[image: image1.jpg]smartwomansecurities™





[image: image1.jpg]
Andrew Weiss
President and Chief Investment Officer
[image: image2.jpg]


Weiss Asset Management
www.weissasset.com

Andrew Weiss graduated from Williams College and received his Ph.D. in Economics ( with distinction ) from Stanford University.  In 1989 he was elected a Fellow of the Econometric Society. He has held academic appointments at Columbia University , New York University , and Boston University.  Dr. Weiss is Professor Emeritus in Economics at Boston University.  In addition, Dr. Weiss was a Research Economist in the Mathematics Center at Bell Laboratories. He has lectured at numerous major universities in the United States and in foreign countries , and he has also served as a consultant to the World Bank and National Research Council (NSF). 

 

Dr. Weiss 's research has covered a wide range of topics including credit markets, development economics, economics of information and behavioral economic theory. H e has published over 45 articles in leading economics journals including The American Economic Review, Journal of Political Economy, the Quarterly Journal of Economics, and Journal of Development Economics . His paper “Credit Rationing in Markets with Imperfect Information ” (with Joseph Stiglitz) is the 12 th most highly cited paper in economics. 

 

Dr. Weiss is ranked in the top 4% of all published economists, and in the top 2% when ranked by number of citations to his papers .  Some of his works are available at the Research Papers in Economics (RePEc) website.  Dr. Weiss has been the subject of featured articles in Outstanding Investor Digest, Micropal, Forbes, The Motley Fool , and newspaper articles in the U.S. and Europe.  He is a frequent guest speaker on CNBC and has appeared on Bloomberg News and local news shows. 

 

Dr. Weiss began investing when he was an undergraduate at Williams College.  Prior to 1991 he managed friends' and family accounts.  He has served as portfolio manager for Brookdale Equity Partners (BEP) from 1991-1994, Brookdale International Partners (BIP) from 1994 to present, and Brookdale Global Opportunity Fund (BGO) from 2000 to present.   Dr. Weiss founded Weiss Asset Management in 2002 and currently serves as President and Chief Investment Officer. 

glossary of terms








Sources:: www.wikipedia.org, www.investopedia.com
Value investing – The strategy of selecting stocks that trade for less than their intrinsic value. Value investors actively seek stocks of companies that they believe the market has undervalued. They believe the market overreacts to good and bad news, causing stock price movements that do not correspond with the company's long-term fundamentals. The result is an opportunity for value investors to profit by buying when the price is deflated.
Value investing is a style of investment strategy from the so-called "Graham & Dodd" School.  The main proponents of value investing, such as Benjamin Graham and Warren Buffett, have argued that the essence of value investing is buying stocks at less than their intrinsic value.  Typically, value investors select stocks with lower-than-average price-to-book or price-to-earnings ratios and/or high dividend yields. 
Intrinsic value – The value of a company or an asset based on an underlying perception of value. Intrinsic value includes hidden things like the value of a brand name, which is difficult to calculate. There is no "correct" intrinsic value. Two investors can be given the exact same information and place a different value on a company. For this reason, another central concept to value investing is that of "margin of safety". 
Margin of safety – Coined by Benjamin Graham and David Dodd, the margin of safety is the difference between the intrinsic value of a stock (i.e. value based on stock valuation and what the company is actually worth) and the price that the market sets on a stock.
Fundamental analysis – Fundamental analysis of a business involves analyzing its financial statements and health, its management and competitive advantages, and its competitors and markets.  The objectives of the analysis may be to calculate credit risk, to evaluate management and make internal business decisions, or to determine the value of a company's stock and its probable future. The analysis is performed on historical and present data, but the objective is to predict future stock or business performance.
Dividend yield – A dividend yield on a company stock is the company's annual dividend payments divided by its market cap, or the dividend per share divided by the price per share. It's often expressed as a percentage. (Dividends are payments made by a company to its shareholders.)
P/E ratio – A Price-to-Earnings ratio of a stock (also called its "earnings multiple", or simply "multiple", "P/E", or "PE") is used to measure how cheap or expensive share prices are. It is probably the single most consistent red flag to excessive optimism and over-investment. It also serves, regularly, as a marker of business problems and opportunities. By relating price and earnings per share for a company, one can analyze the market's valuation of a company's shares relative to the wealth the company is actually creating. A P/E ratio is calculated as Price per share/Earnings per share.

P/B ratio – A Price-to-Book ratio is used to compare a stock's market value to its book value. It is calculated by dividing the current closing price of the stock by the latest quarter's book value. Book value is the shareholders' equity (assets minus liabilities) divided by the total number of outstanding shares.

