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Model Shadow Stock Portfolio

AAILI

Average Annual Return (%)

Model Vanguard Vanguard H

ot S e Growth of $10,000 Portfolio

Stock Index Index
Year __ Portfolio (VFINX) _(NAESX) Model Shadow Stock Portfolio $1,000,000
1993 23 99 187
1994 20 12 ©5) =Vanguard 500 Idx (VFINX)
1995 207 374 287 "~
o po o oy Vanguard Small Cap Idx (NAESX) Y
1997 443 332 246 A
1998 (89) 286 256) A
1999 (0.0) 214 231 v
2000 @.7) (1) @7)
2001 214 (12.0) 34 w
2002 1038 221)  (200)
2003 731 285 456
2004 437 10.8 19.9 ﬂ ‘\
2005 17.9 48 74 M V
2006 204 156 156 ./\"“
2007 (1.8) 54 12 1 $100,000
2008 (508)  (37.0)  (36.0)
2009 723 265 36.1 v T =
2010 454 149 277
2011 63 20 (28)
2012 333 158 18.0 A
2013 61.0 322 376 = / ¥ a
2014 (5.8) 135 74
2015 (152) 13 (3.8) o~ A’ o
2016 208 138 182 /
2017 140 217 161
2018 (24.4) (4.5) (10.5)
2019 196 33 272
2020 138 183 19.0
2021 353 286 176 M
YTD* (168)  (127)  (13.4) T $10,000
Inception 139 99 98 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017 2019 2021
*Through Jul 31, 2022.




Large-Cap vs. Micro-Cap

SINCE 1926, MICRO-CAP EQUITIES HAVE BEEN POSITIVE 69% OF THE TIME

Large-Cap Equities Micro-Cap Equities
(S&P 500) (9-10 decile)
Average Annualized 12.29 16.2
# of Positive 70 years 66 years
# of Negative 25 years 29 yehrs
Source: Ibbotson SBBI, 2020 Perritt Capital Management

Trends in Micro-Cap Stocks

LIKELY TRENDS OCCUR IN MICRO-CAP EQUITY RETURNS

Equity Risk Premium 0.02 Random

Small Equity Risk Premium 0.34 Possible Trend
Bond Default Premium -0.31 Possible Cycle
Inflation Rates 0.64 Trend

Real Interest Rates 0.63 Trend

Source: Ibbotson SBBI, 2020 Perritt Capital Management




Trends in Micro-Cap Stocks

ONLY FIVE INSTANCES OF MULTIPLE YEARS OF NEGATIVE PERFORMANCE SINCE 1926

Micro-Cap Equities

Consecutive Years 19 5

Single Year 4 17

HOW SERIAL CORRELATION IN MICRO-CAP EQUITIES IMPACTS INVESTORS

Total Return Average Annualized
1933-1936 597.0% 62.5%
1949-1952 84.5% 16.6%
1975-1983 1,421.0% 35.3%
1991-1997 332.1% 23.3%
2003-2006 133.7% 23.6%

Source: Ibbotson SBBI, 2020.

Primary Size Consideration:
Market Capitalization




Performance by Market Cap

1926 to 2021
Annual Average Standard Return No. % of Total % of
Return Return Deviation Above  of Largest  Market Total
Decile (%) (%) (%) Decile1 Firms Stock Cap Cos
1-Largest 9.8 11.5 18.7 -- 227 $2,324.4bil 73.3 6.6
2 10.9 13.0 7alal il 224  $36.10 bil 11.2 6.6
3 11.2 13.7 22.9 1.4 227  $16.74 bil 55 6.6
4 11.0 13.8 25.1 1.2 252 $8.21 bil 3.3 74
5 11.5 14.5 25.7 1.7 276 $5.00 bil 23 81
6 11.5 148 26.6 1.7 292 $3.28 bil 16 8.6
7 119 155 28.5 2.1 328 $2.16 bil 1.2 9.6
8 114 158 32.2 1.6 468  $1,306 mil 0.9 13.7
9 11.7  16.9 36.3 1.9 469  $627.8 mil 0.5 13.7
10-Smallest 13.4 20.0 41.5 3.6 651  $289.0 mil 0.2 19.1
Large Cap, S&P 500 10.5 12.3 19.6 500 $2,324.4 bil 84.5 14.6
Mid Cap, Deciles 3-5 11.2 13.9 23.9 755  $16.74 bil 11.2 221
Small Cap, Deciles 6-8 11.6  15.2 28.1 1,088 $3.28 bil 3.7 319
Micro Cap, Deciles 9-10 12.3 17.9 37.9 1,120  $627.8 mil 0.7 32.8
Treasury Bills 3.3 3.3 3.1
Inflation 2.9 3.0 4.0

