Subject: Interpreting PERT data 

From: "Dolores Vermont" <dvermont@sbcglobal.net>

Date: Tue, 3 May 2005 08:30:32 -0400

X-Message-Number: 4

Our newly formed investment club prepared its first PERT after 3 years of investing.  We are having trouble interpreting some of the information. We obtain RV numbers ranging from 39.5 to 118.5 I know the ideal range is between 85 and 110.  What does a low reading mean?  Is it better to have this value? Also, our US/DS numbers range from .7 to 99. How do you interpret numbers such as these?  I know the range should be 3:1.  Have we done something wrong on our SSGs?

----------------------------------------------------------------------

Subject: Re: Interpreting PERT data

From: <wmbiedenstein@sbcglobal.net>

Date: Tue, 3 May 2005 08:20:17 -0500

X-Message-Number: 6

Delores, welcome.  I know you have been a lurker for some time, always glad to see people I know enter the fray!

The PERT information is only as good as your original stock selection guides.  Relative value is a number that expresses the relationship between the current P/E and the historical (five year) average P/E.  A number as low as 39.5 would indicate further investigation is necessary.  Why is the company's P/E so low? A low reading means that the stock market is valuing the company at a much low level than it has in the past. You need to find out why.  It is not an automatic sell signal, but a wake up call to do more research.  Always there is the possibility of data error, so that needs to be checked as well.

When I see an SSG with an upside/downside ratio of 99:1, I smile because it almost always indicates a faulty SSG. The 3:1 ratio comes into play when one is considering buying a stock, but it is not an requirement for stocks that one owns-- it's sometimes nice to see that ratio because it indicates the stock might be bought, but a whole different perspective comes into play in the PERT-- PERT is a tool for portfolio management (hold, sell or buy more)-- that is PERT's purpose.

I am sure there will be other responses, but in the meantime, let me ask you another question.  Since this is your newly formed club's PERT, whose SSG's are you using?  Are these SSG's the group's consensus expectations for sales, EPS and P/E?  Are these SSG's that are done by the stock watcher, which will be different in every case?  If you have a different SSG preparer for each stock, you are almost bound to some, what shall I say, "wild" numbers in the PERT because of the differing interpretations of the SSG preparer.

In many ways, your questions go back to the SSG and what it means.  I'll be glad to respond further because I am sure you will have to say.

Bill Biedenstein

----------------------------------------------------------------------

Subject: Re: Interpreting PERT data

From: "Ralph Seger" <ralph@seger-elvekrog.com>

Date: Tue, 3 May 2005 10:04:39 -0400

X-Message-Number: 10

May 3, 2005

Please be aware that PERT is an extension of the SSG to help investors to manage their portfolios.  When you view an RV (relative value) on the PERT Report that seems to be way out line with reality be aware of certain inclusions in the Toolkit software.  If during your SSG analysis you make adjustments to expected future P/E ratios that are not the arithmetical average of the five-year history then the RV figures will be incorrect. If the P/E ratios you used in your SSG in section 4, lines 4-A and 4-B- (a) involve judgment then you must manually calculate the RV. This is done by averaging the high and low P/E ratios that you judged to be appropriate in 4-A and 4-B- (a) for the future.  Remember the SSG is all about judgment not blindly turning the crank and expecting a logical answer to pop out.

When you see a SSG with a unreasonable high US/DS ratio it probably indicates you have been too optimistic in selecting the potential future low price and/or the future high price.  It is unrealistic to select a potential future low price greater than the actual low price of the last 52 weeks.

Just keep in mind that PERT is an extension of the SSG.  Use the same logic.
Ralph Seger

----------------------------------------------------------------------

Subject: Re: Interpreting PERT data

From: "Jim Thomas" <jimt075@comcast.net>

Date: Tue, 3 May 2005 12:09:10 -0400

X-Message-Number: 12

If I'm not mistaken, Ralph is pointing out (below) that in Toolkit, (projected) RV on the SSG and on PERT Report are both comparing current PE with historical PE.  Ralph would prefer RV on PERT Report to compare current (leading) PE with estimated future PE (and, so, he views RV on PERT Report as "incorrect").
Reading what's at http://biwiki.editme.com/pert is one place to read more about how to use PERT.  Hopefully, the information at that site will evolve over time to include directly addressing questions such as yours (how to evaluate RV and US/DS values that seem "out of whack").

-Jim Thomas

----------------------------------------------------------------------

Subject: Re: Interpreting PERT data

From: <wmbiedenstein@sbcglobal.net>

Date: Tue, 3 May 2005 20:50:20 -0500

X-Message-Number: 43

Bill:  I have been using OPS data and just accepting the values that come up for P/E in section 4.

Okay, Delores.  That would explain where you got the PE in section 4. But let us go back to your original email:

"Our newly formed investment club prepared its first PERT after 3 years of investing.  We are having trouble interpreting some of the information. We obtain RV numbers ranging from 39.5 to 118.5. I know the ideal range is between 85 and 110.  What does a low reading mean?  Is it better to have this value?"

The answer to your question about "what does a low reading mean?" is found in researching the company further.  You as the SSG preparer need to find out why there is a low relative value.  That answer will come from reading news reports, maybe even the company annual report.  If the company is experiencing bad times, you should find out if the bad times are temporary or permanent-- judgment issues.  Yahoo finance and many other websites provide a listing of recent news about the company and that is a good start. To reiterate, a low relative value means that the market is valuing the company at a lower P/E ratio than it usually does.  You should find out why. Once you know why, then you can better judge whether the company is a hold, a sell or an opportunity to buy more shares.
The second part of the question-- "Is it better to have this value?" Values between 85 and 110 are not red flags-- the company is being valued as it has been in the past.

Another thing-- sometimes P/E's across the board either migrate upward (late 1990's) or migrate downward (2002 to the present).  That will influence the current P/E and will influence the relative value number.  The overall market trend needs to be taken into consideration.
Bill Biedenstein

----------------------------------------------------------------------

Subject: Re: Interpreting PERT data

From: "Jim Thomas" <jimt075@comcast.net>

Date: Tue, 3 May 2005 23:26:33 -0400

X-Message-Number: 45

> I have been using OPS data.  I have been accepting whatever values come up when I click on the boxes in Section 4 of the SSG.  

Keep in mind that the high and low PE values in SSG section 4 are some of the most critical judgment items on the SSG.  You should be giving serious consideration to your choice for these PE values and not simply accepting the default values proposed by the software.
For example, you need to evaluate how PE levels might be lower in the future due to slowing growth.

-Jim Thomas

----------------------------------------------------------------------

Subject: Re: Interpreting PERT data

From: "Nancy Isaacs" <nancyi@compuserve.com>

Date: Tue, 3 May 2005 23:58:38 -0400

X-Message-Number: 47

>>I have been using OPS data.  I have been accepting whatever values come up when I click on the boxes in Section 4 of the SSG.

Dolores,

I wrote an article for BI entitled "Judgment, Judgment, Judgment". It will give you some guidelines for making judgments that are more conservative than the Toolkit defaults.  These guidelines (and that's all they are) may prove to be temporarily helpful until you become more comfortable with the whole SSG process.  You can download it from http://www.better-investing.org/articles/bi/15/568 

Nancy Isaacs
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