* We will be looking at these ratios more in depth with our valuation seminar on Nov. 1.

case study: American Eagle (compiled and written by the SWS team)
In December 2005, American Eagle (Nasdaq: AEOS) was hovering around $22.  Value investors across the country saw the company as a bargain and begin to buy.  The following are a couple of posts from value investor bloggers and websites across the nation last December:
From Geoff Gannon, SeekingAlpha.com (Dec. 24, 2005)

Generally, I don’t like investing in retailers, because it is nearly impossible to find one with a durable competitive advantage. I do, however, like to invest in companies generating tons of truly free cash flow and consistently earning good returns on invested capital while maintaining a pristine balance sheet. When one such company is priced at less than a dozen times earnings (and a part of that price is attributable to the cash in its coffers) my heart begins to patter. 

The object of my affection: preppy teen retailer American Eagle.

From The Motley Fool, fool.com (Dec. 1, 2005)

American Eagle now looks to offer patient Fools a tremendous value. Reviewing the company's past four quarters of reported cash flow (it didn't provide a cash flow statement with its third-quarter earnings release -- for shame!), I see that the Eagle has posted trailing free cash flow of $361.5 million. Compare that with the company's now-grounded market cap of $3.3 billion, and you're looking at a firm valued at just nine times free cash flow -- but with a 31% return on equity and analysts still projecting long-term profits growth of 15% per year.

The company looks cheaper still when you remove its cash hoard from the picture and realize that its enterprise value is just $2.9 billion. That gives it an enterprise-to-free cash flow-to-growth ratio of roughly 0.6 (after adding back interest expense) -- an out-and-out steal.

Now, I certainly understand it if investors today would rather own a store like Citi Trends (Nasdaq: CTRN) or Aeropostale (NYSE: ARO) -- in other words, a store reporting strong comparable sales. But for my money, American Eagle, with its mediocre comps, earnings warnings and all, offers a discount that's just too good to pass up. 
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We will talk more about all the jargon in our Financial Statement Analysis and Valuation classes in the next couple of weeks.  But the point is this:  value investors saw American Eagle as a bargain, a company that was undervalued at the time (“priced at less than a dozen times earnings”, which means it had a PE ratio below 12), with lots of cash on its hands.  The value of the business seemed to be worth more than what the market was offering in terms of its stock price.  So value investors started to buy… the result?

As of October 17, 2006, American Eagle shares closed at $45.82.  That’s more than double the same price as of December last year.   The previous chart shows American Eagle’s performance for the past year, compared to some of its top competitors.
However, here is what value investors are saying now:
From Geoff Gannon, SeekingAlpha.com (Oct. 9, 2006)
I have no special insight into American Eagle as a business. I simply thought it was a cheap stock – yet another victim of the often irrational pricing of teen retailers' shares in the stock market…..  My view of the stock has changed. The company's shares no longer represent an especially attractive opportunity.

From Brian Hozian, Focus On Value, http://focusonvalue.blogspot.com (Oct. 8, 2006)

After massive insider selling and an 85% gain on my investment since mid-January 2006, I have sold all of my American Eagle Outfitter (AEOS) shares. 
I felt that I had a significant margin of safety on my original purchase in the $23 to $24/share range. The p/e was about 12 and the Chairman of the Board, Jay Schottenstein was buying the stock hand over fist. In addition, the company held no debt and had a ton of cash on hand which convinced me this was an investment I could sit and wait on. 
The company still has a ton of cash (about 5.40/share) and no debt but the stock appears to be reaching the overvalue point. I am not at ease with clothing retailers unless they are trading at a step discount due to the ever changes fashions of the world. One mis-step in inventory selection and the stock can go tumbling. Furthermore, the success of the American Eagle's new concept Martin + OSA is still up in the air.  At a p/e of 21 and with heavy insider selling I have decided to look elsewhere for value.  (Note: The “insider selling” that Brian Hozian refers to means that the company’s executives or high-ranking officials (“insiders”) have begun selling their shares of stock.  This is usually a bad sign, though not always.  Think about it intuitively; if you think the company is going to do well as an employee, wouldn’t you rather hold on to your shares? ) 
This is just an example of what goes through the heads of value investors: keep in mind that people vary in differences of opinion over “intrinsic value”.  While the last two investors are saying that you should sell AEOS, there may be others who are holding on to their stock because they think it is still a “bargain” in comparison to its competitors.  
Just remember that when you are value investing, you are not looking for the hot new stock or that hot new purse; instead, you are searching the sale racks for those hidden gems!
Note: We are not making any recommendations on AEOS stock; we just think this is an interesting case study on value investing.  Also, although this handout is accompanying the October 18, 2006 presentation from Andrew Weiss, other than his bio on the first page (taken from www.weissasset.com), the content from this handout is not in any way associated with Mr. Weiss or Weiss Asset Management.
value investing     oct. 18, 2006
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