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The Individual Investor Wealth-Building 
Process helps you create a 

comprehensive and personalized plan 
for investing.

It will help you to become a more 
effective manager of your own assets.
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The Five-Step Process

www.AAII.com

Source: “A Process for Creating Your Own Wealth Plan,” AAII Journal, June 2020.
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Challenges to Guide You
Through the Process

www.AAII.com

https://www.aaii.com/learnandplan
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https://www.aaii.com/learnandplan


Why Focus on Preferences?

• Acknowledging preferences makes it clear 
what you will and won’t do 

• Narrows the field of investment ideas

• Helps you better define your buy and sell 
rules
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Preferences Vary by Person

• Your preferences may be different than  
other investors you know, and that’s okay

• There is some research suggesting 
preferences are formed during childhood

• One study found that the inclination to be 
a growth or value investor is partially 
ingrained at birth
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Any Limitations or Restrictions?

• Is your 401(k) plan limited to funds?

• How much time do you have to spend 
researching individual securities?

• Do you find financial statement analysis 
and reading earnings reports interesting?

• What is your spouse or significant other 
comfortable with you doing?

• How knowledgeable are you?
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Don’t Force Square Peg 
Preferences Into Round Holes
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Simplify as You Get Older

www.AAII.com

Source: “Finances in the Older Patient With Cognitive Impairment,” by Eric Widera, 
Veronika Steenpass, Daniel Marson and Rebecca Sudore, JAMA, February 16, 2011.
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Being Unaware of Cognitive 
Decline Leads to Bigger Losses

Source: “Investors Unaware of Cognitive Decline Are Likelier to Lose Wealth,” 

AAII Journal Dispatches, November 2020.



Types of Investors

• Fully Hands-On: Handpicks stocks and 
bonds

• Partially Hands-On: Combines individual 
securities with mutual funds and ETFs

• Index: Prefers index mutual funds and 
ETFs

• Fund: Considers actively managed funds

• Combo hands-on/adviser: Combines using 
an adviser with personal control of 
investments
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Broad Characteristics of 
Successful Investing Strategies

• Understanding why you bought an 
investment and what would cause you to 
sell it

• Systematic and repeatable 

• Simple enough to routinely follow

• Cost effective

• Require only as much time as you are 
reasonably able and willing to devote
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AAII Stock Screens Can Provide 
Ideas for Rules

www.AAII.com

AAII Buffett Hagstrom Screen, https://www.aaii.com/stocks/screens/75
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Buffett: Hagstrom Screen

• Market cap of $1 billion or more

• Profitable over past 12 months

• ROE above 15% of each of last 3 years

• Below industry median debt-to-equity

• Above industry median operating margin

• Above industry median net profit margin

• Price change greater than book value 
growth over last five years

• Low price-to-free-cash-flow ratio
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What Do We Know?

• Companies must be profitable

• Operating and net profit margins must be 
greater than peers

• Debt must be below median

• ROE above 15%

• Price change above that of book value

• Low price-to-free-cash-flow ratio desired
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AAII Stock Evaluator

www.AAII.com 16



Sell When the Opposite Occurs

• No longer profitable

• Operating and net profit margins less than 
peers

• Debt rises above industry median

• ROE falls below 15%

• Price return lags growth in book value

• Price-to-free-cash-flow ratio becomes 
expensive or negative 
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Basic Buy Rules for 
Funds and ETFs

• Fills an allocation need for your portfolio

• Outperforms category peers over several 
periods

• Low cost

• Understandable objective and strategy

• Tolerable level of risk

• Stable management if active

• Tax-efficient, if held in a taxable account
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ETF Evaluator

www.AAII.com 19



Basic Sell Rules for 
Funds and ETFs

• Keep an eye on the objective

• Monitor performance against peers; 
should outperform over time

• Higher cost with corresponding 
outperformance

• Watch for a change in manager for 
actively managed funds and ETFs

• Not as tax-efficient as expected
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Finding Ideas on AAII
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Keep Track of Why You Own 
Certain Investments
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You Can Also Use My Portfolio

www.AAII.com 23

https://www.aaii.com/myportfolio

https://www.aaii.com/myportfolio
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Upcoming Webinars Register at www.aaii.com/webinars

Wayne Thorp on Making the Grade: Highlighting New Features of A+ 
Investor
Wednesday, November 4th, 2020, 7:30 p.m. CDT

Derek Hageman on Secrets Behind AAII’s New Dividend Grader 

Wednesday, November 11th, 2020, 7:30 p.m. CDT

Wayne Thorp on A+ Investor: Idea Discovery Made Simple

Wednesday, November 18th, 2020, 7:30 p.m. CDT

http://www.aaii.com/webinars

