
Use XLQ to Extend Your AAII
Stock Investor Pro Analysis

Prepared for AAII Silicon Valley
Computerized Investing SI Pro Users Group

Michael J Begley
michaelbegley@earthlink.net

October 15 , 2007

10/15/2007 1



Agenda

• XLQ Intro
• Simple XLQ Example
• Stress Testing XLQ and Excel with a• Stress Testing XLQ and Excel with a

back-test simulation of Greenblatt’s
“Magic Formula”
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XLQ Overview

• Delivers intraday and historical data into Excel
– Yahoo, MSN, and other sources
– Plus version handles streaming data from several

sources
• Over 150 spreadsheet formulas that pull in• Over 150 spreadsheet formulas that pull in

current and past stock data
• Facilitates design of portfolio management and

stock analysis spreadsheets that update
automatically

• Plus version pulls data from SI Pro into Excel
• Other functionality as well
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XLQ Plus Functionality

XLQ
Companion

XLQ
Plus

Internet Quotes
• Historical
• Real Time

Excel

• There are many other features!
• See www.qmatix.com for details.

XLQ
Plus

AAII SI Pro
• Up to 5 DBs

Excel
Spreadsheet

Your VB.Net,
C#, etc applic.

10/15/2007 4



XLQ Plus Purchase

• Free 45 day trial
• XLQ Plus is $119.50

including 1 year of
updates

• When you purchase an• When you purchase an
AAII discount of $25.00
is available

• Annual fee of $49.50
for XLQ Plus for
continuing updates

AAII website: www.aaii.com
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Example: Multiple SI Pro Data Bases

• XLQ Preference page is where you associate data base numbers 0 to 4 to SI
Pro data folders

• I was able to access 2001 SI Pro data but not data from December 1999 or
December 1997
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Simple Stock Comparison
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Magic Formula (MF)
• Joel Greenblatt

– Professor at Columbia Business School
– Founder and Managing Partner at

Gotham Capital which has a 40%
annualized return from 1985 to 2005

• Good test for XLQ because
– It is hard to implement with other– It is hard to implement with other

tools in a precise manner
– Requires a very large XLQ / Excel

model to implement
• See also article “The Magic Formula

Approach to Stock Picking”, John
Bajkowski, Computerized Investing,
January / February 2006
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Greenblatt’s Magic Formula Method

• Buy good businesses cheaply
– “Good” measured by a Return on Invested Capital measurement
– “Cheaply” measured by an Earnings Yield measurement
– Greenblatt has his own special formula for these measurements

• Implementation
– Rank stocks by each of the above two metrics– Rank stocks by each of the above two metrics
– Sum these two ranks and re-rank again
– Invest in top 30 stocks (7 – 8 per quarter)
– Buy only 25% of your stocks each quarter

• Takes a year to fully invest
– Hold each stock for 1 year; Sell; Repeat the process

• Rank largest 3500 stocks trading on US exchanges
– Smallest companies had market cap > $50 mil
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Buy “Good” Businesses

• Measure “Good” by Return on Capital
• EBIT / (Net Working Capital + Net Fixed Assets)
• EBIT used to make measurement independent

of debt and tax levels each company seesof debt and tax levels each company sees
• The denominator approximates the required

capital investment to produce the return
measured by EBIT
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Buy “Cheap”

• Cheap is measured with an Earnings Yield
calculation. Idea is to measure how much a
company earns relative to its purchase price.

• EBIT / Enterprise Value• EBIT / Enterprise Value
• EBIT – operating earnings before interest and

taxes
• Enterprise Value – total of the stock market

capitalization plus the value of any debt less
excess cash
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Greenblatt’s Simulation Database
• Standard & Poor’s new Compustat “Point in Time” database

was used.
• Database contains exact info available to Compustat users at

any historical date.
• Database covers 17 years which became the length of this

study.study.

• This avoids survivorship bias and look ahead bias which are 2
big problems for financial historical simulations.

It is difficult to over-emphasize how important
these issues are.
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Approximations for “Cheap” and “Good”
• If you cannot use the exact calculations recommended by the

author, the following approximation is recommended:
– “Good” Business: Screen for stocks with a minimum ROA of 25%
– “Cheap”: From the resulting list of high ROA stocks, screen for those

with the lowest PE
• Exclude all utilities and financial stocks (i.e., mutual funds,

banks and insurance companies) from the list
• Exclude all foreign companies from the list.• Exclude all foreign companies from the list.
• Consider eliminating any stock with a PE < 5 or so as that may

indicate the prior year or the data is unusual in some way
• Consider eliminating any companies with an earning

announcement in the last week to minimize incidence of
incorrect or untimely data.

