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The PRISM Wealth-Building Process
provides a framework for aligning your
investment decisions with your goals.

The five steps of PRISM empower you to
create a personalized investment plan and
have the confidence to follow it.
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The optimal strategy is not one that
maximizes return, but rather one that
helps you stick to your long-term
investing plan and achieve your goals.

PRISM helps you identify this strategy.

www.AAll.com



Basic Guidelines
e Start with your allocation needs from Step 2

e Use your preferences from Step 3 to narrow
down the list of potential candidates

e Establish rules to select the right investment




The Selecting and Managing
Your Investments Workshee
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online AAIl PRISM Academy Community Library



https://community.aaii.com/viewdocument/selecting-and-managing-your-investm?CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf&tab=librarydocuments
https://community.aaii.com/viewdocument/selecting-and-managing-your-investm?CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf&tab=librarydocuments

Pause for a Poll

1. Do you have written buy and sell rules that
you follow?

a) Yes

b) No




PRISM Academy: "S” Introduction

e Lesson 1 in the PRISM Academy:

— Selecting and Managing Your Investments

e View the full course overview for "S” - Selecting and Managing Your Investments

e Provides members with an intro/welcome video highlighting what you will learn in this
section

e Learn how the PRISM Academy makes it easier to know how to select the right

investments for your portfolio based on your personal risk tolerance, allocation and
investment management preferences

— Discussion Questions for Lesson 1:

 What allocation model did you choose back in Step 2: “"R” - Recognizing Your Risk Tolerance and Allocation?
+  Which asset class groups do you need to find investments for? (ex. large-cap stocks, intermediate-term bonds, etc.)
+ Optional: What is one aspect of selecting investments you are unsure about or need more clarity on?

View and download the “"Selecting and Managing Your Investments”’ worksheet



https://community.aaii.com/communities/community-home/digestviewer/viewthread?GroupId=13&MessageKey=61a7a9b9-613b-48a8-9f0b-72eda3cf002f&CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf&ReturnUrl=%2fcommunities%2fcommunity-home%2fdigestviewer%3fcommunitykey%3d66ef624b-0f56-46f0-b071-0db4b3af6cdf
https://community.aaii.com/viewdocument/selecting-and-managing-your-investm?CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf

Mutual Funds and ETFs
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Preferences and Constraints

e Do you want active or passive management?

e Any constraints, such as limited choices in a
401(k) or 529 plan?

e Do you specifically want a mutual fund, or
do you want an ETF?

e Is the tax-cost ratio a consideration?




Buying Guidelines for Funds

e Has the fund outperformed peer funds over
a period of years (three, five and 10
years)?

e Lower expense ratios are better

o If seeking active management, look for a
truly active fund (lower R-squared values)

e Read the objective to make sure you
understand the fund’s strategy




Not Easy to Pick Which Active
Manager Will Outperform

Exhibit 2: Percentage of All Domestic Equity Funds Underperforming the S&P Composite 1500 on an
Absolute and Risk-Adjusted Basis

100

3-Year 5-Year 10-Year 20-Year
= Measured by Absolute Returns ®m Measured by Risk-Adjusted Returns

Source: S&P Dow Jones Indices LLC. Data as of Dec. 31, 2021. Past performance is no guarantee of future results. Chart is provided for
illustrative purposes.
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"SPIVA U.S. Year-End 2021,” S&P Dow Jones Indices, March 16, 2022.

Source:




Reasons to Sell a Fund

e Underperforms peer funds over a period of
years

e Becomes more expensive than peers
e Objective or underlying index changes

e Read the objective to make sure you
understand the fund’s strategy

e Manager change leads to a change in
approach




Resources for Finding Funds

e Mutual fund and ETF guides
. _ Top/Bottom Perfprming Fupds |
® Inv e Stl n g I d eas S eCtI On Of A AII The best and worst performing mutual funds in key categories, updated monthly.
e Mutual fund and ETF evaluators
e Fund compare tools

TOP FUNDS
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e Mutual fund and ETF screeners = = e eed o
(A+ Investor and Platinum) oo ooy a
. Needham Small Cap Growth Retail NESGX 29.4% “ 1.58 u

e Find all on AAIL.com



https://www.aaii.com/

PRISM Academy: Mutual Funds/ETFs

e Lessons 2-4 in the PRISM Academy:

— Lesson 2: Narrowing Down the Fund Universe
— Lesson 3: Finding a Fund: Where to Start
- Lesson 4: Buy and Sell Rules for Mutual Funds and ETFs

e Lesson 2:

— Provides members with the "Selecting and Managing Your Investments” worksheet,
Asset Class Heat Map and AAII Allocation Models

e Lesson 3:
— Provides members with the "Finding a Fund: Where to Start” checklist

e Lesson 4:

