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Executive Summary - This is a momentum strategy for value stocks. It ranks stocks with higher
2 months return (price momentum) and higher short-term (3 days) price reversion (capturing
investor’s over-reaction). The model also prioritizes profitable companies (higher ROE) with
lower valuations (low P/B and P/S). By rebalancing a portfolio of 20 stocks every 3 months
during 10 years, it will produce a Sharpe ratio of 0.70 and an annualized return of 28.14%.

1.a. The ranking system uses a momentum strategy for value stocks.
100% * Trade Strateqy
Momentum (75% weight): The model ranks stocks that had increased its = 75% ‘3t Rel Strength

price in the last 2 months (18.75% weight) and had a 3 days reversion in Efigl;uz[:g?mﬂ e

stock price (56.25% weight). Due to the price momentum, | expect the ao: 10 + 2MoPdRet 560
upward trend to continue and the 3-day over-correction will create an Close(0)/Close(80)
opportunity to buy cheap. = 25% ‘3 + Valuation
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Value (25% weight): The model ranks profitable companies (higher ROE U T —

represents 6.25% weight) that the market expects to have low future

earnings growth (lower P/S and P/B represents 18.75% weight). Since ROE should be
correlated to P/S (and P/B), | expected that the market will close this gap and the company will
have an increase in its multiples.

Settings
Start Date: 03/301 Filters:
End Date: 02/28110 e ——
Rebalance Frequency: Three Months  Number of Buckets: 20
Universe: All Stocks Minimum Price: 3.0
NA'S in Incomplete Sector: ALL
Statements: From Previous Quarter

Settings
Start Date: 02128105 Filt
End Date: 02:28/10 ===
Rebalance Frequency: Three honths  Hui of B
Universe: All Stacks Minimum Price: 3.0
NA's in Incomplete Sector: ALL
Statements: Fram Previous Quarter
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Seftings
Start Date: 02/28/07
End Date: 02/2810
Rebalance Frequency: Three Months ~ Humber of Buckets: 20
Universe: All Stocks Minimum Price: 3.0
NA'S in Incomplete Sector: ALL
Statements: From Previous Quarter

Change Settings

Filters:

Settings

Start Date: 02/28/08
End Date: 02/28/10
Rebalance Frequency: Three Months — Number of Buckets: 20
Universe: All Stocks Minimum Price: 3.0
NA's in Incomplete Sector: ALL
Statements: From Previous Quarter

Ghange Setings

Filters:
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Settings

Start Date: 02/28/09
End Date: 02/2810
Rebalance Frequency: Three Months — Number of Buckets: 20
Universe: All Stocks

NA'S in Incomplete
Statements: From

Filters:

Minimum Price: 3.0

sector: ALL
Previous Quarter
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1.B. Running a simulation where | buy small stocks (market cap. between $200M and
$1000M) with good liquidity ($200k average daily liquidity) and stock price above $3 and
sell these stocks every 3 months if they rank below the 95" percentile in the model or if
their prices decrease by more than 70% (stop loss rule), we can achieve an amazing
return for 5 and 10 years:

10 years: In 10 years, the total return is 810% (versus -3.61% from S&P), which
represents an annualized return of 28.14%. The Sharpe ratio is 0.70 and the maximum
drown down is -57.37%. The annual turnover is relatively high (343%) as well as the
overall winner’s ratio (58.68%)

5 years: In 5 years, the total return is 155.93% (versus -8.23% from S&P), which
represents an annualized return of 20.68%. The Sharpe ratio is 0.39 and the maximum
drown down is -62.88%. The annual turnover is relatively high (348.26%) and the overall
winner’s ratio is 52.49%
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Mo Ticker Weight Return  Shares Value
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Ganeral Info

Inception Date 033101
L=st Rebalance Date 121805
Diays Since Last

Rebalance =
Rebalance Freguency Three Months
Ranking System Assignment 4

Quick Stats — as of 02726710

Tetal Market Walue (inc Cash) % 4 553 .6578.50
Cazh 211.28
Mumber of Positions 20
Total Return 810.72%
Benchmark Return -3.81%
Active Return 814.23%
Annualized Return 25.14%:
Annual Turnover 343.75%
Max Crawdown -ET. 3T
Crverall Winners {372/834) 58.68%
Sharpe Ratic 0.70
Comelation with S&P 500 .80

Last 10 Trades

Date Type Symbal Shares Prica
122108 BUY AEL 30,2440 3T.14
12/21/08 BUY AHT 48 0820 2479
1202108 EUY Al 321820 5581
12421/09 BuUY BWS 20,9880 51030
12/21/08 BUY CPD 40,2180 35.37
12/21/08 BUY SEL 12,2420 31784
122109 BUY Gl 11,3230 31807
22109 BUY HE 12,4530 81724
12/21/08 BLY IR 12,8810 B17.07
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Data Scurce and Ranking System

