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STANDARD DISCLAIMER

This book is an educational document and is sold with the understanding that neither the author nor publisher will
accept any responsibility for losses or risks as a direct or indirect result of using ideas, applications or trading
systems described in this book. Trading systems are presented in a fair and accurate way but may benefit from extra
testing and further customization. Trading in financial instruments (such as equities, fixed income, foreign
exchange, futures, options, CFDs and all other types of exchange traded or over-the-counter financial instruments)
carries a high degree of risk and is only suitable for investors who are able to sustain substantial losses. In the case
of margin trading (such as futures, options, CFDs or leveraged equity trading, for instance), the risk of loss could be
greater than the amount the investor has initially deposited into their account. Hypothetical or simulated
performance results have certain limitations and past performance is not indicative of future results. We cannot
guarantee profits or freedom from loss and you are solely responsible for making your own investment decisions.
The author and publisher, its owners, or its representatives are not registered as securities broker-dealers or
investment advisors either with any state securities regulatory authority.

How To Get In Touch

[ really enjoyed putting this audiobook together and hope that you enjoy listening to it. If you have
any questions or feedback, you can contact me directly at joe@jbmarwood.com.

[ also hope you can join me at the following websites where you will find more content and
discussion. I set up both websites to help traders and investors navigate the markets and it’s
something I really enjoy doing. Make sure to check them out at: http://jbmarwood.com and
http://profitsquawk.com.

Video Course

Also, please note that there is a video course to go along with this audiobook (and this book was
created in response to a number of requests from students inside the course itself who wanted to
see the strategy in book form). If you would like to join the course, watch the walkthrough videos
and see the system tested in real time, simply use the link http://jbmarwood.com/valuecourse
and claim the special audiobook discount. The video course is free to those who have purchased
this audiobook.



CHAPTER 1: GETTING STARTED

Table 1

An earnings-to-price yield of twice the triple-A bond.
If the triple-A bond yield is, say 8%, then the required
earnings yield is 16%. In reciprocal form, that's a
price/earnings ratio of 6.25.

A P/E ratio down to four-tenth of the highest awverage
B/E ratic the stock attained in the most recent fiwve
years. ([ Average F/E ratio was defined as average stock
price for a given year divided by the earnings for that

year.)
A dividend yield of two-thirds the triple-A bond yield.

A stock price down to two-thirds of tangible book wvalue
per share.

A stock price down te two-thirds of "net current asset
value" or "net quick liquidation wvalue." This figure is
defined as current assets less total debt. Fixed assets
are not included.

Total debt less than tangible book wvalue.

Current ratic ( current assets diwvided by current
liabilities) of two or more.

Total debt equal or less than twice the net quick
liquidation wvalue as defined in No.5.

Earnings growth over the most recent ten years of 7%
compounded - that is a doubling of earnings in a ten-year
pericd.

Stability of growth in earnings, defined as no more
then two declines of 5% or greater in year-end earnings
(relative to the previous year) in the most recent ten

years.
src: investmenttools.com




Table 2

Report 1: Percentage of U.S. Equity Funds Outperformed by Benchmarks

Fund Category

Comparison Index

One-Year (%)

Three-Year (%) | Five-Year (%) | Ten-Year (%)

P e S&P Composite 1500° 87.23 76.77 80.82 7654
All Large-Cap Funds S&P 500 86.44 76.25 88.65 8207
All Mid-Cap Funds S&P MidCap 400 66.23 7048 85.37 89.71
All Small-Cap Funds S&P SmallCap 600 7292 8040 86.55 8775
All Multi-Cap Funds S&P Composite 1500 8374 7631 84.02 8403

src: Standardandpoors.com SPIVA

Table 3

Report 2: Survivorship and Style Consistency of U.S. Equity Funds (cont.)