I

Past performance is no guarantee of future results.
Source: Kroll, Morningstar, CRSP

$14,086,369

Investing in Different Market-Cap Segments
$1,000 invested from 1926 to 2021

$170,538,358

$68,036,796

$38,633,920

S&P 500 Small Cap (6-8) Micro Cap (9-10) 10th Decile

MERICAN
ASSOCIATIONor
INDIVIDUAL
INVESTORS ©




Invest Where YOU Have the Advantage

Primary Size Consideration:
Market Capitalization

Market Cap <= $350 million
— Lowest 10% of NYSE-listed stocks

— Current cutoff established in September 2022
¢ Original cutoff: $55 million in 1993

e Highest cutoff: $500 million between June 2021 and February
2022




Secondary Size Consideration: Liquidity

Market Cap >= $30 million
— Current minimum set in December 2013
e Original minimum of $10 million in 1993

No OTC stocks (bulletin board or pink sheets)
Share price > $4
Use limit orders to control buy/sell prices

Average daily trading volume >= 10x position you are
seeking

Primary Value Consideration: Price-to-Book-
Value Ratio

Price is what you pay. Value is what
you get.

— ({Jorren B uﬁ{tﬁ -

AZ QUOTES




Primary Value Consideration: Price-to-Book-
Value Ratio

Average Monthly Returns (July 1963 to December 1990) (%)
High Price-to-Book-Value Ratio Low
All 1 2 3 4 5 6 7 8 9 10
All Stocks 1.23 0.64 098 1.06 1.17 124 1.26 1.39 140 1.50 1.63
Size Deciles
1-Largest 0.89 093 088 0.84 071 0.79 0.83 0.B1 096 097 1.18
0.95 044 0.89 0.92 1.00 1.05 093 0.82 111 1.04 1.22
1.08 0.66 1.13 051 055 09% 101 115 1.05 1.29 1.55
1.07 095 1.00 059 083 09% 113 099 116 110 1.47
115 070 058 114 1.23 094 127 119 119 1.24 1.50
1.24 0.88 0.65 1.08 147 113 143 144 126 1.52 1.49
1.19 0.3% 0.72 1..06 1.36 113 1.21 1.34 1.59 151 1.47
1.22 0.56 0.88 1.23 095 1.36 130 1.30 140 1.54 1.60
1.22 043 105 09 1.19 133 119 1.58 1.28 143 179
10-Smallest 1.47 0.70 1.14 1.20 1.43 1.56 151 1.70 1.71 1.82 | 1.92 |

B[ [~ [ [ [w]N

Source: The Cross-Section of Expected Stock Returns, Eugene Fama & Kenneth French,
The Journal of Finance, June 1592 AAII

$1,000 Invested From
July 1963 to December 1990
$250,000
$207,604
$200,000
$150,000
$100,000
$50,000
$8,209
I .
High P/B (1) Low P/B (10)




$1,000 Invested From July 1963 through December 1990
$531,627
$207,604
$123,432
Micro Cap Low P/B Micro Cap, Low P/B

$600,000

$500,000

$400,000

$300,000

$200,000

$100,000

ESTORS®

Primary Value Consideratio

n:

Price-to-Book-Value Ratio

Annualized Returns

Trailing 1926 -
1920s* 1930s 1940s 1950s 1960s 1970s 1980s 1990s 2000s 2010s 2020s** 10 Yrs*** 2021

Large Growth 20.5% 1.7% 6.9% 17.7% 8.0% 3.5% 15.9% 19.8% (1.2%) 15.2% 30.7% 19.3% 10.3%
Large Value 19.6% (4.6%) 16.2% 22.4% 10.7% 12.2% 20.4% 16.0% 2.9% 11.1% 15.1% 14.9% 12.0%
Small Growth 0.9% 5.0% 11.2% 17.6% 10.6% 5.8% 10.3% 11.5% (1.4%) 12.8% 27.2% 16.1% 9.2%
SmallValue 7.8% 1.7% 21.2% 20.3% 15.8% 15.1% 21.6% 16.4% 10.5% 10.9% 21.3% 13.6% 14.6%

*period July 1926 - December 1929
**period January 2020-December 2021
***period January 2012 - December 2021
Source: Kenneth French, CRSP




