Companies, Securities, and Investment Portfolio Strategies

I generally agree with Jim Cramer, so I’m not going to give my whole investment strategy as much of it would be paraphrasing what Cramer says in his show and books.

http://www.cnbc.com/id/15838459?__source=vty%7Cmadmoney%7C&par=vty
In October 2009, he published his latest book, ”Jim Cramer's Getting Back to Even.” Cramer is also the author of “Stay Mad For Life: Get Rich, Stay Rich,” “Mad Money: Watch TV, Get Rich,” “Jim Cramer's RealMoney: Sane Investing in an Insane World,” “Confessions of a Street Addict” and "You Got Screwed! How Wall Street Tanked and How You Can Prosper.” (from CNBC-CNBCTV-Mad Money-Bio).

So if you want to fully understand my strategy you will want to absorb a lot of what Cramer has to say and avidly follow other sources as well, such as the links given in the Company Profile Group Work document (which is not this document you are reading right now).

Instead I will highlight where my strategy diverges from Cramer’s:

Where does the David Moglen Investment Strategy differ from the Jim Cramer Investment Strategy?

1. No options buying or selling in Moglen Strategy.

2. Automatic orders can be okay in certain circumstances in Moglen Strategy.

3. Dividend reinvestment is not always required in Moglen Strategy.

4. Can buy more than five individual stocks in Moglen Strategy.

5. No commodities in Moglen strategy while Cramer recommends 15%-20% of portfolio to be in Gold using the ETF called “GLD”

6. Good until cancelled orders OK at times in Moglen Strategy, while Cramer says all orders should be marked good for one day only

Investment Lecture Notes:

Topics You Need to Know: K.O.A.D:
· Key Statistics

· Order Types

· Asset Classes

· Diversification
First, the Moglen “Avoid” list and some general fundamental points for your saving strategy:

In my strategy, I  do not buy or sell options, commodities/futures, currencies, bonds, or anything with “Inverse” or “Bear” in its name e.g. Inverse ETFs, or any recent IPO (a new stock with little or no track record of having been a publicly traded company). You may want to consider ETFs over mutual funds, and be very careful if you buy an ETN and may want to avoid entirely. Invest, don’t trade daily or close to daily. But do watch your portfolio daily and always maintain a watch list, starting months before you even invest. 

I have stated what I believe should be avoided above. If an investor wants to buy any “avoid” products mentioned above, they need to do a tremendous amount of research and/or work with investment professionals. If you want to buy any of the “avoid” products prudently with limited or nonexistent help from a  professional investment advisor, then you need to make research, book reading, and deep study on such a product (commodity trading, futures, options, etc.) an almost full-time job at minimum, starting well before you make your first purchase in such a dangerous and risky area.

My favorite concise disclaimer seen in an investment commercial on TV: “Trading has risks.” Never forget that. If you can’t see losing the money you invested, don’t invest that money. Keep it as your savings cushion. Of course there are ways to strongly reduce the likelihood you would lose all your stock investment, but it can’t be money you absolutely need to be there to survive. 

Jim Cramer recommends the first $10,000 you invest is simply to index funds. http://www.cnbc.com/id/15838459?__source=vty%7Cmadmoney%7C&par=vty
For example, these ETFs are broad-based index funds, at least as far as the nationwide U.S. economy goes: NYC follows the New York Stock Exchange stocks, QQQ follows the top 100 largest firms in the Nasdaq, SPY follows S&P 500 firms, and DIA follows the Dow Jones 30 stocks. Also see https://www.spdrs.com/ for more granular sectors. Click ETFs, then Sector/Industry.
Then, despite positive statements about numerous stocks in any given show each day, Cramer recommends that after that first $10,000 in index fund, you hold 5 stocks, because more than that you don’t have time to continually research and keep an eye on each sufficiently. Never buy everything at once or sell everything at once unless (at least regarding the “sell” advice), conceivably, it is an absolutely unusual, almost once-in-a-lifetime macro event.
Bonds are fine, but they don’t interest me as a personal investment. Traditional portfolio theory says a younger investor should be more in stocks than bonds, and that gradually shifts to more bonds/ less stocks as you become older and closer to retirement age.

