The Beginner's Portfolio had beginner's luck. However, it
is not intended to be your adviser, but rather to show how
a portfolio can be managed following consistent rules.

The Beginner’s Portfolio:
A Performance Review

By James B. Cloonan

I now have a full year's experience
with what [ am going to call the
Beginner's Portfolio. It is a beginner’s
portfolio only in the sense that the
rules are easy to follow and, since it is
examined only quarterly, it takes very
little investor time.

The portfolio rules are based on the
most persuasive academic theory and
on practical rules that have been well-
tested. These rules are quantitative
rules and thus stock selection can be
easily carried out from a database. In
my heart 1 feel that individuals with
time can look at qualitative variables
to choose the best stocks from among
those selected by quantitative screens.

The Beginner's Portfolio had a total
return of 32.3% for 1993. For new mem-
bers, ! should point out that this is a
real portfolio and the yield is net of all
commissions and other costs.

Certainly the Beginner's Portfolio had
some beginner's luck and I would not
expect this portfolio, based on the his-
torical performance of its theoretical
base, to outperform the market by such
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an amount on a regular basis.

with 24 stocks (see my August 1993
column) and wound up with 24. Ten
stocks were sold and replaced with
others and two more are being sold at
this time. Eleven of the 12 stocks were
sold because their 12-month earmnings
went negative and one was sold be-
cause its market capitalization went to
more than twice my criteria.

Commissions, from a deep discount
broker, came to about half of 1% of
portfolio value. Three of the stocks
more than doubled and five were up
about 50%.

The Beginner's Portfolio rules as fol-
lowed are listed in the accompanying
tables. There are a few adjustments
that | suggest:

» The original rules stated that when a
company has aloss for the trailing 12
months, it is to be sold; [ have modi-
fied this to negative earnings from
operations. I do not sell based on
one-time write-downs because the
damage is already done and may
not impact future performance.

» Asthe market has increased in value,

The portfolio began January 1, 1993, the cut-off points for price-to-book-

Rules for Building and Maintaining the Test Portfolio

Stock purchases must meet these criteria:

» Price-to-book-value ratio is less than 0.61*

+ Market capitalization is between $11 million and $55 million*

» The firm’s last quarter and last 12 months earnings were positive
+ No financial stocks or fimited partnerships will be purchased

Stocks are sold if any of the following occurs:

e Last 12 months earnings are negative

» The price-to-book-value ratio goes above 1.2

s Market capitalization goes above twice the initial criteria

« Sell part of holding if it exceeds two times the average holding, and funds are needed
to buy other stocks that meet the purchase criteria

Stock Order Rules

« Market orders are not used. Instead, orders are placed between the bid and ask
prices unless the difference between the two is 3k ar less, in which case purchases
are placed at the offer price and sales are placed at the bid price

s Unfilled orders should be adjusted after a week, but the original purchase criteria
should not be violated

 If price changes cause a stock to become ineligible (due to changes in price-to-book-
value ratio and market capitalization) when only part of the order has been filled,
keep what Is already purchased and cancel balance of order

#Will change graduclly with overall market value (continued on p. 24)

James B. Cloonan is chairman of AAIL His column is fis own opinion and does not necessarily reflect the views of the AAIl Journal.
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million for market capitalization.

until the holding is down to average and use the receipts to buy qualifying stocks
« The share price is greater than $4

Rules for Building and Maintaining the Test Portfolio (continued) However, ratherthan use completely
static numbers, I suggest starting with
Portfolio Management Rules a0.61 price-book-value ratio and $55
+ Decisions are made only at the end of each quarter million in market capitalization and
« Best judgment Is used for tenders or mergers, but all criteria must be obeyed expanding these gradually if you are
» At end of quarter, If receipts from stocks sold exceed requirements for new not selecting enough stocks.
purchases, keep the excess receipts—up to 5% of portfolio value—in cash until For those with time, | suggest gener-
next quarter, If the excess receipts are greater than 5% of the total portfolio value, ating a pool of stocks with price-to-
distribute the amount above 5% to smaller holdings that still qualify as buys. Buy in book-value ratios less than 0.80 and
efficient quantities market capitalization under $90 mil-
« At end of quarter, if receipts from stocks sales are insufficient to buy all newly lion, and then using your own criteria
qualifying stocks, buy in order of lowest price-to-book-value ratio in amounts equal and analysis to choose the final port-
to the average holding. Also, if any existing holding is twice the average, sell shares folio. The Beginners Portfolio is not

intended to be youradviser, but rather
to show how a portfolio can be man-

value ratio and market capitaliza-
tion must move upward. For a new

aged following consistent rules and

portfolio, these will be about0.68for  wjith not much more effort than select-
the price-to-book-valueratioand $63  ing mutual funds.

COMPUTERIZEDY. /1.2

Computerized Investing provides informa-
tion on using your personal computer for in-
vesting. This 28-page newsletter, published
every other month by AAll, includes regular
features such as:

« “How to” articles—complete with programs—
on using your computer to assist in invest-
ment analysis and valuation.

« Reviews of investment software and infor-
mation services.

+ Comparison grids of leading software and
database products.

+ Descriptions and announcements of new
and updated investment programs and ser-
vices.

« Meeting notices for area AAIl computer
groups.

AAll members can subscribe to Computer-
ized Investing for $30 a year {(non-members,
$60). Clis a free option with AAll life member-
ship. Subscribers also have access to the ci
computer electronic bulletin board.

The Individual Investor's Guide to

COMPUTERIZED
INVESTING

Eleventh Edition 1994

The 1994 edition of this complete reference book is now
available to AAll members. The Guide helps steer com-
puter users through the bewildering. array of investment
hardware, software and databases. It includes:

« An introduction to the use of computers for investment
analysis.

» Careful analysis of the latest types of personal computer
hardware suited to investment needs.

» Suggestions on finding software and services.

« In-depth descriptions of over 500 software programs and
over 150 database services that can be used in the
analysis and tracking of stocks, bonds, mutual funds,
options, futures and real estate.

« Comprehensive software and database comparison grids
to help you quickly find products that meet your needs.

+ Lists of computer user groups that share their investment
tools and know-how.

The Guide is sent to all Computerized Investing subscrib-
ers as the November/December issue and is available to
AAIl members for $19 (non-members, $24.95).
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