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Initial Proposal (10/10/2006)
Introduction

Since the last AGM (November 2005),  the club has only received four new toolkits (for 4 new companies).  The club has also a large fund in cash (70% of NAV).  The decision to have such a ratio in cash has not been a result of the club deciding to go bearish, rather a lack of proposals for new investments. Hence, several investments have been made on the back of companies the club had previously invested in; yet these decisions were made with no updated toolkits or updated fundamentals, but mainly on technical analysis (and sometimes on news).

Portfolio 

The purpose of this note is not to discuss the reasons for lack of proposals, rather to find a remedy so that we are in a position to invest. The semi-systematic portfolio proposal is a way forward. The club can opt for a portfolio based on certain criteria that it agrees upon. Using for example  a stock screening tool, the best shares passing these criteria are selected (say 3 shares). Individual members then rank these shares in some fashion according to their personal preferences (such as fundamentals, charting, outlook/news, risk/reward ratio, portfolio fit, dice, darts, random picking etc...). The ranking would be to assign shares a score of 5, 3, and 1 to the shares. Then, we pick the shares with the highest score. Variations of this scheme can be discussed.  However, we need to be in a position to invest in a share at the end of the process.

Key facts
· New portfolio - semi-systematic (with members’ personal profile).

· Two step process: First step is to select shares based on filters; second step is for members to rank, score and decide.

· We select a set of filters for selection, entry/exit criteria [see below for a sample]

· We run every two months (around the year)

· £9K fund for the portfolio

· 6 companies in the portfolio (with £1.5k each initially).

· Agree to make decision online or at the designated monthly meeting.

· Identify the top three companies and vote for one of them.

· We rank each company by five, three, one (agree if zeros allowed).

· Members to explain how they came about the ranking (based on personal profile/preferences).
Agreed Policy for the Portfolio

The semi-systematic portfolio has been agreed at the October 2006 meeting and will be based on the ICM Computer group filters proposed by Mourad in his e-toolkit (finding undervalued stocks):
· New portfolio - semi-systematic
· Two step process: First step is to select shares based on filters; second step is for members to rank, score and decide.
· We execute the stock screening every two months.
· £9K fund for the portfolio

· 6 companies in the portfolio (with £1.5k each initially).

· Agree to make decision online or at a designated monthly meeting.
· Weighted scoring using deciles for each share.
· Identify the top five companies using highest scores.
· Each member selects his/her top three shares and rank by assigning five, three, one points.
· Members to explain how they came about the ranking (based on personal profile/preferences -. Examples include fundamentals, charting, outlook/news, risk/reward ratio, portfolio fit, dice, darts, marbles,  random picking).
· The share with the highest total points will be purchased. If two shares have equal points, then the share with the highest score will be selected.
Share selection objective: Undervalued shares.  To identify shares that have shown a good return over the past year(s), and likely to show earnings/profit growth in the future and yet their share price has not fully caught up with the growth achieved and/or outlook potential.  So these could be seen as good growth companies that are undervalued.  For example, shares who have done well in delivering positive profit growth over the past and also likely to do so in the  future but have acquired or disposed of companies incurred some costs.
Initial stock screening

 The following criteria will determine the initial sample to achieve the aim above:

	1. Market = FTSE-Allshare

	2. Mktcap>£50M

	3. EPS Gr
 (next year) >0

	4. EPS Gr (year after next) >0

	5. EPS Gr (past year) >0

	6. Price rise/fall (1 year) < 15%


 The first two filters state which market and market capitalisation I aim for. The next three filters look for companies that have shown EPS growth in past year and currently the forecast shows promising outlook. The sixth filter is to pick companies whose share price has not gone up too high. 
Analysis, Weight and Ranking

Based on the output from the stock screening execution above (that is stocks that satisfy all the criteria in the Section above), we need to select the shares that have the best-combined set of fundamentals.  So we also record the following additional parameters: 

	7. PSR
	Price Sales Ratio

	8. PE
	Price Earning Ratio

	9. Net Gearing
	Borrowing

	10. PEG
	Price Earnings Growth


So, in total we have 10 parameters. We first applied weightings on these parameters (see justification in table below). Then we rank every share using these weights and the scoring (using deciles). 

	Filtering criteria
	Weight
	Description of weight

	1. Market FTSE-Allshare
	N/A
	Initial selection – all shares selected are in FTSE-allshare

	2. mktcap>£50M
	6
	Split remaining 20% between 1 year price change, market cap and eps (year after next).

	3. EPS Gr (next year) >0
	25
	Split 50% between trailing EPS and forecast EPS (next year)

	4. EPS Gr (year after next) >0
	8
	Split remaining 20% between 1 year price change, market cap and eps (year after next).

	5. EPS Gr (past year) >0
	25
	Split 50% between trailing EPS and forecast EPS (next year)

	6. Price rise/fall (1 year) < 15%
	6
	 Split remaining 20% between 1 year price change, market cap and eps (year after next).