• AAII has designed a screen for SI Pro that implements this
“alternate method”. (see appendix for reference)
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Source: “The Little Book That Beats the Market”
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Source: “The Little Book That Beats the Market”
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XLQ Screen Used
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XLQ MF Ranking Metrics
• Greenblatt’s specifications for ranking metrics require a number of

approximations and compromises when using SI Pro data.
• Cash

– Divide between Required Cash and Excess Cash
– Required Cash is included in Working Capital and Tangible Capital Employed

while Excess Cash factors into Enterprise Value
• SI Pro does not have all the data fields required for an exact

implementation of Magic Formula
– E.g. we cannot determine the market value of preferred shares required for– E.g. we cannot determine the market value of preferred shares required for

Market Value of Equity calculation
• Missing or NA data fields in SI Pro

– Decide on a case by case basis whether to use 0 or throw the stock out
– Requires substantial logic in Excel to test each data field to make this decision

• The XLQ MF model is not an exact implementation of Greenblatt’s model
but it is better than the approximate method

• You will spend a lot more time than you expect constructing a MF
screening model or any screening model.
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XLQ Simulation Timeline Design
Example for 2002 Portfolio

2001 2002 2003

SI Pro DB date 11/30/01

Stock dates covered

• No look-ahead bias in stock selection
• Minimal survivorship bias when measuring performance (4 stocks of 160 selected in top 25 folios)
• Stock split issues avoided by making performance measurements within a single database

Stock dates covered

SI Pro DB date 11/28/03

1) Rank and select
stocks with this Data
Base (11/30/01)

2) Buy Stocks on
12/31/01 and Sell on
12/31/02

3) Measure 12 month
Portfolio Perf using prices
from this Data Base

Stock dates covered
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XLQ+ Excel MF Model Organization
Parameters

•DB Select
•Dates

•Market Cap
•Price & $Volume
•Industry Mask

Model 1

First level screen
of data from all
8500 stocks
•Market Cap
•Industry
•Price

Model 2

Perform detailed ROC and EY
screen and rank of 2500 stocks
surviving Model 1 first level
screen.
Many data fields accessed!

•Industry Mask
•PE, etc

•Price
•Price & Volume

Access minimum
of SI Pro data
fields to reduce
number of
stocks the
maximum
amount

Performance

Bring top 25 ranked
stocks in and compute
1 year performance
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XLQ+ Simulation Errors found
• Incorrect lookup of some data:

– Two cases where 2 different symbols accessed the same data
– Unsure if this is XLQ+ or SI Pro problem
– Found by accident – could be more problems like this
– Will report this to XLQ+ author first to see if it is an XLQ issue

• Data Errors in SI Pro Data Base
– In one disk, the Prices were missing in the last 1500 stocks or so– In one disk, the Prices were missing in the last 1500 stocks or so

in the data base
– Many other cases where data was missing from a field for one

stock
• Excel 2007 Bug

– ISNA() worksheet function failed to test true when testing a cell
with N/A error

As useful and as good a deal as SI Pro is, please be aware that this
simulation setup is far from Compustat level quality.
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MF XLQ Sim MC>500 12/29/06 to 09/28/07

• 4 of top 7 were winners
• 19 of top 25 were winners
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MF XLQ Sim MC>500 12/29/06 to 09/28/07
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MF XLQ Sim MC>500 12/29/06 to 09/28/07
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MF XLQ Sim MC>500 12/29/06 to 09/28/07

• 4 of top 7 were
winners

• 19 of top 25
were winners

Here we show values of Greenblatt’s 2 metrics,
stocks selected and 12 month return

were winners
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Keelix MF Simulations
run by Al Zmyslowski

• AAII Computerized Investing article (see
Appendix) develops a SI Pro screen that
implements the approximate MF method

• Al implemented this screen with a few• Al implemented this screen with a few
modifications in the Keelix simulator to back-
test it.
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MF Keelix Screen
;Base AAII screen
;
Keep : [SI Exchange] <> "Over the counter"
Keep : [SI Country] = "UnitedStates"
Keep : [SI Sector] <> "Utilities"
Keep : [SI Sector] <> "Financial"
Keep : [SI Return on assets 12m] >= 25
Keep : [SI PE] >= 5Keep : [SI PE] >= 5
;
; MJB adds, modifications
;
Keep : [SI Market Cap Q1] >= 500
Keep : [SI Price] > 1
Keep : ([SI Price] * [SI Volume--Average Monthly 3m] / 20) >= 750
;
; Sort by Low to Hi PE, take top 25 stocks quarterly
;
Sort Ascending [SI PE]
Top : 25