Fund Category

No. of Funds at Start

Survivorship (%) Style Consistency (%)

Five-Year

All Domestic Funds 2972 75.98 51.68
All Large-Cap Funds 1066 73.36 56.10
All Mid-Cap Funds 458 75.33 4345
All Small-Cap Funds 647 79.44 59.04
All Multi-Cap Funds 801 77.03 4457

src: Standardandpoors.com SPIVA

Table 4 Introducing the 10 Rules

The Buy Rules

Rule Zero - Liquidity

Rule 1 - Market cap

Rule 2 - Minimum price

Rule 3 - Price-earning ratio

Rule 4 - Forward price-earnings ratio
Rule 5 - Price-to-sales

Rule 6 - Price-to-book

Rule 7 - Price-to-free cash flow

Rule 8 - Current ratio

Rule 9 - 5-Year EPS growth

The Rules in Portfolio 123
PctAvgDailyTot(20) < 10
MktCap > 50

Close(0)> 1
PEExcIXorTTM < 10
ProjPENextFY < 10
Pr2SalesTTM < 10
Pr2BookQ < 10
Pr2FrCashFIQ < 10
Curratiottm > 1
EPS5YCGr% > 5

Rule 10 - Momentum
And here is the sell rule:
Sell Rule - Momentum/Cut your losses

Close(0) > (1-20/100)*HighVal(252,0,#high)

Close(0) > (1-30/100)*HighVal(252,0,#high)



Table 4 Introducing the 10 Rules
Rule Zero - Liquidity
Rule 1 - Market cap
Rule 2 - Minimum price
Rule 3 - Price-earning ratio
Rule 4 - Forward price-earnings ratio
Rule 5 - Price-to-sales
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And here is the sell rule:

Sell Rule - Momentum/Cut your losses



CHAPTER 2: PREPARATION

Figure 1 Portfolio 123 General Settings Tab
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CHAPTER 3: THE BUY RULES

Table 5 a PE ratio of 8.5 indicates a company where the market is pricing in zero growth.

PE Ratio 8.5 13.5 18.5 28.5 48.5
Expected Growth Per | 0 2.50% 5% 10% 20%
Year
Figure 2
0:14.20 H:14.20 L:13.41 C:13.50 Vol:527.18K -0.05 (0.37%)

MERC ° ﬂl
I

00
15.00

52 week high = 15.95
-15.36%
14.00

13.50 g Today’s price = 13.50

13.00

12.00 -30%

SELL=11.165
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MERC [nasD]
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11.00

MERC Is less than 20% below the 52-week high
50 it can be purchased according to the rules.

8.00 If it hits 11.165 it will be 30% below the
52-week high so it should be sold at the next

1.00 rebalance period (every two weeks).

5.00 Remember that these values are not static,
they change with time.




CHAPTER 4: ADDITIONAL SETTINGS

No figures

CHAPTER 5: PUTTING THE RULES INTO ACTION

Figure 3.
New Ranking System
Copy settings from an existing Ranking System [}

Name Momentum 1

Ranking Method Percentile NAs Negative §

Vigit ity Private L
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CANCEL |

Figure 4.
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{r Price Percent Change
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Figure 5. Simulator Settings

> |ommna | POORAN IR sy se sroewoss (TR tTecnoes  EVEW
=
Simulation Name Marwood Value Model
Category [uncludﬂ.d V]
Starting Capital 100,000 0
Benchmark ( 58P 500 s
Commission each Trade (100 | @ AstFee © Ceits/Share 0% OfTotal
Sippage % (of trade amount) [05 | o bxed Nraribe
Transaction Type @« Long ( Shoeu
UaMogn @M OYe
Management Fee % (year) Management fees are deducted at each rebalance
Rebalance Frequency (2Wees ) T T
Price for Transactions (NextOpen ) i s ) (i
e v e
TransactionSave ~ _Yes . No @ Temporary (6 months) Check "No' to run faster simulations
visibility (Private ) [ AT —" R MR e

