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Welcome to Portfolio123!

This is a powerful platform that helps you to easily perform a variety of vital tasks. 

•
• You can create your own multi-factor ranking systems for stocks and for ETFs. 
• You can screen for stocks or ETFs.
• You have an incredible amount of flexibility to design the kinds of rank factors and 

screening rules you want to design.
• You can fine tune the number of passing stocks or ETFs to whatever you wish by 

combining your screens with the quick-sort feature or a ranking systems (one you create 
or one of ours).

• You can backtest either kind of model. 
• You can create simulations that allow for fine-tuning of assumptions regarding capital and 

trading costs, and which allow you much greater flexibility when it comes to articulating 
sell rules.

• You can create automated portfolios that apply your model to tell you what to buy and 
sell, when to buy and sell, and how many shares to buy and sell.

• With stocks, you can use fundamental analysis, technical analysis, or any combination 
that appeals to you.

• With ETFs, you have unprecedented flexibility in setting up the universe of ETFs you’d 
like to consider.

There’s a lot here and it’s far more affordable than any other comparable application. That’s the 
good news. The bad news, so to speak, is that as platforms gain power, complexity rises. But 
don’t worry. We’re not going to just shrug our shoulders and lecture you on the need to roll up 
your sleeves. Although it will take some time and effort on your part to harness the full power of 
Portfolio123, we have done much to get you off the ground as quickly and easily as possible.

We’ll demonstrate that with a quick-start lesson.

Building Your First Screen

Go to the home page and log in if you haven’t already done so. Look at the menus that run 
horizontally along the upper portion of the page. Click on Screener in the top row. Then, in the 
second row, click on New Screen.

In the Start Screening area, click the large button that says “New Screen.” 

You’ll see a screening interface. Look for the “Add new rule” label. Next to it, you’ll see two 
buttons: “Use Wizard” or “Free Form.” 

The heavy-duty power is accessed through Free Form. But that’s where the most learning effort 
is needed. It will be introduced in the next installment. If you want to jump the gun, you can 
access the Portfolio123 Step-by-Step series. You can access the first chapter here: 
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http://www.portfolio123.com/blog.jsp?postid=31&topic=stepbystep

Many users would prefer to hold off for a while on Free Form and start more slowly. But even 
those who want Free Form now should continue to the end of this tutorial to get a general 
perspective on the Portfolio123 approach to screening, and its emphasis on testing, sorting and 
ranking, functionality that may be even to advanced users of other applications.

Continuing on with this introduction, click on “Use Wizard.” This will take you to an easy-to-use 
menu-driven interface with easy-to-read descriptions that will let you create screens in a matter of 
minutes. You won’t be able to do everything you can with Free Form, but if you’ve used free or 
low-cost web screeners before, you are likely to be quite surprised at how much powerful this 
Wizard can be.

We’ll assume you chose the Wizard and see this interface:

The categories are self evident. Let’s start by clicking on Value. You’ll see two subcategories:

Let’s click on the plus signs to open both of them,

Let’s use the PEG ratio. Click on it.
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Notice, the lower right hand portion of the interface. Any time you click on an item, you get a 
plain-English explanation of what it’s about. 

To create the rule, we’ll work in the upper right portion of the interface.

You see,  in the upper right section, that a rule is already set up for you. This will be the case 
every time you choose something in the Wizard; we start you off with a very basic rule and if you 
like it, you can simply click “Add Wizard Rule.” 

Notice, though, that you need not accept the basic rule. You can click into the right-hand box and 
change the 1 to any other threshold you like. That’s probably obvious to most users and very 
much in line with what you can do on pretty much any elementary screen you’ve seen on the 
web. 

Now let’s step it up a bit.

Notice the left-hand box, the one that says “Less Than.” More importantly, notice the arrow at the 
right edge of the box: This is a drop-down menu. Click it. Doing so will reveal five choices:

• Less Than (this is the choice we started with)
• Less Than Industry Median
• Best In Industry
• Best In Sector
• Best In Market

How do you know 1 is the best possible PEG threshold. Many investors over the years have 
made plenty of money on stocks with PEGs of 1.5 or even 2. Let’s instead, focus our attention on 
stocks that have PEG ratios that rank in the bottom half relative to industry peers. Use the 
dropdown menu and choose “Best in the Industry.”
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The starting point here is a rule that looks for PEG ratios that are in the lowest (best) 20%. We 
want the bottom half. Click in the right-hand box and change 20 to 50.

Click on “Add Wizard Rule.” Doing so takes you back to the screener interface, but now, you see 
your rule.

Let’s go on. Go to the “Add new Criteria” section. Notice that your use of Wizard for the first rule 
does not confine you to using Wizard the rest of the way through. You get to choose Wizard or 
Free Form each time you create a rule; you can mix and match at will. We’re going to stay with 
Wizard for this screen, but the ability to mix and match can help you ease into Free Form 
gradually, as you feel ready.

I don’t want value traps. So I’m going to add a rule seeking companies with 5-year EPS growth 
rates that are in the top 35% relative to industry peers.

That’s good, but it’s the past. I want the good times to be ongoing. So here are a few more rules 
I’m going to establish.
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I’d also like to see only companies whose EPS trends have been reasonably stable.

Here’s what the screen looks like as of now:
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This looks great: growth stocks that have been beating estimates and which are modestly valued. 
Who could ask for anything more!

Before finishing up, let’s just take care of one more important item of business. Click on the + sign 
in the black box labeled Settings.

Notice the universe: It includes all stocks. 

We can’t assume all stocks are worthy of even being in a screen in the first place. I want to get rid 
of all the tiny OTC stocks, the ones that often have huge market spreads and may be difficult, if 
not impossible, to trade effectively. So I’m going to use the Universe drop-down menu to select 
NO OTC Exchange.