Primary Value Consideration: Price-to-
Book-Value Ratio

¢ Price-to-book-value ratio <= 0.9
- Bottom 10% of NYSE stocks
- Current maximum set in March 2022
¢ Original cutoff of 0.61 in 1993
e Lowest cutoff of 0.60 between August 2001 & October 2003
e Highest cutoff of 1.10 between June 2021 and February 2022

- S&P 500 P/B currently 3.93 (multpl.com, 8/31/2022)

e Year Ago 4.38 (multpl.com, 9/30/2021)
- Primary ranking variable

Momentum Tie-Breaker:
Relative Price Strength

e “Of all the potential e “"Growth and value
embarrassments to investing are joined at the
market efficiency, hip.”
momentum is the primary —Warren Buffett

one.”
—Eugene Fama




Momentum Consideration:
Relative Price Strength

e Relative Strength 4-week used as a tie breaker to narrow
down passing companies, if needed

Maximum Value of Lowest Maximum Values for Shadow
(10th) NYSE Decile Stock Candid Annual Return (%)
Leve I S of Key Market Price-to- Market  Pricesto-  Pricesto-  Shadow 500
Period Cap Book-Value Cap BookValue Sales Stock Index
Ending  ($ Mil) (X) ($ Mil) (X) (X) Portfolio _(VFINX)
F t O un 1993 0 5 55 =
aC OrS Ver [Dec 1993 6 .99 55 I = 323 9.9
Dec 1994 0 7 60 - 20 12
H Dec 1995 1 .95 60 I - 20.7 374
Tlme Dec 93 1.0 10 7 054 223
Dec 19¢ 123 E 1 I 0.54 443 2
Dec 100 1 1.0 (8.9)
Dec 19¢ 95 1 1.0 (0.0) 2
Dec 2 90 0 1 1.0 (7.7) (9.1)
Dec 20( 1 N7 125 .6 1.00 214 (12.0)
Dec 1 125 6 1.00 1 (22.1)
Dec 20C 4 _125 7 20 7 285 |
Dec 0 4 10
[ Dec 20( 1 .09 0 9 438
Dec 2006 8 9 0 294 15.6
Dec 2007 0. 0.84 {1] 5 1 (1.8) 54
Dec 2008 7 52 {1] 1 (50.8) (37.0)
Dec 2009 0 .79 0 HE 723 265
Dec 2010 7 93 0 1 454 14.9
Dec 2011 7 0 ik 6.3 20
Dec 2012 4 1 333 15
Dec 2013 d 0 i 61.0 32.
Dec 2014 4 0f 1 (5.8) 13
Dec 2015 4 7 0! 1 (15.2) 13
Dec 2016 7 1.04 40 1 1 298 1.8
Dec 2017 8 1.0 40 1 1 14.0 217
Dec 2018 276 0.7 40i 1 1 (24.4) 4.5)
Dec 2019 280 0.8 300 0.90 1.20 19.6 313
Dec 2020 0 7 30 20
Mar 202 7 40 20
Jun 202 47 50
Aug 202 46 d 501
Nov 2021 47! 1.04 50 1.1 1
Mar 2022 42 0.90 40 0.9 eliminated

Jun 2022 383 0.89 400 0.90
Source: Kenneth R. French, AAll's Stock Investor Pro. Data as of 6/13/2022.




Shadow Stock
Financial Considerations

e Trailing 12m EPS from continuing operations > $0

- When available, consensus estimates must also be positive for
current quarter and year

e Avoid any stock that was sold from the portfolio in the
last two years

Shadow Stock
Financial Considerations

e Avoid stocks not listed on U.S. exchanges and Chinese
firms

e Avoid financial stocks, leasing & rental companies, real
estate investment trusts (REITs) & limited partnerships,
etc.

e Avoid companies that have not filed a quarterly SEC
report (10-Q) in last six months




Building Your Shadow Stock Portfolio:
Placing Trades

e Average daily trading volume > 10x number
of shares you want to buy
—You may need to slowly move in & out of positions

- Be willing to build positions slowly by placing partial
orders

Building Your Shadow Stock
Portfolio: Placing Trades

e Avg. Daily Volume:  [fesrememewesn "
352,256 T34 om0 .
= $5,000 + $7.34 = ~680 ﬁ
shares x 10 = 6,800 R OOt o Comversars S
minimum dally volume Previous Close 703 Market Cap 230.574M
- 352,256 + 10 = ~35,200 | o
shares maXIml_"lm Bid 733x800 PERal,io(TT\n) 450
Supported pOSItlon Ask 734x1000  EPS (TTM) 163
" 351200 X $734 = Day's Range 7.05-7.41  Eamings Dale Dec 2, 2019
$258,368 maximum dollar 52 Wesk Range 535.15.95 EDG:TédDi‘.*idend NfA,{N.iAJ
pOSItI on Volume 399419 ExDividend Date NiA
352,256 | 1y Target Est 1247 JAAII