Key Stats:

All items listed on page 3 of the Company Profile GW are Key Stats. Also you see these for specific firms if you enter any company’s name at CNBC.com or Sharebuilder.com and click Profile. At these sites you will already see some of these stats when you first enter any company in the quote box.
PE, aka the P/E ratio, is share price/Earnings Per Share (the denominator is aka EPS). This is the most widely cited stat for a stock. Also called its valuation, or its multiple, it is the most key measure of how cheap or expensive a stock is. 

A secondary measure of this same thing is the Price/ Book. Price to book ratio is share price divided by book value on a per-share basis. Book value is the “fire sale” value of tangible assets (that remain after the company hypothetically paid off all debt) if the firm had to declare bankruptcy.

Market Capitalization, or “Market Cap” is the total value of the firm. This should be in millions or billions of dollars. It is given directly, but can also be calculated by multiplying the share price and the (fully diluted) float, aka number of shares in existence.
Yield, aka Dividend Yield, is the per-share dividend in dollars and/or cents divided by the share price. This result is stated as a percentage. Study question: which varies more frequently on a stock, Yield or Dividend?

Order Types:

	Market
	The most basic order type. This order is used for guaranteed execution, but price is unknown. The risk of market orders is that you have no control over execution price. OBR suggests that you avoid using market orders entirely.

	Limit
	Limit orders are filled at the limit price or better, but are not guaranteed to fill. OBR suggests using limit orders with generous prices in lieu of market orders.

	Stop Loss
	This order is used to open or close a position by buying if the market rises or selling if the market falls. The stop price for buy orders is placed above the current market price. The stop price for sell orders is placed below the current market price. A stop loss order turns into a market order when the stop is triggered, so the final execution price or time of a stop order is not guaranteed. The same risks of market orders apply to stop orders.

	Stop Limit
	A stop limit order functions like a stop loss order, except the stop limit order turns into a limit order instead of a market order.


The above is from http://www.onlinebrokerrev.com/other_articles/stock-order-types.php
Additionally, you should know about the Automatic order:

Automatic – For example, on Sharebuilder, you can set it to buy, for example, $200 of KO (Coca-Cola). At a price of $38.10 per share, this will get you $200/$38.10 = 5.24934 shares. Yes, you will receive the fractional shares. But the price is at market price. Cramer recommends to never do Market orders, and, for that same reason since autos become market when the date hits, to never do Automatic orders; everything should be a Limit order for buy or sell moves. 
Asset Classes, Diversification by Asset Classes:

As I said, there are a number of areas I would avoid and only two I like, but to truly diversify among asset classes one would own all or at least several of these:
· Stocks

· ETFs (Exchange Traded Funds)

· Mutual Funds

· Bonds

· Commodities (generally in the form of futures)
· Options (Puts and Calls)

· Other Derivatives (the previous two are also considered Derivatives)

· Real Estate

· Small Business

· Cash/ Savings/ Money Market Accounts/ CDs (Certificates of Deposit)

· ETNs (Exchange Traded Notes) are often classified with ETFs, while some may lump them with bonds, and others may view them as their own category altogether.

ETFs vs. Mutual Funds: http://buyingvalue.com/2010/06/actively-managed-etfs-etfs-mutual-funds/
ETFs vs. ETNs: http://www.stocktradingtogo.com/2009/03/17/etns-etfs-difference/
Diversification by Sector:

Note: every Wednesday around the middle of Cramer’s Mad Money show, which runs 3-4 PM on Channels 58 (Comcast) & 762 (Comcast HD) he plays “Am I Diversified?” which will help you understand Diversification by Sector. Like Cramer, I want to make two key exceptions to the 10 Sectors listed at spdrs.com, REITs and MLPs. In other words, a 5-stock portfolio could contain Wells Fargo (a bank, which is in “Financial” sector) and a REIT for two of the five stocks and still be considered diversified. Or it could contain an oil major like Exxon, and an MLP, and still be considered diversified.
Please note when watching this “Am I Diversified?” segment (or reading online summaries of it) he is strictly rating diversification and giving minimal stock advice outside that during these Wednesday segments of the show. So he may well say a portfolio is diversified, and bless it on those grounds, when you know from watching him regularly that he thinks all five or three out of five of their stocks are terrible securities to own. On the other hand, if you listen carefully, you may be able to discern where 
Let’s start to practice listing five stocks and stating whether it is or is not diversified, and if not, why not? Be able to look at several five-stock portfolios and identify which is the most diversified and which is the least diverse, and why.

What could be a good substitution (or multiple subs if needed) to fix an undiversified portfolio?
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