Figure 6. Position Sizing
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Figure 7. Universe & Ranking Tab
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Figure 8. Buy Rules
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Figure 9. Sell Rules
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Figure 10. Stop losses and market timing hedges
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CHAPTER 6: STRATEGY RESULTS

Figure 11.
POSITON  UNIVERSE HEOGE PERIOD &
€ GENERAL “oonp  pranong VY SELL STOPLOSS  \olne ‘ RESTRCTIONS | ﬂ\
' X
BT EESARERTT] re-run sucation |
Start Date - End Date [ 4 01/01/2000 - 12/31/201¢ » w [ | x  Min Rank O::ﬁ;gg;g‘::
Max Price Datpa/24/2015
Exposure List [ None D
Restrict Buy List
Enter ticker(s) separated by spac

| ADD FROM PREVIOUS RUNS I

Restrict Sell List
Enter ticker(s) separated by spac

Load Global Restrictions

| Ciick here to see Globel Restrictiofs ™ © Mo
[ Allow Mergers _Yes « No
Figure 12.
New Simulation

Running Simulation - 71%, please wait...
Phease do not open a Portfolio/Simulation in a diferent window while simulation is running.

Current Date: 11/10/07



Figure 13. Summary of Key Results

| Re-Run | | Holdings - | | Transactions - | | Trading System | | Statistics

o General Info
z Inception Date 01/01/00
ey Last Rebalance Date 12/18/10
900 Days Since Last Rebalance 1591
™0 Rebalance Frequency 2 Weeks
E x Benchmark Sap S00
b Universe All Fundamentals - USA
0 Ranking System Momentum 1
§ 00

T e Quick Stats as of 12/31/2010
i %0 Total Market Value (inc. Cash) $911,045.12
: Cash $ 3,885.47
200 Number of Positions 10
80 Total Return 811.05%
100 Benchmark Return -14.40%
‘: Active Return 825.45%

Annualized Return 22.2

N
Max Drawdown -30.23%
© PortioNio123.com Benchmark Max Drawdown -56.78%
[ Marmosd velse Modd — 34 300] Overall Winners (37/69) 53.62%
</> Sharpe Ratio 0.90
Performance Graphs: Basic Interactive embed Correlation with S&P 500 0.51

Figure 14.

Running Simulation - 98%, please wait...
Please do not open a Portfolio/Simulation in a different window while simulation is running.

Current Date: 12/13/14



Figure 15.

| Re-Run | [ Holdings - | [ Transactions - | | Trading System | [ Statistics - |
220 General Info
0 Inception Date 01/01/11
= Last Rebalance Date 12/27/14
190 Days Since Last Rebalance 121
1 Rebalance Frequency 2 Weeks
E i Benchmark S&p 500
Universe All Fundamentals - USA
" Ranking System Momentum 1
§ 1%
:6' 40 Quick Stats as of 12/31/2014
S Total Market Value (inc. Cash) $ 216,742.45
S Cash $ 11,450.79
10 Number of Positions 9
100 Total Return 116.74%
» Benchmark Return 63.71%
- Active Return 53.03%
2 : = Annualized Return 21.35%
IR
Max Drawdown -25.59%
© Poriiolio 123 com Benchmark Max Drawdown -10.30%
[ Mermood Velve Mot — 34 300 Overall Winners (15/25) 60.00%
</> Sharpe Ratio 0.94
Performance Graphs: Basic Interactive embed Correlation with S&P 500 0.84



Figure 16.
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Performance Graphs: Basic Interactive embed

General Info

Inception Date 01/01/00
Last Rebalance Date 12737714
Days Since Last Rebalance 121
Rebalance Fregquency 2 Weeks
Benchmark S&P 500
Universe All Fundamentals - USA
Ranking System mamentum

Quick Stats as of 13/31 /3014

Total Market Value (inc. Cash) £1,859,330.62
Cash % 33,748.05
Number of Positions 10
Total Return 1,759.33%
Benchmark Return 40.13%
Active Reburn 1,719.20%
Annualized Return 21.53%
Annual Turnower 37.02%
Max Drawdown -30.23%
Benchmark Max Drawdown -56.78%
Owerall Winners {45/84) 53.57%
Sharpe Ratio 0.90
Correlation with S&P 500 0.57