Building Your Shadow Stock Portfolio:
Placing Trades

e Cancel open orders if price move pushes price-to-book
ratio or market cap beyond buy limits
- Keep shares you already have

Use Limit Orders for Buy & Sell Trades

e Bid/ask spread > 2%: Place limit orders between the bid
and ask price to keep the transaction cost low

e Bid/ask spread < 2%: Place limit orders at the ask for a
buy and at the bid for sell




Bid-Ask Spreads

e Bid-ask spread: (ask - bid) + ask
($7.75 - $7.32) + $7.75
= 0.5548 or 5.55% - Place I|m|t order ~$7.54

SlgmaTrpn Intel;na}lon‘al Inc (SGMA) (e ada 2 Viitorstrend 2W 4 10WT 9M1
7 70 +0.01 (+0.12%)
of 09:36AM EDT. Market ope
Summary Company Outlook Q Chart Conversations Statistics Historical Data Profile Financials Analysis Options
Previous Close 7.69  Market Cap 46.745M 1D 5D 1M 6M YTD 1Y 5Y Max @ Full screen
Beta (5Y 8.00
Open 750 jonthly) 0.94
Bid 7.32x1000 PE Ratio (TTM) 4.07
Ask 7.75x1200 EPS (TTM) 1.89
" ) . Sep 08,2022 -
Day's Range 7.50-7.70 Earnings Date Sep 12,2022
- Forward
52 Week Range 5.42-17.30 o8 Vield N/A (N/A)
Volume 970  Ex-Dividend Date N/A

Use Limit Orders for Buy & Sell Trades

e Nasdaq: Use day orders that expire at end of day if not
filled

e NYSE & Amex: Use good-til-canceled orders to keep
your place in the specialist book

e Adjust limit price if market is not close to desired price
after a few days




Portfolio Construction

e Use online discount broker to keep trading fees low

e 10-stock portfolio minimum number of holdings
- $25,000 minimum investment

e 15 to 20 stocks: $100,000 to $1 million
e 25+ stocks: Over $1 million
e Invest equal dollar amounts in each security

Knowing When to Sell




Rules to Overcome Emotion

Shadow Stock Portfolio Sell Rules

Price-to-book-value ratio > 3x current buy factor
-3x09=27
— Sell if there are suitable replacements
Market cap > 3x current buy factor
- 3 x $350 million = $1.05 billion
— Sell if there are suitable replacements
Adjusted EPS 12m < $0
- Not GAAP earnings
- Stock placed on probation when quarterly results push trailing EPS negative

- If Isdubsequent quarter has negative EPS while trailing EPS still negative, stock is
so

e If subsequent quarterly EPS is positive but trailing EPS is negative, stock remains
on probation

- Sell even if no suitable replacements

Sell holdings older than four years, unless up more than 40% since
purchase (~10% annual gain

- Sell if there are suitable replacements AAII




Ultraiife Corp — GAAP Trailing EPS: $0.032 + ($0.01)
justrial: Electical Equipment | Smal Cap Value © Company,rofile + ($0.07) + ($0.036) = ($0.084)
| Adjusted Trailing EPS: $0.03 +
1($0.01) + ($0.06) + ($0.04) = ($0.06)

- $5.00  0.00(0.00%) g - - 1

Summary News Charts Earnings Fundamentals = Valvation @ Calendar = Analyst Reports = Peer Comparison = SECFilings

Earnings Analysis Estimate Trends  Estimate Range Summary View: (®) Quarter Annual
Latest Earnings Met Consensus (Q2 ending 06/2022) Next Earnings Announcement
Announced July o 90003 e $0.01 to $0.01 ’ (Unconfirmed) October 26, 2022
Quarterly Earnings History and Estimates Show high-low estimates || Draw trendlines o
2 2 I @
< < = g s = 8 s ] =3 8
=z = =3 < =3 o
- 3
. 3
S g '
' 4
o @ 6 a4 @ @ 0 o o @ @ o4 o @ o o4 @ @ 0 o4 —
122019 - 1272020 1272020 - 1212021 1272021 - 1272022 1212022 - 1272023 AAILI
= Negative Surprise -

Shadow Stock Portfolio Management Rules

e Decisions are made at the end of the quarter once the
earnings results have been announced
- Typically, in late February, May, August & November

e Use best judgment for mergers/tenders, but still follow
rules

e Best to focus on transaction costs
¢ Give preference to stocks with lower bid/ask spreads




Shadow Stock Portfolio Management Rules

e Sales proceeds > average position
- Invest average portfolio position in qualified stocks
- Excess cash held for future purchases
e Sales proceeds < average position
- Do not buy undersized position(s)
- Hold proceeds in cash for future purchases

Keep a Long-Term Perspective

If you are not willing to own a stock
for 10 years, do not even think
about owning it for 10 minutes.

