley Chapter 28
Homework

- How did I determine that EELN and EASI no longeist?
- How did I determine that ABBI and HW had new syis?

- Are there any common stocks between the Zweig@d@PZweig0303 screens?
Why or why not?

- How many sectors are represented in the 10 sagystocks? Is this good or bad?



New Stocks: Th&weig0303 Candidates (3)
A B ¢ D E F G
1 |company ticker price  price_date peh_y1  eps_ens  |epscon_l1Zm
2 |American Pharmaceutical P APP | 18,39 28-Feb-03 7 A7 36.3 0.493
3 |Caremark R, Inc. Chix 17.46 28-Feb-03 B.97 237 3.32
4 |Greater Atlantic Fncl. GAFC B.95 28-Feb-03 21.61 0.3
5 |Headwaters Incorporated HOWR  14.02 28-Feb-03 20.37 20 1.1
6 |Hownanian Enterprises HOW 3283 28-Feb03 9.43 16 4.51
! |International Speedway [5CA | 38.14 28-Feb-03 2299 154 201
g |Meagen Carparation MEOG 12.5 28-Feb-03 30.81 19 0.74
8 |R&G Financial Corparation RGF 2225 28-Feb-03 13.65 12 237
10 |UGI Corporation UGl 41.4 28-Feb-03 15 6.4 3.19
11 W Holding Company, Inc. WHI 18.24 28-Feb03 2356 285 1.01
Created a custom view to help me rank stocks.
- PEH_Y1: Highest PE obtained last calendar yea
- EPS_EG5: EPS Growth estimate
- EPSCON_12M : EPS-Continuing 12m (TTM)
10/24/06 AAll Silicon Valley Chapter 29
Homework

- 1 chose PEH_Y1 as an estimate of a high PE f0820Nhat other options does
Stock Investor provide? Which would you have cinosed why?

- | chose EPS-EGS5 as an estimate of the long tammrggs growth rate. What other
options does Stock Investor provide? Which wowd f1ave chosen and why?

- 1 chose EPSCON_12M as an estimate of current BFBat other options does
Stock Investor provide? Which would you have chasee why?

- | chose a simple EPS-driven model to estimatgwaré target price. What other
models does Stock Investor provide? Where carfipduhese in SI?
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New Stocks: The Purchasing Spreadsheet (1)

stock ry port g

DHOM 195

LOUT 3 .. . .

WRTN 147 /ﬁG of existing stocks in portfoEI

NOBL 7Y |

FPETD 129

PLUZ 127

PRRY 319

QFAB 262

RSC 152

SCHN 141

ST 332

TEAC 180 .

USAK 213 ﬁ/erage RG of portfolio (203) anTl
HPRSA 4 / portfolio RG from RG site (70)

L] 203 70

sy 106 tpot 4§95 163 Portfolio stats: total size, bet size|in
o - RTINS percent risked and dollars risked

RGs of various indices: ’
SPY = SP500, MDY = MidCapSPYDR, IWM = R2K

10/24/06 AAll Silicon Valley Chapter 30

Homework:
- How did I calculate the total size of the porithofcell 122)?
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New Stocks: The Purchasing Spreadsheet (2)
stock rif port ri
DHOM 195
JOUT 231
MRTN 147
MNOBL 179
PETD 129
PLUS 127
PRRY 319
QFAB 262
REC 182
SCHM 181
STTH 332
TEAC 150
USAK 212
KPRSA 224
avy 203 70
oy 106 Wpon | §95 16 Stock and stock price added from\
mdy 95 bet size 1.00%
faam 9% bet siza § 552 screen output.
| stock price rig | stop loss
W H| §F 511 154 15 % .
UGl 1§ aen| 10 1% RG of each stock added (from RG site)
ABEI $ 1220 345 30%
MNEOG $ 1000 212 22%
RGF $ 1483 136 14%
2 g Jew Stop loss column computes stop loss base
Sarc |3 se o1 oo on stock Vs. IWN RG. Note pink shaded
S T S cell reflects 30% override /
Key cells you must enter values into

manually overriden calculations
10/24/06 AAll Silicon Valley Chapter 31
Homework

- What is the calculation for stop loss% (e.g.| E&7)?