Top Holdings

Last 10 Trades

No Ticker Weight Return Shares \alue
CORE  [5D] [1Y] 16.01% 328.19% 4,800.0 £297,254.00

1

2 ALK [5D] [1¥] 13.36% 304.27% 4,152.0 £248,123.52
3 WwDC [50] [1%¥] 11.32% 75.44% 1,8%9.0 £210,21%.30
4 INT [5C] [1%¥] 11.28% 195.56% 4 464.0 £209 495 52
5 SANM [5D] [1¥] 9.56% §69.22% 7.545.0 $177,533.86
6 UGI [SC] [1%¥] 9.07% 144.33% 4,432.5 168, 34534
7 ETH [SD] [1¥] 7.98% 45.9%9% 2,228.0 5148,162.00
8 LLY [5C] [1¥] 7.57% 95.33% 2,065.0 £142 454,34
9 GLT [5D] [1¥] 7.39% BB8.22% 5,360.0 5137,285.33
10 TECD  [5D] [1¥] 4.67% 41.32% 1,371.0 486,688.33

view all

Date Type Ticker Shares Price
12/31714 DIV WDC  [5D] [1¥Y] 0.0 s0.00
12/317/14 DIV GLT [50] [1¥] 0.0 s0.00
12/31/14 DIV INT [50] [1¥] 0.0 s0.00
12/317/14 DIV UGI [50] [1¥] 0.0 50,00
12/22714 DIV CORE  [5D] [1¥] 0.0 s0.00
12/10/14 DIV LLY [50] [1¥] 0.0 50,00
12/03714 DIV ALK [50] [1¥] 0.0 s0.00
11,2514 DIV 5TX [50] [1¥] 0.0 50,00
11/03/14 DIV GLT [50] [1¥] 0.0 s0.00
10/15/14 DIV WDC  [5D] [1Y] 0.0 5000
wiew all



Figure 17.

Top Holdings Last 10 Trades

Mo Ticker Weight Return Shares Value Date Type Ticker Shares Price
i CORE [50] [1Y] 156.01% 328.19% 4,800.0 $297,264.00 12/31/14 DIV WDC [5D] [1%] 0.0 £0.00
2 ALK [5D] [1¥] 13.36% 304.27% 4,152.0 $248,123.52 12/31/14 DIV GLT [5D] [1%] 0.0 £0.00
3 WDC [5D] [1¥] 11.32% 75.44% 1.8%0.0 $210,219.30 12/31/14 DIV INT [5D] [1%] 0.0 £0.00
4 INT [50] [1¥] 11.28% 195.66% 4,464.0 $200,495.52 12/31/14 DIV UGI [5D] [1%] 0.0 £0.00
& SANM  [5D] [1Y¥] 9©.56% £9.22% 7,545.0 $177,533.86 12/22/14 DIV CORE  [5D] [1¥] 0.0 £0.00
5 UGI [SD] [1¥] 9.07% 144.33% 4,432.5 $168,346.34 12/10/14 DIV LLY [5D] [1¥%] 0.0 £0.00
7 ETX [5D] [1¥] 7.98% 45.9%9% 2,228.0 $148,152.00 12/03/14 DIV ALK [5D] [1¥] 0.0 £0.00
B LLY [50] [1¥] 7.57% 05.33% 2,065.0 $142 4564.34 11/25/14 DIV S5TX [5D] [1%] 0.0 £0.00
9 GLT [5D] [1¥] 7.39% B8.22% 5,360.0 $137,285.33 11/03/14 DIV GLT [5D] [1¥] 0.0 £0.00
io TECD  [50] [1Y] 4.67% 41.32% 1,371.0 4B86,688.33 10/15/14 DIV WDC [5D] [1%] 0.0 £0.00

wiew all wiew all
Figure 18.
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Figure 19. Monthly and yearly performance stats.