— (Warren Bub{fﬁ'f —

AZ QUOTES




Keys to Shadow Stock Success

Time

Interest

Discipline
Minimize turnover

AAII Resources
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AAll
SHADOW STOCKS

AatLcom [EERUE  Model Shadow Sty

Welcome to AAIl Shadow Stocks

August Model Shadow Stock Portfolio Latest Shadow Stock Portfolio Alerts
Update COMPANY (TICKER) ACTION DATE

Only 28 stocks met the iniial selection criteria for the Model P———— SELL 311420

i roup Holdit ) 11412022
Shadow Stock Portfolio in earty August, down from 38 passing on S oKngs the
SELL snan0z2

stocks last month. This is a reversal of rend that we have Ranger Oil Corp. O(RO

witnessed this year and reflects the strong market rebound =

Rayonier Advanced Materials Inc. & (RYAM) 11412022
during July. AAIl members can see and research which ayonier Advanced Materials Inc. C(RYAM SELL 314720

SIFCO Industries Inc. ©(SIE) SELL 311472022

companies are currently passing the inital selection criteria in

the Shadow Stock Ideas table on AAIL.com. The list of new
Advanced Emissions Solutions Inc. ©/(ADES) BUY 311412022

Shadow Stock Ideas is updated daily—Tuesday through

Saturday. Fonar Corporation C(EONR) BUY 31472022
[ro—— Sigmaron Intemational Inc. ©/(SGMA) BUY 311412022

Latest Journal Commentary:

See Histor

Adhering to Shadow Stock Portfolio

Rules Is Vital in Shaky Times Shadow Stock Portfolio Performance

While the S&P 500 index squeaked out a 0.2% gain during May,
growing concems over persistent inflationary pressure and need
for tightening monetary policy weighed on investor sentiment,

pushing the S&P 500 into a bear market during June. Figure 1 Shiadow. Stock Poitiolo 169 @0 43| ies] 433] ms| 216

shows retums for the Model Shadow Stock Portfolio compared Vanguard 500 Idx (VFINX)  (127)  (48)| 127 136 89 89 148

to benchmarks over longer periods of fime. Vanguard Small Cap Index | (1301 (11 il w%l o3l a3 e
AESX) ¢ 8

Infationary pressure has spread from a relatively narrow As of 713172022
segment of goods tied to pandemic-related shortages o a vide

amay of goods, food, housing, energy and even services See Performance —
Transitory inflation has tumed persistent. Consumer purchasing
pattems are changing. Supply constraints of goods and services

User's Guide

To help you startinvesting in your own Shadow Stock Portfolo, we created this User's Guide
Here you will find information about the strategy used for the Shadow Stock Portfoli,
instructions on how to set p your inital portfolio, as well as how to follow the portfolio after

continue. The war confinues between Russia and Ukraine with
human, political and economic impact. Even the coronavirus
continues to mutate and disrupt the world.

setting it up and the rules for when to sell
Read more

See User's Guide —

e User’s Guide
section has
link to PDF
version of
latest Model
Portfolio
pamphlet or
view as a
web-based
guide

B AAll Model Shadow Stock Portfc. X 4
< (]

@ aaii.com/model-portfolios/usersguide

com Home Model Shadow Stock Portfolio  Shadow Stock Ideas

[conceived to show the membership of AAIl how to capitalize on the most
jpromising academic research to manage a stock portfolio without having to

ommit a great deal of time and effort to day-to-day monitoring. /n fact, AAll AAII'S MODE
SHADOW STOCK
fmanages this real-money stock portfolio (it is not a hypothetical portfolio) by PORTFOUO

simply reviewing holdings on & quarterly basis

(A True Do-lt-Yourself Model

[To pick the right stocks for AAll's Model Shadow Stock Portfolio, the focus is primarily on portfolio
ormation and risk reduction. The stocks in the AAll Model Shadow Stock Portfolio are largely risky
Istocks when evaluated separately. But when taken together as a portfolio, most of that individual
Istock risk has been diversified away. In fact, the average risk of the individual stocks has been
educed by about 70%. The central point of our Model Shadow Stock Portfolio is that the risk of any
ndividual stock is not important if your portfolio is well diversified. What is important is how the
faddition of that stock affects the risk of your overall portfolio.