- What stop loss does ABBI want from the RG caltat® Would you have
allowed this large a stop?



stock rif port rg
DHOM 195
JOUT 2N
MRTH 147
MOBL 179 .
PETD 129 Based on stop loss calculations, SS then determmes|
PLUS 127 .
PMRY a1s the amount to invest ($amount column) and the nambe
HrAB =2 of shares to purchase (#shares column)
SCHM 151
STTX 332 . i
TBAC 150 Based on these values, the RG site is used (in
USAK 212 w . . A
MPRSA 224 What if” mode) to determine the new Portfolio R
avg 203 i Note that any stock increasing the portfolio RG
spy 106 tH port $95,183 is excluded from further analysis (in this case H
mdy 93 bet size 1.00%
it 96 bet size § 952
stock price ry stop loss | #shares $amt pot ry
|WHI 5 811 154 16% k] 4556 =]
UGl 5 1380 110 11% 352 45855 5]
ABEI 5 1220 345 30% 2E0 3172 E&
NEOG 5 1000 212 2%, 430 4300 E7
RGF 5 1483 136 14% 327 4350 ]
Hiw 5 1402 187 19% 345 4851 ]
Chix 5 1746 185 20% 268 1679 B9
ISCA 5 35.14 128 13% 127 4544 =]
GAFC 5 R95 1591 20% atate] 4752 ]
HOW 5 16.42 216 23% 257 4219 70
10/24/06 AAll Silicon Valley Chapter 32
Homework

- What is the equation for the number of shares (& cell F29)?

- Why did | override the #shares for WHI, UGI artier stocks? How did | come
up with the number of shares?

- Suppose no new stock lowered RG volatility - wivauld you do then? Why?



stock rif port rg

OHOM 195 To pick between the stocks | used the info exporte
JOUT 231 .

MRTH Ta7 from the NewPurchase view to rank on target vs.
MosL B current price multiple. The target price is congalt
PLUS 127 i 's hi i

PLS. =z by _taklng last calendar year’s high PE times an
aFas 222 estimate of future EPS. The future Est. EPS isdas
SCHN 151 on analyst's EPS growth rate and TTM EPS from
ST e continuing operations.

USAk 212

HPRSA 224 ) . .

Obviously many other figures of merit may be cadted
avg 203 70 for ranking these stocks. This includes using otatng
apy 108 l port sss % ranking services (e.g., Schwab, S&P, VV)
mdy 98 bet size 1.00%

i 96 bet size § 952
Hi PE EPS (Cont) Tot/Cnt
stock nrice 1y stop loss | #shares famt part rg r1 EEPS GR TThA Tt Price Price
|WHI 5 811 154 6% 599 4356 B9 238 28.5% 1.01 30.97 3.82 |
UGl $ 13.80 110 1% 352 4858 B8 15.0 6.8% 319 51.10 370
ABBI 5 1220 345 30% 260 3172 B6 275 36.3% 0.93 34.82 285
NEOG 5 10.00 212 2% 430 4300 B7 308 19.0% 0.74 2713 271
RGF 1483 136 14% 327 4350 B4 13.7 12.0% 237 3k23 2.44
Hw 5 14.02 187 19% 346 48481 B9 20.4 20.0% 1.1 2713 1.94
Chfi 5 17.46 195 20% 268 4679 B9 7.0 23.7% 3.32 28.62 1.64
ISCA 5 38.14 129 13% 127 4344 B9 230 15.5% 2m 53.37 1.40
GAFC 5 B9 191 20% 538 4782 B9 218 -330% 0.3 4.49 065
HOW 5 16.42 216 23% 257 4218 70 0.00
10/24/06 AAll Silicon Valley Chapter 33
Homework

- What is the equation for calculating the targ&te(e.qg., in cell L27)?
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Stocks: T

New

of all stocks (old and new

Note lower RG

for new portfolio

A 5] E F

stock ry port ry stock rg port ry
DHOM 195 DHOM 195
Jout 231 Jout 23 .
MRTH 147 MRTH 147 Updated SS with RGs
NOBL 179 NOBL 178
PETD 129 PETD 129
PLUS 127 PLUS 127
PMRY 319 PMRY 319 . .
QFAE 262 QFAB o2 N pOfthIlO
RSC 182 RSC 182 _\
SCHN 151 SCHN 151
STT* 332 STT* 332
TEAC 150 TEAS 150
USAK 212 USAK 212
HPREA 204 HPREA 224

whi 154
avg 203 70 avg 200 69
spy 106 ttl port §95 163 cash por 4881
rmdy == bet size 1.00%
fwm 95 bet size § 552