Annualized Performance by Calendar Year

Rekurn (%) 1990* 2000 2001 2002 2003 2004 2005 2006 2007 2008 2000 2010 2011 2012 2013 2014**

Model MfA 13.80 14.45 17.44 47.08 41.96 30.17 44.55 46,43 -18.13 15.08 ©9.75 11.19 -0.3038.26 33.50
Benchmark  N/A-10.14 -13.04 -23.37 26.38 8.99 3.00 13.62 3.53-38.49 23.4512.78 -C.00 13.41 29.60 11.47
Excess N/A 23.94 27.49 40.81 20.70 32.97 27.16 30.93 42,90 20.35-8.38-3.0311.19 -13.71 8.66 22.12

33% of annual data is required to calculate annualized return.
{*} Inception Date: 01/01/00 (**) End Date: 12/31/14

Figure 20.
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Figure 21.

T @ | Marwood Value Model

Summary | | Re-Run | | Holdings - | | Transactions - | | Trading System | | Statistics -

Main Parameters

Trading Summary

Starting Capital +100,000.00 Total Buy/Short Trades B4
Total Cash Added £0.00 Tatal SellfCover Trades 74
Ending Market Value %1,859,330.62 Annualized Turnowver 37.02 %
Start Date 01/01/00 Total Trading Cost %£15,555.57
End Date 12731714 Realized Winners 47.30 %
Days Since Inception 478 Unrealized Winners 100.00 %
Owerall Winners E3.57 U
Realized Unrealized
All Winners Losers All Winners Losers
Trades T4 35 34 10 10 L]
Avg Retumn E0.98 % 131.07 % =20.90 % 138.80 % 138.80 % 0.00 %
Avg Days Held 457.30 726.89 215.36 1,277.30 1,277.30 0.00
Total Amount $ | 612,955.88/1,000,954.88 -387,9598.97 1,021,587.25 1,021,587.25 0.00
Biggest -/ 172,548B.73| -35,382.63 - 227,841.14 0.00
‘Winner/Loser §
Biggest - 1,230.18 %| -34.10 % - 328.19 % 0.00 %

‘Winner/Loser

Figure 22. Transactions Page

Summary Re-Run Howdings - | | Transactions -

@ 0 Marwood Value Model

Transactions | Show All Realized

Mo Ticker Open Close Days
74 HFC [SD] [1¥] 10/07/02 11/12/07 1,862
73 SID [SD] [1¥Y] 01/09/06 0B/18/08 952
72 1PS.270750] [1Y] 05/02/05 05/14/07 742
71 WWIN.1{50] [1Y] 0S/19/03 12/24/07 1,680
70 TS0 [SD][1¥] 03/06/06 10/29/07 602
69 PR [50] [1Y] 06/28/04 01/22/08 1,303
68 HUM [5D] [1¥] 09/14/09 11/19/12 1,162
67 BLGMA~1{5D] [1Y] 01/13/03 03/056/06 1,148
66 SFD~13 [SD] [1Y] 08/29/11 D6/03/13 644
65 LZ~11 [SD][1Y] 07/06/10 03/14/11 251
&4 SBS [SD] [1¥] 07/24/06 09/15/08 784
63 JAH [SD] [1¥] 03/10/03 01/09/06 1,036
62 FCFS  [SD] [1Y] 12/02/02 04/18/05 868
61 GTATQ [SD][1Y] 03/14/11 0B/15/11 154

Cost
$14,026.30

$40,066.77
$35,181.39
$15,731.06
$60,977.89
£22,470.09
60,467 65
$13,123.76
£73,324.02
§57,605 56
§61,544 93
$15,654 .47
$13,675.97
$100,531.20