f you are not following the full model portfolio but instead use the list of stocks as a tool to generate
jnvestment ideas, it is suggested that you adhere to the overall strategy by selecting and monitoring a
jportfolio that consists of at least 10 stocks. Choosing stocks in different sectors will provide added
[iversification and protect your portfolio from some sector volatility. Furthermore, be sure to consider

https://www.aaii.c del-portfolios/t minimum should

= [m]

are* @R »00Q

The Team




Actual AAII Model Shadow Stock Portfolio

B Aan X +

< C

AAIl Model Shadow Stock Portfolio

Leamn how stocks are chosen by studying the Shadow Stock Selection Rules

@ aaii.com/model-portfolios/portfolio

e Portfolio section
updated monthly
& lists current
portfolio holdings

e Current price-to-
book ratio &
market cap

Ordered By: Notes

Excel | Print |

52-Week

Market-
Cap 4
size

($ mil)

Current 4
Price Highs | Lows

Company Ticker %) $) ($)

e Special notes oot | O | o :
(e.g., currently [ ]

qualifies,
earnings
probation)

probation, valuation &
market cap

Price-
Eamings 4
Ratio

X)

Pay attention to notes about
current qualifiers, earnings

X

a %« @R »0Q :

Shadow Stock Holdings as of 8/10/2022.
Data delayed 15 min.

B Model Shadow Stock Portfolio T X +
< c
Model Shadow Stock Portfolio Transaction History

Changes are made to the Model Shadow Stock Portfolio four times a year (at the beginning of March, June, September and December). The table below shows the stocks that

Qa e« @R »O0Q :

@ aaii.com/model-portfolios/stock-transaction-history

have been bought and sold each quarter along with the date. Changes are also reported in the AAll Journal in the January, April, July and October issues
To view a detailed version of the transaction history, click here.

e ==

Transaction

2022 First Quarter

8 8 & 8 g2 2 2

31472022

2021 Third Quarter

v - o X

e Transaction

History
page lists
the Model
Shadow
Stock
Portfolio
transactions
dating back
to 2003




v = o X
B Aan x  +

= c
Shadow Stock Ideas

We run AAIl's Shadow Stock selection methodology daily against a universe of over 6,000 stocks to uncover specific companies that meet our selection criteria

Qv #x* @R »00Q :

@ aaii.com/model-portfolios/ideas

Passing Companies as of 8/31/2022.
Data delayed 15 min.

Ordered By: Price-to-Book Ratio

[ Excet |[ print |

Price
Price- -to-
Cap 4| Eamings$ 6 Book
Size Ratio
($ mil) x)

52-Week

Market-
Heldin #

Tracking
Portfolio

4 Curent§
Price Higha ' Lowg
Ticker ($) (®) ®)

Company Industry

833 1535 817 3438 2090 028 7
Freight & Logistics -
1420 4400 1251 00 080 040 1
Marine
aiee 478 7.00 424 512 2040 0.41 43 | Computer Hardware v
— = - Freight & Logistis -
NETI 83 18.60 481 2054 20.10 0.48 %
Marine
15.10 1065 1204 3014 3.10 052 b
Manitowoc Company Heavy Machinery &
855 2445 52 3455 052 18

Ine Vencies

“Shadow Stock

Ideas” list is
updated daily and
lists all stocks
currently passing
initial buy rules

You will need to
monitor any stocks
purchased from
this list since they
may not be part of
our model portfolio

B Shadow Stock Portfolio Rules X 4+
< c
Shadow Stock Portfolio Rules

> PURCHASE & SALES RULES
> STOCK ORDER RULES
> MANAGEMENT RULES

@ aaii.com/model-portfolios/stock-rules

»

Purchase & Sales Rules
Stock purchases must meet these criteria:
= No bulletin board or pink sheet stocks will be purchased.

« Price-to-book-value ratio must be less than or equal to 0.90. If the price-to-book-value ratio moved up a bit since the stock was included in the portfolio, it is still OK to purchase
the stock unless the ratio goes above 1.00. (This figure will change gradually with changes in overall market values.

« Market capitalization must be between S30 million and $400 million. (This figure will change gradually with changes in overall market values.

« The fir's last quarter and last 12 months' eamings from contining operations must be positive and, i there are consensus eamings estimates, the estimates must be positive
for the current quarter and year.