	7. PSR
	10
	Assign 10% for each of PSR and PE

	8. PE
	10
	Assign 10% for each of PSR and PE

	9. Net Gearing
	5
	Split 10% into PEG and Net Gearing

	10. PEG
	5
	Split 10% into PEG and Net Gearing


Pruning

This is a short step: The purpose   is to reject any company from the top shares for which either the sector is not appropriate, or the news/outlook has not caught up with the information services offered by Digital Look.  For example, in August 2006 the whole of the online betting industry was in turmoil after the US laws had been passed; but the investment analysts had not adjusted the forecasts or impacts – in the meantime using stock screening in our case had given 888 Holdings and SportingBet in the top shares.  Another example if a fine is ongoing or legal issue is in progress (and these issues are not captured in the fundamentals).  

Next

1. Members are sent a full report showing the output from the stock screening and associated scores for each share, followed by the top five shares (pruned). 

2. The members must respond within a predefined period (normally a week) outlining their three shares (5, 3, 1 points). 

3. The share selected is identified by totalling all scores. A final report is generated collating the initial report, final decision and response from members (and justifications).

4. Purchase is made (if a share is selected)

Appendix - Criteria and Filters
Filters for different types of investments. These are obtained from ADVFN stock screening tool. These are for illustration and we can mix and match or come up with ours.

SmallCap growers at reasonable valuations
Filter for reasonably valued AIM companies, with steady profits growth and sufficiently strong 52-weeks price performance. A further inspection for healthy fundamentals, like margins and debt, could produce a list of solid growth companies.

· AIM Market Membership Indicator activated

· Tobin Q-Ratio below 1

· Price-to-Sales Ratio between 0.01 and 2

· Price % Change over previous Year above 7%

· Retained Cash Flow above 0

Big and liquid companies on the move
Companies of relatively large market capitalization with an adequately positive liquidity ratio, which are currently trading close to their monthly high-price. The PEG ratio is lower than one indicating that the stock could be undervalued for its growth potential.


· Market Cap above £100 mil

· Change from monthly high above -5%

· Current Ratio above 2  (ACID test)

· PEG Ratio below 1

Dividends backed growers
The strategy assumes that these companies are probably going to break through their annual-high price, since they are currently trading within a 5% band. 
For safety reasons, these companies are backed by a dividend yield exceeding 3%, and their reported EPS secure them a dividend cover of 2 times and above.

· Market Cap above £50 mil

· Change from annual high above -5%

· Dividend yield above 3%

· Dividend cover above 2

Big players at price momentum
This strategy produces a list of FTSE 100 member companies currently trading very closely to their weekly low price, which have seen a significant price rally persisting over the previous 6 months. As usual, this list should be investigated for other fundamental strengths like margins and leverage.


· FTSE 100 Membership Indicator activated

· Change from monthly low above -1%

· Price % Change over previous Quarter above 15%

· Price % Change over previous Half-Year above 15%

Cash-generators trading at Value-for-Sales prices
Slow-growth, medium-size companies with sound sales volumes and strong cash inflows, which currently appear to trade at cheap levels relative to the amount of sales they generate. Typically paying most of their earnings in dividends, so investors can milk the stocks for cash flows. For security, we ranked them by their Gearing percentage to monitor how healthy their financial structure is.

· Market Cap between £0 and £1,000 mil

· Turnover above £100 mil

· Price/Sales Ratio between 0 and 1

· Price/CF per share between 0 and 5

· CF Retained above £0

· CF Pre-Financing above £0

· Dividend Payout Ratio above 30%

Big players paying-out generous dividends
Companies of large market capitalization yielding a dividend rate above the market average. Creating a steady stream of income for the investor. When they happen to be backed by solid sales and be within reasonable price-to-sales ratio margin, they provide an additional value opportunity. Again, to avoid nasty surprises we exclude companies with high levels of gearing on their balance sheet.

· Market Cap above £1,000 mil

· PE Ratio below 25

· Price/Sales Ratio between 0 and 2

· Price/CF per Share between 0 and 10

· Gross Gearing less than 67%

Dogs Of The Footsie

Top DiviYielders of FTSE-100 currently at a price setback:
Selecting the top FTSE-100 member-companies in terms of dividend yield, after they have been filtered-out for low Price/Sales Ratios. Investors hold on them for a year in the prospect of both Income and Capital gains.


· Exclude all but FTSE-100 indicators from Market Sector

· Price/Sales between 0 and 1.5

Asset-Strip Takeover Candidates
Pinpoint undervalued takeover targets:
Companies of favourable lowered replacement values, with solid wealth in Tangible assets and costless cash-amounts left over for the stockholders. Backed by robust Sales, this could be the subject of a well-timed takeover.

· Tobin?s Q-Ratio below 1

· Price/Book Ratio between 0 and 2

· Price/Cash per share below 20

· Turnover above £10 mil

· Market Cap above £10 mil

· Net Cash par share above £0

� EPS Gr: Earnings Per Share Growth
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