— Provides members with the "Buy and Sell Rules for Mutual Funds and ETFs” checklist



https://community.aaii.com/communities/community-home/digestviewer/viewthread?GroupId=13&MessageKey=8de19f9c-30cc-4f92-8fd4-20131d9afaaf&CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf&ReturnUrl=%2fcommunities%2fcommunity-home%2fdigestviewer%3fcommunitykey%3d66ef624b-0f56-46f0-b071-0db4b3af6cdf
https://community.aaii.com/communities/community-home/digestviewer/viewthread?GroupId=13&MessageKey=82fe9947-989d-4fca-b0e4-1336e71a4de3&CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf&ReturnUrl=%2fcommunities%2fcommunity-home%2fdigestviewer%3fcommunitykey%3d66ef624b-0f56-46f0-b071-0db4b3af6cdf
https://community.aaii.com/communities/community-home/digestviewer/viewthread?GroupId=13&MessageKey=c6afcf63-e9b4-496c-84f6-13fabac51a66&CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf&ReturnUrl=%2fcommunities%2fcommunity-home%2fdigestviewer%3fcommunitykey%3d66ef624b-0f56-46f0-b071-0db4b3af6cdf
https://community.aaii.com/viewdocument/selecting-and-managing-your-investm?CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf
https://community.aaii.com/viewdocument/aaii-asset-class-heat-map-2012-20
https://www.aaii.com/asset-allocation?_ga=2.9362997.1494514504.1648474722-266534855.1647014365
https://community.aaii.com/HigherLogic/System/DownloadDocumentFile.ashx?DocumentFileKey=4da3b3f9-4193-41fe-af23-a3e32cdacb12
https://community.aaii.com/HigherLogic/System/DownloadDocumentFile.ashx?DocumentFileKey=8bca07b8-22e3-47e2-b714-f62a5369f9d1

Stocks




Preferences and Constraints

Do you have a preference for growth,
value, income, momentum, etc.?

How much time do you want to spend?
How frequently do you want to trade?
Are taxes a consideration?

Any desire for sustainable investing or
other values-based strategies?

Are you willing to consider small stocks
with lower levels of volume?




Buying Guidelines for Stocks

A big part of the Model Shadow
Stock Portfolio’s long-term

success is an adherence to well-
defined buy and sell rules.

Growth of $10,000 Portfolio
Model Shadow Stock Portfolio

=—=\Vanguard 500 Idx (VFINX)

Vanguard Small Cap Idx (NAESX)
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Value Metrics for
(Cheapest 40%)

e Price-earnings: 13.4 or lower

e Price-to-book: 1.5 or lower

e Price-to-cash flow: 10.8 or lower
e Price-to-sales: 1.9 or lower




Growth Metrics
(Strongest 40%)

e EPS growth 12-month: 53%
e EPS growth 5-year: 16%

e Sales growth 12-month: 21%
e Sales growth 5-year: 9%




Dividend Metrics

e Dividend growth 12-month: 4.8% (highest
60%)

e Dividend growth 12-month: 4.8% (highest
60%)

e Current vyield (%): 1.9% (highest 80%)




Momentum Metrics

e 26-week relative strength of at least 70%
e Trading within 90% of 52-week high

e Weighted four-quarter relative strength
rank of at least 61%




Reasons to Sell a Stock

e The stock no longer matches your strategy
(e.g., value becomes expensive, sales
decline instead of growing, etc.)

e A company stops being profitable
e The dividend is cut

e A negative change occurs in the business

e You purposely established a predefined
stop price




Resources for Finding Stocks

o AAII Stock Screens |
e Model Shadow Stock Portfolio I OoDBEGOo0]

ADR Screen . n
e Investing Ideas Page can e cms s V] o
Dividend (High Relative Yield) Scr: .n
e Stock Evaluator & | ommtm b
e Custom Stock Screener (A+ A
Investor and Platinum) S P T— =

e Find all on AAIIL.com



https://www.aaii.com/

PRISM Academy: Stocks

e Lessons 5-10 in the PRISM Academy:

— Lesson 5: Narrowing Down the Stock Universe
e Delves into how to narrow down the list of over 5,000 U.S.-listed stocks

e This checklist helps you to hit each and every one of your individual needs as well as
preferences before adding anything to your portfolio: the "How to Narrow Down the
Stock Universe” checklist

— Lesson 6: Finding a Stock: Where to Start
e Resource: Finding a Stock: Where to Start checklist PDF
e Newest lesson, released today (March 31, 2022)

— Lesson 7-10: How to Buy/Sell Stocks

e Resources: Buy and sell rules for specific stock investing styles such as momentum,
value, growth and income. This will be a comprehensive checklist of guidelines so you
can create your own rules.



https://community.aaii.com/communities/community-home/digestviewer/viewthread?GroupId=13&MessageKey=fb78e1f5-8aad-45c2-84f2-01933d686dad&CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf&ReturnUrl=%2fcommunities%2fcommunity-home%2fdigestviewer%3fcommunitykey%3d66ef624b-0f56-46f0-b071-0db4b3af6cdf
https://community.aaii.com/viewdocument/how-to-narrow-down-the-stock-univer?CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf
https://community.aaii.com/communities/community-home/digestviewer/viewthread?GroupId=13&MessageKey=4fbe906e-e1e9-448b-a5a1-2db8c244107f&CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf&ReturnUrl=%2fcommunities%2fcommunity-home%2fdigestviewer%3fcommunitykey%3d66ef624b-0f56-46f0-b071-0db4b3af6cdf

Bonds and Cash Equivalents
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Preferences and Constraints

What allocation need are you trying to meet?
Is it for an ongoing allocation?