{@_'J
Proceeds
$186,575.03
$168,353.28
$116,403.62
§81,920.20
$126,845.80
£80,023.48
%115.428.23
357,568, 34
$116,304,23
§96,088.87
§92,396.66
§40,496.87
§35,624.29
$120,319.90

Trading System Statistics =
1 - SOof 74 v w [ S0/pp &) 2K

Return Pet Close Rank
$172,548.73 1,230.2% 66.5
$128,286.52 320.2% 98.0
$81,222.23 230.9% B8.8
$65,189.14 420.8% 78.0
$65,867.92 108.0% 93.6
$57.553.39 256.1% 93.8
$45,960.58 66.2% 32.0
$44.844 59 341.7% B0.0
$42,980.20 SB.E% B7.4
$38,393.31 66.5% 64 .4
$30,851.74 50.1% 58.3
$24,842.39 158.7% 479
$21,948.32 160.5% nz
$19,788.70  19.7% 838



Figure 23. Allocation of Positions

i @  Marwood Value Model

Summary | | Re-Run | [

| | Transactions - | | Trading System | | Statistics -

Holdings - Allocation
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Figure 24.

CHAPTER 7: STRESS-TESTING

1 @ 0 Marweod Velue Model
Ew Refun Holdings = | Transactions - |  Trading Syatem | | Statistics -
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CHAPTER 8: OBSTACLES AND VARIATIONS

Figure 30. Vanguard 500 exchange traded fund
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Figure 31. iShares 7-10 Year Treasury Bond
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Figure 33.
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CHAPTER 9: 10 MORE RULES FOR SUPER-SIZING
RETURNS (QUALITATIVE)

Figure 34.

Alimera Sciences, Inc., a pharmaceutical company, engages in the research, development, and commercialization of prescription ophthalmic pharmaceuticals in the United States and internationally. The company focuses on
diseases affecting the back of the eye or retina. The company offers ILUVIEN, an intravitreal implant for the treatment of diabetic macular edema (DME), which is a disease of the retina that affects individuals with diabetes
could lead to severe visicn loss and blindness. Its ILUVIEN is inserted in the back of the patient's eye to a placement site that uses the eye's natural fluid dynamics te deliver the corticosteroid fluocinclone acetenide (FAc). It
license agreements with pSivida US, Inc. for the development and sale of ILUVIEN, and a delivery device to deliver other corticosternids to the back of the eye for the treatment and prevention of eye diseases in humans (ot
than uveitis) or to treat DME. Alimera Sciences, Inc. was founded in 2003 and is headquartered in Alpharetta, Georgia.

Insider Trading Relationship
EISWIRTH RICHARD S JR COO0 and CFO
Green Kenneth SVP & Chief Scientific Officer
EISWIRTH RICHARD S JR COO0 and CFO
EISWIRTH RICHARD S IR CO0 and CFO
EISWIRTH RICHARD S JR COO and CFO

Flynn James E
Flynn James E
Flynn James E
Flynn James E
Flynn James E
Flynn James E
Flynn James E
Flynn James E

Possible Member of 10% Group
Possible Member of 10% Group
Possible Member of 10% Group
Possible Member of 10% Group
Possible Member of 10% Group
Possible Member of 10% Group
Possible Member of 10% Group
Possible Member of 10% Group

Src: Finviz.com

Figure 35.
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CHAPTER 11: CONCLUSION

If you have any questions or feedback, feel free to email me directly at joe@jbmarwood.com and
visit my blog at http://jbmarwood.com. Thank-you for listening.
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CHAPTER 13: BONUS MATERIAL

Figure 38. VXX Chart
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Figure 39.
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Figure 40.
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Table 6.

All trades
Initial capital 10000.00
Ending capital 18327.80
Met Profit B8827.80
Met Profit %6 88.28 %
Exposure % 06.849 %
Met Risk Adjusted Return % 132.08 %
Annual Return %6 13.97 %
Risk Adjusted Return % 20,90 %%
Total transaction costs 0.00



Figure 41.

Portfolio Equity = 18827.8
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