= No financial stocks or limited partnerships will be purchased.
« No stocks i the utiity sector wil be purchased
= No stocks in the rental and leasing industry will be purchased.

= No stock on foreign exchanges or ADRs will be purchased because of different accounting and/or withholding tax on dividends. Foreign stocks traded on U.S. exchanges are
OK with one exception: The stock of any company whose primary business is in China will not be purchased

« The share price must be greater than 54
« In order to reduce trading by avoiding stocks that are forever marginal, any stock that was sold within two years wil not be rebought
« Note second item under Stock Order Guidance conceming spreads when buying shares.

« Eliminate any company that failed to file a 10-Q (quarterly) report i the last six months

« Price momentum is used as a tie-breaker among qualifying stocks. A ranking on the weighted four-quarter relative strength rank is used to rank qualifying candidates

Current Model
Shadow Stock
Portfolio rules
can always be
found in this
section

Rules are
divided into
sections dealing
with initial buy
criteria, sell
criteria,
guidelines for
placing orders
and overall
portfolio
management
rules
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@ aaii.com/model-portfolios/commentary

Model Shadow Stock Portfolio

Journal Commentary

impact. Even the coronavirus continues to mutate and disrupt the world

Shadow Stock Ideas

Updates

Adhering to Shadow Stock Portfolio Rules Is Vital in Shaky
Times

July 1, 2022

Featured Tickers: AP, MESA, PERI, ULBI, VFINX
While the S&P 500 index squeaked out a 0.2% gain during May. growing concerns over persistent
inflationary pressure and need for tightening monetary policy weighed on investor sentiment, pushing the
S&P 500 into a bear market during June. Figure 1 shows retums for the Model Shadow Stock Portfolio
compared to benchmarks over longer periods of time

Inflationary pressure has spread from a relatively narrow segment of goods tied to pandemic-related
shortages to a wide array of goods, food, housing, energy and even services. Transitory inflation has
tumed persistent. Consumer purchasing pattems are changing. Supply constraints of goods and
services continue. The war continues between Russia and Ukraine with human, political and economic

a e+« @R »0O0Q :

Journal Commentary [lE0

Journal Commentary Archive

Adhering to Shadow Stock Portfolio Rules Is Vital
in Shaky Times
July 1,2022

Model Shadow Stock Portfolio Review Brings

Changes to Rules and Holdings
April 1,2022

Year-by-Year Retumns Better lllustrate Shadow
Stock Portfolio’s Variability
January 1, 2022

Model Shadow Stock Portfolio Reflects Small-Cap

Value Dominance

October 1, 2021

The Pandemic Effect on Shadow Stocks: Strong
Year-Over-Year Growth

September 1, 2021

Click here to go to the full archive -

Past AAII Journal articles dealing with Model Shadow Stock Portfolios are
presented in the “Journal Commentary” section

Helpful articles to gain an overview of the issues that come up in managing a
micro-cap portfolio and how the rules evolve as market conditions change
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Stock Portfolio Year-to-Year Performance

[The Model Shadow Stock Portfolio’s Year-To-Year Performance records the historical returns of our real-money portfolio since its inception in 1993,

Growth of $10,000 Portfolio
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Model Shadow Stock Portfolio FAQs

Site Mechanics

See latest changes to the model portfolio
Get notification of portfolic changes

See actual buy and sell prices

IModel Shadow Stock Portfolio list versus the Shadow Stock |deas

How often the Shadow Stock Ideas list is updated

Implementing the Portfolio

How to get started FAQ
S

Using AAIl's Stock Investor Pro to find shadow stocks

How much money should be invested ( Freq Uently

How to choose your starting 10 stocks A k d
Diversifying your stock picks sKe

Questions)

Best w:

y to place orders when buying_small stocks
Handling spreads in small stocks

Choosing a broker

\What to do if stock price moves up when buying

Is there a mutual fund that follows the model?