Are you looking for easy access to
withdrawals?

Is tax-efficiency important?

Are you willing to accept more risk for more
volatility?




Some of the Options

e Individual bonds—can be held to maturity
e Bond funds—easy diversification

e Defined-maturity bond funds—a hybrid of
bonds and bond funds

e Certificates of deposit (CDs)—can be
laddered like bonds

e Money market funds—frequently pegged
to $1; provide quick access to cash




Big Drivers of Bond Prices

e Maturity—Longer maturities provide more
income but are more sensitive to interest
rate changes; can be matched to spending
horizons

e Credit quality—Inversely related to risk of
default; lower credit ratings come with
higher yield; investment grade is safer
(AAA/Aaa to BBB/Baa)




Bond Taxation

Taxable
Bond Type Federal State and Local
Treasury X
Municipal®
Corporate X X
*Can influence Medicare Part B premiums and the taxation of Social Security benefits.




Buy and Sell Guidelines for Bonds

e Determine type and maturity based on
preferences and needs

e Holding to maturity gives you known
return

e Decide in advance if coupon (interest)
payments will be reinvested or not

e Consider selling if credit quality worsens
or proceeds are needed




Buy and Sell Guidelines for Bond Funds

e Similar to stock funds (especially low
expense ratios)

e Higher category risk than peer funds
suggests more credit risk, more interest
rate risk or both




PRISM Academy: Bonds

e Lessons 11-13 will cover various aspects of selecting bonds for
your portfolio:
- Lesson 11: Narrowing Down the Bond Universe

e Checklist for how to create a manageable list of potential bonds to add to
your portfolio.

— Lesson 12: Finding a Bond: Where to Start

e Specific guidelines on how to start researching which bonds would be good
portfolio additions based on your preferences and allocation.

- Lesson 13: Buy, Sell and Hold Rules for Bonds

e Checklist on the various buy, sell and hold suggestions you can use to create
your own rules when investing in bonds.




PRISM Process Flowchart
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Participate in the AAII Community

Join us in the PRISM Academy to complete Step
"S,"” Selecting and Managing Your Investments.

Participating in our online discussions help you learn how to
use the Selecting and Managing Your Investment worksheets
and other resources to choose the right investments for your
portfolio.

Join Us in the PRISM Academy



https://community.aaii.com/communities/community-home?CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf
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PRISM Wealth-Building Academy:
www.aaii.com/learnandplan

AAII Community:
https://community.aaii.com



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

Did you complete today’s lessons In the
AAII PRISM Academy online?

Step 4, Lessons 6-9 are available to all PRISM

Academy students:

These mini lessons are focused on the various guidelines for selecting
which stocks to add to your portfolio.

There is a worksheet/checklist and discussion questions.

Please loqg in to the online AAII PRISM Academy
to complete these three lessons.



https://community.aaii.com/communities/community-home?CommunityKey=66ef624b-0f56-46f0-b071-0db4b3af6cdf

PRISM Academy Schedule

Selecting and Managing Your Investments

e 3/31/22: Lessons 6 - Finding a Stock: Where to Start

o 4/7/22: Lessons 7-10 - Buy and Sell Rules for Stocks

o 4/14/22: Lesson 11 - Narrowing Down the Bond Universe
o 4/14/22: Lesson 12 - Finding a Bond: Where to Start

o 4/21/22: Lesson 13 - Buy, Sell and Hold Rules for Bonds

o 4/21/22: Lesson 14 - The Importance of Writing Down Your Buy and
Sell Rules

Monitoring Your Allocation, Progress and Life Stages
o 4/28/22: Lesson 1




A Few Final Thoughts

e Writing down rules will lead to more
disciplined and less emotional decisions

e A checklist of key things to look at can
help you better analyze an investment

e Screeners are great for finding ideas
e Success comes from trusting the strategy




Questions?
LI




Upcoming Webinars

Individual Investor Show:

Find Your Own Winning Portfolio Strategy
Thursday, April 7, 2022 at 4:30 PM CDT

AAIl Expert Roundtable:
Using AAIl's Premium Services to Navigate 2022 and Beyond
Wednesday, April 13, 2022 at 1:00 PM CDT

Watch on YouTube or listen on Spotify, Apple Podcasts, Amazon Music, or Audible

You . Em TR
eSDOtlfy AaSONILEIC 9%9'9!% Apple Podcasts

To view and register for upcoming webinars, visit aaii.com/webinars.

] American

Association of
AAI I Individual
Investors