Universe All Stocks
MA's from Pre-Annoucement From Previocus Quarter
Ranking Mame Assignment 4

Buy Rules [Implicit AHD} [copy to soreen’

MitCap Low MEtCap=200 Rank Rank < 25
Mkt Cap Up MEtCap=1000 Stop Less GainPet <-T0
Liguidity avgdsilytet/201=200000
Price close(0)=2
@PEfrfflI'i.lual?gs:lm @:ifrmgcg_a!:m @Pun?:;tlgg.wm
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Return Model SEP SO0

Total 810.72 %% -3.51 %

Annualized 2814 % -0.41 %

“ear To Date 1.10 %% -0.85 %

4 Week 4.08 % 2.85 %

12 Wieek 12.74 9% 1.19 %

1 ear 194 12 %% 45.71 %

3 ear 53.81 % -21.05 %
Annualized Performance by Calendar Year

2001 2002 20032 2004 2005 2005 2007 2002 2009 2010*

Kodel 5918 % -2.78% 12016 % 33.95 % 10.44 % 37.02 % -20.12 % -16.69 % 121.30 % - 9%
S&P 00 -1.238% -23.37 % 2838% S.99% 2.00% 13682 % 3.523% -38.49% 22.45% - 9%
Excess Return 60.56 9% 19.88 %= 93.78 % 24,96 % 7.449% 23.41 3% -23.66 % 21.80% 97.54% - %

23% of annusl dsts i= reguired to caloculste annueslzed retwrn.

"} Incsption Date: 321501
{**) End Date: J2/28/10
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5 years results

S
] ] T I Incepticn Date 02/28/05
250 Last Rebalance Date 02/20/10
g 225 Days Since Last 5

E 200 Rebzlance
n Rebalance Frequency Three Months
g 1757 Ranking Systemn Assignment 4

§ 1504
.
u Total Market Value {inc. Cash) %1,279,880.50
o 1007 Cash s 1544
75 Number of Positions 20
Eg Teotal Return 155.93%
01-05 01-06 01-07 01-08 01-0%  O01-10 Benchmeark Return -5.23%
| — Simulation 4.1 (25 Fositions) — $5F500 | Active Return 184.17%
Intersctive Graph Annualized Return 20.68%
Annusl Turnowver 348 .25%
Max Drawdown -52.BE%
Cwerall Winners {180/362) 52.49%
Sharpe Ratic 0.29
Comelation with S&F 500 J.82
No Tidker Weight Return  Shares Value Date Type Symbol Shares Price
1 HTEX 7.1% 8538% 968080 581,082.84 022210 BUY ASWW 1,523.0 5389.98
2 FIR 8.4% 49.80% 13,505.0 %82, 615.65 022210 BUY AFL 53270 %311.43
3 AFL E.5% 1820% 5.227.0 570,902.38 02/2310 BUY EEEF 39850 %1528
4 AANW  54% 12.52% 1,523.0 508,656.84 0z/2210 BuY CHRS 10,4080 5585
5 MTRX 5.0% 4.688% 5,970.0 563,879.00 0Z/2210 BUY CLMT 3,129.0 351948
8 HPY 4.9% 3.20% 41220 263,040.87 022210 BUY CLw 1,269.0 %4795
7 CLMT 4.9% 1.79% 3,128.0 382,110.85 022210 BuUY CPl 48780 81223
8 CHRS 48% 1.42% 10,408.0 561,933.55 022210 BuY ERCC 10,8820 3570
9 RT 4.8% 1.04% 7.521.0 361,853.89 022210 BUY ES 89,1700 536864
10 CRU 4.8% 0.80% 49780 2681,378.74 02/2310 BUY HPY 4,123.0 31477
Exchange Market Cap Sector
@Forfoliol23.cam @Fortfoliol23.cam @Fortfolio123.com
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Return Model S&P S00

Total 1552.82 %% —2.23 %

Aonnualized 2Z0.88 % -1.70 %

“ear To Dates T.55 %6 -0.55 %

4 Week F.07 % 2.85 2%

13 Wveek Z0.83 b 1.19 %

1 “ear 185.51 9% 4871 %%

3 wear Ta.90 Y —Z1.05 %
Annualized Performance by Calendar ¥Year

2005~ Zo0s 2007 2008 Zo009 2010

Model 4.50 % 31.69 9% -0.51 9% —2ZT.eT %% 141 .42 9% — G
S&P S00 3.58 % 13.62 ¥ 3.53 %o -38.49 % Z3.45 % - ¥
Excess Return 1.02 %5 12.08 25 —4.04 25 10.82 35 117.97 2% - %

237 of annual data s reguired to calculate anveslizsd returm.

%} Inc=ptisn Dists: OZ/22008
==} End Date: 02¢36/10
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