Portfolio Management Issues

Stocks that no longer show up on Portfolio or Ideas lists
Stocks bought between quarterly_reviews

Holdings that are losing money,

Delistings

[Handling dividends
Rebalancing your portiolio

@ AAIL The American Association - X 4+

&« (¢ @ aaiihighroadsolution.com/aaii_preference center/For.. 12 % @ R ® 0O o :
Home / Email Preference Center
AAIll Email Preference Center

Email Address: e Mem be r_s
subscribing to

Check the box next to each communication you would like to receive. Uncheck it to opt out of the

communication. By checking any of the options below, you are granting AAll express consent to send you th e " AAII M Od el
communications. S h a d OW
[J selectall / deselect all Stock PO rtfol |O
n H
Update” receive
a monthly email
AAIl Membership Emails with th_e latest
portfolio
Local Chapter Announcements
Get information and updates on local chapter events. To specnfy the local chapter communication C h a n g es a n d
you would like to receive, click here and login. curren t
AAIl Investor Update p e rfO rmance

Weekly insights on how to invest better from AAIl Journal editor Charles Rotblut

AAIl Journal Update
Get email notifications when the latest edition of the AAIl Journal is available

AAIl Model Shadow Stock Portfolio Update
Monthly insights and portfolio alerts for our Model Shadow Stock Portfolio.

AAIl Stock Ideas Update
Ideas on how to find winning stocks from legendary investors and proven strategies.




AAII Shadow Stocks Update Email

AAll

SHADOW STOCKS
UPDATE

Model Shadow Stock Portfolio Change

August 16, 2021

Dear Member,

The Model Shadow Stock Portfolio is reviewed quarterly to determine stock
sales and additions, a practice put in place since the portfolio’s inception in
1993. The quarterly portfolio review cycle is tied to the standard reporting cycle
of most publicly traded firms in the U.S. Companies are examined for meeting
the earnings, valuation, size and age sell rules of the Model Shadow Stock
Portfolio. The next quarterly review is scheduled to take place near beginning
of September 2021. Occasionally, a special situation arises that requires more
immediate action

On July 23, 2021, Model Shadow Stock Portfolio holding New Home Company
Inc. (NWHM) announced that it had entered into a definitive merger agreement
to be acquired by Apollo Funds, which is managed by affiliates of Apollo Global
Management Inc. Under the terms of the agreement, Apollo Funds will
commence a tender offer to acquire all outstanding shares of New Home
Company for $9.00 per share in cash. The purchase price represents an 85%

premium to the closing stock price on July 22, 2021, of $4.86 per share and a
51% premium to the 90-day volume-weighted average price.

Stock Investor Pro

e 312-676-4307 - www.aaii.com/stock-investor-pro
e Systems: Windows 8 and 10

e Price: $299 a year

e Daily data updates

e System used by AAII to build and maintain Shadow Stock
Portfolio

¢ Includes Shadow Stock Screen (*IISSP) for performing
initial screen

e Has screening and analysis tools to monitor portfolio for
guantitative sell process




Stock Investor Pro

€) Stock Investor Professional = o X
File Edit Tools Window Help
D ¢ Y@ & & @ Pt o v | Screen:| yoqe v | View: standard
Y Screen Editor - Stock Notebook #1 - Untitled Om|{=E)
Name: *ISSP (Shadow Stock Screen) v New Portfolio none: 7378 companies active
° 3 I I S S P ( I n d iVi I u a I Description: | Screen following the Individual Investors Shadow Stock Portfolio methodology.
7 Iconn ( Field Operator  Factor Compare To (field, value, industry) ) CountOn
Investor’'s Shadow
And Sector Not Equal Utilties 7256
. [And Industry Not Equal REIs - Diversified 7368]
Stock Portfolio) screen oo |y Rerpesderie
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And Industry Not Equal REIs - Speciaized 7281
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I S u I I n O O C [And [ADRIADS Stock sFaise 6854
And Country Not Equal CHINA 7108
[And Country Not Equal RUSSIA 7378
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[And EPS-Continuing 12m > 0 3651
And EPS-Continuing Q1 > 0 3587
And Price/Book <= s 1248]
[And Market Cap Q1 >~ 30 6103
[And Market Cap Q1 B 400 3749]
And Exchange Not Equal Over the counter 6083]
And_|(_[ePsEsta0 > 0 2730]
[And EPS Est Y0 > 0 2786|
or *EPS Est Q0. YO NullC Equal 2 ) 2944
insert Move Up Delete Delete Al Print 3
Dupiicate Move Down Save SaveAs Make View Apply Close AAILI
AN
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Stock Investor Pro

L You can a |SO Create a € Stock Investor Professional — @

File Edit Tools Window Help

Se” Screen that you D h ” W & g 585 5 [r=1] Portfolio: None v | Screen: None v | View: Standard

can run against a T Screen itor - StockNotebook 1 - Untd N
portfolio of Shadow e [Sersa B
Stocks to see if there | =™

are any potential sell |4 e ) oo

And Price/Book > 2.7
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Duplicate Move Down
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Thank You!

Email your comments or questions to
wayne@aaii.com




