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Preface

Imagine yourself in a room with the quarterly reports for 1600
companies. Assuming each of the 6400 reports is about an eighth
of an inch thick, stacking them up would build a 66-foot-high
tower of information! The reports would include myriad data on
the companies, such as earnings, dividends, stock prices, and
price-to-earnings ratios. If each report covered just 59 individual
pieces of information for each of the 1600 stocks, you'd have
more than 377,600 different pieces of data, just for one year.

Now imagine your response if your boss walks into the room
and tells you to sift through each of these reports and isolate all
the stocks that meet just four criteria, telling you to make sure
that only the stocks that meet each of the four criteria are includ-
ed. You’d probably quit on the spot! Isolating a handful of
stocks from 1600 is overwhelming for most people.

A New Age on Wall Street and
Main Street

But it is not overwhelming for a computer. Scanning the 377,600
bits of information on the 1600 stocks and picking only the stocks
that meet all your criteria is simple for a computer. The task is com-
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pleted before you can take a sip of water. What used to take armies
of stock analysts weeks of research to accomplish can now be exe-
cuted in minutes by an individual using a computer. The leverage
a computer gives an individual is astounding. In the comfort of
your home, you can create powerful stock-picking models that are
every bit as good as those used by Wall Street’s most highly paid
and respected professionals.

Top stock pickers do much better than the market because
they’ve discovered a superior stock selection method: Their
portfolios beat the market because they are filled with stocks
that are very different from the market. These stocks are different
not necessarily in terms of the types of businesses the issuing
companies are engaged in, but very distinct in terms of the fac-
tors, or underlying characteristics, like earnings, dividends, and
growth rates, that define the stocks in the portfolio.

Let’s say your boss walks into the room stacked with quarterly
reports, pulls out the reports for 30 companies held by a top-per-
forming mutual fund, and tells you it's your job to demonstrate
exactly how those 30 companies differ from the market as a whole.

Without a computer, you couldn’t do it. A computer gives you
the power to quickly and precisely discover how these 30 stocks
differ. By entering the 30 stocks into a database like Value Line’s
Value/Screen III, you can see exactly how they differ from the
market and what rules, or model, guided the person putting the
portfolio together.

What works for these 30 stocks works with portfolios built by
anyone, including the masters of the trade. By putting the portfo-
lios of great managers on a computer, you can quickly analyze their
stocks to see which factors, or underlying characteristics, they most
value. With this information, you can develop a stock-picking model
that scans the vast amounts of information in the computer database,
selecting only the stocks that consistently meet the master’s standards.
Indeed, you can simply use their standards as a starting point,
moving a step beyond to design models that have a greater clar-
ity, simplicity, and precision than the master’s own portfolio.

Do as They Do, Not as They Say

If you've read other books on the stock market, you know how
confusing and conflicting the advice can be. Reading some of
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the thousands of books on the market could leave you complete-
ly disoriented, thinking the stock market is hopelessly compli-
cated and mysterious. Invest Like the Best lets you avoid this con-
fusion by giving you the tools to see exactly how top managers
put together portfolios and then showing you how to mirror
them by using their favorite factors.

By designing your models around what the pros actually do,
rather than what they say they do, you filter out all extraneous
information and superstitions, leaving only relevant data for the
purpose at hand: designing a winning portfolio. This is impor-
tant, since often there’s an enormous difference between what
someone says they do and what they actually do. According to
studies done by Paul Slovic, a respected researcher of human
cognition, the emphasis that brokers and other market profes-
sionals initially said they put on various inputs varied signifi-
cantly from what they actually used when buying stocks.
Moreover, while they said they used a huge number of variables
when picking stocks, they actually used only a few. Indeed, if
you study the techniques used by the greatest investors
throughout time, you'll find that most of them used simple, ele-
gant, and direct strategies consistently.

Great Managers Act Consistently

Yet only a handful of investors beat the market over the long
term because few have the discipline to consistently implement
a superior investment strategy. If you learn only one thing
from this book, it should be that all managers with long-term
success in the stock market made it to the top by consistently
using a superior investment strategy. John Neff built the
Windsor fund, one of the most successful value funds, by stick-
ing with his strategy of buying undervalued companies with
low price-to-earnings ratios. He never once deviated from what
mutual fund rating service Morningstar calls “his extremely
disciplined and patient approach ... [even] when huge weight-
ings in financial and cyclical issues led to disastrous results in
1990, he held on.”

Neff is a great investor because he has the intelligence to
understand that, no matter how superior his investment ideas
are, they won’t do him any good if he second-guesses them.
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The Four Horsemen

Refusing to act emotionally and second-guess your methods is
one of the toughest assignments investors face. Most fail. The
four horsemen of the investment apocalypse are Ignorance,
Greed, Fear, and Hope. These four are responsible for larger
losses than any single economic depression ever caused. Only
Ignorance is easily corrected. It's also the only one of the four
that isn’t an emotion. By understanding exactly how the masters
make their stock selections, you’ll be well on your way to slay-
ing Ignorance. Removing Ignorance lets you tame the other
three and move on to outstanding investment performance.
After reading Invest Like the Best, you'll:

s Know how to uncover the strategy of any money manager and
take what you've learned to create a computerized stock-pick-
ing program that consistently beats the market and the portfo-
lios of the nation’s top stock-picking gurus.

s Know which factors all top-performing managers of any
given style share and how to use them to develop outstanding
portfolios.