Now we’re done.

I’m going to click on the “Run” button on the left side of the interface.

And here is a partial illustration of the list of companies that pass the screen.
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(NOTE: Look just above the company list. Notice on the right the link that says “download.’ You’ll 
see these often on Portfolio123. They allow you to download the tables in Excel formats!)

That was easy and it was powerful.

Your First Backtest

This sounds like a great screen: it considers deep value, a strong track record of growth, stability, 
consistent victory in the Wall Street earnings game. Before we congratulate ourselves on a 
screening job well done, let’s backtest and see if the screen really is as great as we think it is.

Click on the Backtest tab.
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Notice that I re-set the Start Date – End Date from the default selection to the maximum period. 
Otherwise, I stayed with the default settings. Now click “Run Backtest.”

(NOTE Again: Look above the left side of the table and above the chart. There are more Excel 
download links!)

Ouch! That’s bad. The market turned $100 into $102.30 over much of this lost decade. But the 
screen turned $100 into $80.70.

What happened? On paper, the strategy seemed great. 

It’s important to understand that just because a model sounds good doesn’t mean it really is 
good. Perhaps that’s why so many investors started screening enthusiastically in the past, only to 
fall away as time marched on and as can’t-miss strategies failed to deliver dollars-and-cents 
performance.

Fine-Tuning Our Strategy

Don’t lose heart. We can fix this and we can do so easily.

First, I eliminated three rules. I got rid of earnings surprise and estimate revision. The financial 
media praises things like these. But is it possible they be telling us more about how the company 
manages its investor relations strategy than about the strength of its business? I also got rid of 
the rule relating to earnings stability. Perhaps that was being to greedy. If we want low value, 
growth stocks, perhaps we need to tolerate some choppiness. I also added a few EPS growth 
rules to enhance our five-year view with a more here-and-now flavor.

Here’s the new screen.
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And here’s the new backtest result.

That’s better.

But we still have a problem. Look at the sixth column of the table, the one that tells us how many 
stock have passed our screen. We’re usually up in the 500 range.

That’s too many. We can’t buy all those stocks. We can’t research all those stocks. At first glance, 
it may seem as if we had a hot model. In truth, we had a lot of nothing. This may be another 
reason why many investors may, over the years, have started to screen enthusiastically only to 
give up as time passed.

No worries. This, too, is easy to fix.

I made some changes to the Settings.
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First, I decided I don’t want to see more than 15 stocks. With a list like that, I am able to buy 
everything or research everything. That would be useful. 

This choice leads us to the next decision: how we should narrow down to 15. There are many 
ways to do this. I can set Ranking to Quick Rank, and input a formula, either by typing manually 
or by pointing and clicking (activate menus by clicking on the notepad image next to the word 
formula). This particular formula is Average shares outstanding over the trailing 12 months 
divided by the number outstanding in the prior 12 month period. I chose “Lower is Better” thereby 
causing companies that have been buying back shares to bubble up to the top of the sort.

Here’s the result of the backtest based on 15-stock lists created in this manner.

Bingo! That works. We have a model that beat the daylights out of the market and which never 
asks us to look at 15 stocks. 

Wait a minute. Creating the quick-sort formula looks a bit intimidating. The menu is the same one 
used in Free Form. We haven’t learned that yet.

No problem. Portfolio123 offers you a collection of pre-set ranking systems. Feel free to use one 
of those. For this example, we’ll select one of our Basic systems, the one called Quality. (You can 
select it by using the dropdown menus in the upper right portion of the Backtest interface.) 
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Notice the little windows icon to the right of the dropdown wherein we specified Basic: Quality. If 
you click it, you’ll see the ranking system opened in a separate browser window.

Click to open up the folders and look around. You may not yet understand everything at a glance. 
But descriptions are available and by the time you finish the next part of this tutorial series, you’ll 
be much better able to cope with the abbreviations.

Here, now, is a backtest of the screen limited to the 15 passing stocks that have the highest 
scores under the Basic: Quality ranking system.
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That’s fine. The performance-test is OK, although not quite as strong as what we had when we 
sorted based on share buyback. Continue to experiment with other pre-defined ranking systems. 
This art of the process will become especially interesting to you after you are able to use ranking 
systems you create!

What Have We Accomplished
We’ve only scratched the surface of Portfolio123. We haven’t yet touched ETFs, nor have we 
discussed Reports, Universes, Custom Formulas and Lists. We just had a cursory glance at 
ranking systems and are yet to look at all at Simulation. Most importantly, we had only a brief 
point of contact with Free Form (the stock-buyback quick-sort formula) but immediately backed 
away. For users interested in technical analysis, there are some rules in the Wizard, but many still 
need to learn how to do it in Free From.

However, we have come quite a distance.

• We saw how the Wizard can help users create interesting screens right from day one; 
screens that are considerably more flexible than what is available elsewhere. (Use those 
dropdown menus!)

• We saw how important, critical in many cases, it can be to backtest. Much has been 
written over the years by many commentators about what makes for a good screen. But 
unless you backtest (or risk real money),you have no way of knowing whether any of 
those countless sounds-good-on-paper ideas would actually succeed in the real world.

• We saw how easy it is to backtest. The settings are by and large intuitive (but we’ll still go 
over them again later). And the tests run quickly!

• We saw how easy it is to revise and re-test and to do so again and again as necessary.

• Finally, we were introduced to sorting and ranking, steps that are important if your models 
are to create reasonable-sized lists that can be useful to you in the real world. 

So are you ready for Free Form?

Many are not. But many others really do need to be exposed to it quickly in order to get serious 
with technical analysis and to screen for ETFs. Accordingly, the next installment will be an 
introduction to Free Form.
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