EFS
Hi PE| EEPS (Cort) Tgt  Tgt/Crat
stock price rg stop loss | #shares $amt portrg _ ri GR__ TTM Price__ Price
[rm 5611 154 5% B59 _ 46e6 B9 239 oee% 101 o097 562]
=] 5 13.80 | 110 1% 52 4oee 65 150 68% 3.9 &51.10 370
ABBI § 1220 345 30% 2BD 3172 BE 275 3B3% 093 3482 265
NEOG § 10.00 212 22% 430 4300 67 308 19.0% 074 2743 271
RGF § 1483 136 143 327 4850 B3 137 120% 237 36823 244
H § 14.02 187 19% 346 4851 69 204 200% 1.1 2713 1.94
CMX § 17.46 195 20% 2E8 4679 69 70 237% 332 2862 164
ISCA § 3514 123 13% 127 4544 B3 230 155% 201 5337 1.40
GAFC 5 695 191 20% 688 4r7e2 B9 216 330% 031 443 065
HOW 5 1642 | 216 23% 257 4219 70 0.00
Key cells you must enter values into
manually overriden calculations
10/24/06 AAll Silicon Valley Chapter

he Purchasing Spreadsheet (5)
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Homework ()

Assignment 1: Answer the questions on the slides
— Questions are in the notes view of the presemtatio
— Some questions asked have no “right” answer oupterpretation, view of the individual
— Some questions deal with Stock Investor (Sl) amat h is used, information it can make available dse.

— Some questions may/will require you to visit Yahdanance, do some Googling, visit the RiskGraite, £tc.
This is also part of the process (we all need egfees to answer questions as we make investmeistates).

— Some questions will require you to understand gousin excel worksheets
— Some questions will cause you to “walk forwardtime to see what happens to the portfolio (egjl, s
decisions based on trailing stops occurring). d&fele to a form of back-testing.
— There are extra credit questions dealing with 80gtocks and portfolios. Be forewarned: Thesé take
significant time and effort - but you will have semaseful SS when you're done
Assignment #2: Initialize the Portfolios createdhe last session’s homework
— Use the exported data created from the O’Shaugr&ssCap Gw-Val-e-r and Dividend Yield w/SGR screen
— Initialize using the equal RiskGrade approach,(thee RGWghtStart worksheet)
—  For extra credit, initialize using the equal Spayach (l.e., the SDWghtStart worksheet)
Assignment #3: Initialize your own portfolio (EatCredit, Optional)
— Using your SI CD, run the Zweig screen and creat&qual and RG - weighted portfolio
— Use current (today’s) RGs for optimization. (fuyare motivated to do so, there is a way to gabtical RGs
for stocks and portfolios - but it is painful.)
— There are no pre-determined answers here - Ifi im Q&A but this is largely self-study
Assignment #4: Do a walk-forward test of yourlirey stops (Extra Credit, Optional)

— Create a sell spreadsheet for your portfolio aerfiopm walk-forward testing to see which stocks gmtl,
when and why

— There are no pre-determined answers here - Ifi i@ Q&A but this is largely self-study

10/24/06 AAll Silicon Valley Chapter 35
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Appendix: References (1)

Tools needed to perform this type of analysis
« Internet access, web browser: pick your favoi®ed, SW vendor

e Stock screening tools
— Either Stockinvestor (SI) or Stock Investor Prefesal (SIPRo) are excellent tools
— AAll site allows you to download weekly updates
« http://www.aaii.com/stockinvestor/downloads/
— Historical data, CDs useful for studies like thiemember to keep the CDs!!
e RiskGrade account:
— High points of site touched on in presentationedysite to spend some time at putting together
portfolios, examining charts, etc.
« Spreadsheet tools:
— Excel or equivalent needed
— No macro programming knowledge needed for thiscise
* There are macros in the sell SS to download stocks
— Several plug-ins would help in downloading, maimiteg stock pricing spreadsheets. Some
examples: (no product plugs - just pointers)
« Analyzer Excel (package | use): http://www.analyzeom/order.htm
« XLQPlus also gets good marks and has an intetfa&Pro DB: http://www.gmatix.com/XLQ.htm
— Bob Smithson’s session will provide SS & toolsttivdl aid in this analysis
— Inapinch, can go to Yahoo!! and directly downlgaice history into a SS

10/24/06 AAll Silicon Valley Chapter 36
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Appendix: References (2)

Reference Books

e James P. O'Shaugnessy#hat Workson Wall Street can form the basis of many
passive portfolios

< Bill Matson’sData Driven Investing performs studies similar to O’'Shaugnessy’s

¢ Ralph Vince'sThe M athematics of Money Management: Risk Analysis Techniques
for Traders is a good general text on money management tecbsiqu

e Tom Stridsman’'d rading Systems that Work is an excellent trading system
development text covering a number of topics todahein these talks (e.g., exit
design, money management)

Web Sites/URLs

* URL on position sizing articles, tools:

http:/iwww.adaptrade.com/Articles/index.htm

¢ URL for RiskGrades information:

http:/iwww.aaii.com/riskgrades/

¢ URL for SIPro information:
http://www.aaii.com/stockinvestor/

¢ URL for AAIl article on the Zweig screen

http://www.aaii.com/stockscreens/screendata/overeim?screen=2Zweig
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