10/15/2007 26



MF Keelix Simulation Results
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Magic Formula Simulation Summary

2007 simulation runs through 9/28/2007
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Magic Formula Simulation Summary

• Greenblatt wins for first 3 years
• AAII / Keelix screen appears to generate lower returns

than XLQ simulation
• This time frame

– Small cap hardware tech did not help returns
• Possible that other industries will do poorly with this screen
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Late News - Improvement on MF Alternate Method
created by Al Zmyslowski

;Base AAII screen
;
Keep : [SI Exchange] <> "Over the counter"
Keep : [SI Country] = "UnitedStates"
Keep : [SI Sector] <> "Utilities"
Keep : [SI Sector] <> "Financial"
;
; AlZ modifications
;
Keep : [SI % Rank-Return on assets 12m] >= 90
Keep : [SI % Rank-PE] <= 30
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Keep : [SI % Rank-PE] <= 30
Keep : [SI % Rank-PE] >= 5
Keep : [SI % Rank-Price] >= 30
Keep : [SI Price] > 1
Keep : [SI % Rank-Market Cap Q1] >= 40
Keep : [SI % Rank-Volume--Average Monthly 3m] >= 40
;
; Sort by Low to Hi PE, take top X (7, 25) stocks
periodically
;
Sort Ascending [SI PE]
Top : 25
End',



Magic Formula – Choose your method
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Conclusions
• XLQ

– I am very impressed with the XLQ software functionality and
quality

– Excellent for performing your own unique analysis of a stock
– Great choice for monitoring your stock portfolio for sell

conditionsconditions
– Capable of supporting very significant projects such as the MF

back-test
• Magic Formula

– XLQ version good but could use more work (possible industry
exclusions)

– Alternate method (AAII screen) needs improvement
– Caution is appropriate regarding the MF website amid some

claims that it is not implementing the algorithm closely
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Appendix 1
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Magic Formula References

• “The Little Book That Beats the Market”, Joel Greenblatt, John
Wiley and Sons, Inc, 2006

• “The Magic Formula Approach to Stock Picking”, John
Bajkowski, Computerized Investing, January / February 2006Bajkowski, Computerized Investing, January / February 2006

– http://www.aaii.com/includes/DisplayArticle.cfm?Article_Id=2761

• Answer to follow up question to above article, Computerized
Investing, January / February 2006

– http://www.aaii.com/includes/DisplayArticle.cfm?Article_Id=2813
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Appendix B

Annual XLQ Simulation Results for Magic Formula
• Market Cap > 500 million – 6 slides
• Market Cap > 50 million ; no hardware tech – 6 slides
• Market Cap > 50 million – 6 slides
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MF XLQ Sim MC>500 12/29/06 to 09/28/07

• 4 of top 7 were winners
• 19 of top 25 were winners
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MF XLQ Sim MC>500 12/30/05 to 12/29/06

• 6 of top 7 were winners
• 22 of top 25 were winners
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MF XLQ Sim MC>500 12/30/04 to 12/29/05

• 5 of top 7 were winners
• 20 of top 25 were winners
• Did well against averages in a difficult

2005
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MF XLQ Sim MC>500 12/31/03 to 12/31/04

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>500 12/30/02 to 12/30/03

• 6 of top 7 were winners
• 23 of top 25 were winners
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MF XLQ Sim MC>500 12/31/01 to 12/31/02

• 2 of top 7 were winners
• 8 of top 25 were winners
• 2002 was an ugly year!
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MF XLQ Sim MC>50 No HW Tech 12/31/01 to 12/31/02

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 No HW Tech 12/31/02 to 12/31/03

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 No HW Tech 12/31/03 to 12/31/04

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 No HW Tech 12/31/04 to 12/31/05

• 6 of top 7 were winners
• 21 of top 25 were winners

10/15/2007 45



MF XLQ Sim MC>50 No HW Tech 12/31/05 to 12/31/06

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 No HW Tech 12/31/06 to 09/28/07

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 12/31/06 to 09/28/07

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 12/31/05 to 12/31/06

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 12/31/04 to 12/31/05

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 12/31/03 to 12/31/04

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 12/31/02 to 12/31/03

• 6 of top 7 were winners
• 21 of top 25 were winners
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MF XLQ Sim MC>50 12/31/01 to 12/31/02

• 6 of top 7 were winners
• 21 of top 25 were winners
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