= Be able to systematically review any investment strategy, be it
from a book or a broker. You'll see how it performed in the
past and how it’s likely to perform in the future. Moreover,
you'll understand how risky it is, and whether or not the risk
is at a level you can tolerate.

s Know how to use factor profiles to avoid mutual funds or
money managers that are headed for disaster.

= Never again make a random, unplanned purchase of a stock
or a mutual fund based on a hunch, tip, or untested recom-
mendation. You'll understand immediately if a stock fits your
criteria and if it would make a good addition to your portfo-
lio.

» Know how to unite the best of two styles of investing to create
a high-yielding portfolio that also has tremendous capital
appreciation potential, while keeping risk in line with the
market as a whole.

s Have the power of knowledge and the ability to act with con-
viction. You'll see how it works for the pros, and you'll know
it can work for you.
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Value/Screen III:*
A Quick Start
Guide for IBM

and Compatibles

This is a quick start “crib sheet” so that you can start using the
companion disk right away. This requires a high-density disk
drive, a hard disk, and at least 640K of memory.

To use this disk, type VS at the A: > prompt.

Main Functions

A. Stock Selection (Data Base Screening)
B. Stock Report

C. Statistical Analysis

D. Portfolio Management

*Value/Screen Il was used to prepare this manuscript, but the latest version is
Value/Screen 1. The methods and system described in the book, however, remain the

same.
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Function Keys

Special Keys

Esc (ESCAPE) Returns you to the previous screen

F1 Help.

F2 Executes a command.

F3 Save/Recall/Delete Criteria

F4 Save/Recall/Delete Lists

F5 View Screening Results

Fé6 Produces the User Define Variables from the Screening
mode. Merges two selected ticker lists in Create-Edit Ticker List
mode.

F7 Generates a Single Ticker Report

F8 Produces a histogram showing frequency distribution for
selected variable in the Screening mode.

F9 Allows you to insert a line of data when screening, prepar-
ing reports, or editing portfolios.

F10 Deletes a line of data when screening, preparing reports,
or editing portfolios.

+and — The plus and minus keys toggle through alternative
responses while screening the database.

Home, then Ctrl and F10 simultaneously Clears all data
entered on your screen.
Alt C Changes the background color on your screen.

News About Value/Screen III

Pressing N from the Main Menu provides you with informa-
tion on Value/Screen. This information comes from the README
file, which provides a Business Summary on Turner
Broadcasting Systems and pricing information on the demon-
stration disk.
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A Sample Screening

From the Main Menu, press S to select Screen Database and type
the following:

1. M1 Recent Price Enter The cursor moves to the right.

2. Use the + or — key to select >, and press Enter. The cursor
moves to the right.

3. Type 20 and press Enter.
4. Using the same method enter:

M4 Current P-E ratio < (less than) 20.
M9 Market Cap. < (less than) 500 ($mill).
G5 Projected EPS Growth > (greater than) 20.

5. Press F2 to see the number of stocks passing this test. Press
F5 to view the names of the companies. After viewing the list,
press Esc twice to return to the Main Menu.

Producing Reports in Value/Screen III

Selecting R from the Main Menu allows you to select different
reports. Tabular, Portfolio, Statistical Summary, and Comparison
reports are all available from the Reports Submenu.

Reporting on a Screened List Using a
Tabular Report R

The Tabular Reports feature allows you to easily construct
reports containing columns of stock data.

1. Once in the Tabular Report screen, press the + or — key to
toggle through the various report formats. For demonstration
purposes select SCREEN as the method for the report genera-
tion and press Enter. The cursor moves to the right.

2. Type the variables for your report as follows:

11 Company Name Enter

12 Ticker Symbol Enter

M1 Recent Price Enter

M4 Current P-E Ratio Enter

H9 5-year Dividend Growth Enter
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Once all the variables are selected, choose a “Ticker list” or a
“Screened list” to report on. If the top of your screen reads
“Tabular Report on: Last Screening,” the program will produce
the Tabular Report based on the results of the last ticker list
used for screening.

You may select a previously saved ticker list by pressing F4
and recalling a list.

Press F2 to generate and view this report. After viewing, press
Esc twice to return to the Main Menu.

Obtaining Single-Stock Reports

Pressing F7 from the Screen Database function produces a Single
Ticker Report. Type the ticker symbol AAPL and press Enter. The
cursor moves up. Toggle to the desired format SCREEN or PRINT
and press F2. You may use your arrow keys to view the entire
report. After viewing all of the information for Apple
Computers, Inc., press Esc twice.

Exporting Reports as wkKs
and Text Files

Creating a report in any of these formats will allow you to
export information for use in other programs, such as spread-
sheet, database, or text editing programs. Use the + or — key to
toggle to FILE: Wks and press Enter. wks files are commonly used
in spreadsheet programs. Press F2, name the file, and press
Enter. After the report has been calculated, the program returns
to the Tabular Report screen. A new file has been created, and

can be found in the program’s directory.
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