Understanding the PERT Report, Part I

By Kevin Gillogly


“There are no permanent investments.” Bernard Baruch, American financier (1870-1965)

“Quality is important.” Mark Robertson, NAIC Sr. Editor

“Portfolio management is the practice of monitoring your portfolio and taking whatever actions are necessary to enhance its performance.” (Ellis Traub, Take Stock pg. 167)

Purpose of PERT: to help you manage your portfolio

“PERT Report is an accumulation of information generated from other reports. It does not need any additional information.” (Classic Plus Manual, pg. 138)

“PERT is a good way to keep track of the fundamental performance of your stocks. It supplements the SSG… PERT helps an investor manage a portfolio. (Official Guide, pg. 142)

Three sections to PERT

· PERT Report – monitors an entire portfolio.

· PERT A – monitors a single portfolio. Tracks quality issues. Compare with Section 1 and 2A of the SSG.

· PERT B – monitors a single portfolio. Tracks value issues. Compare with Section 3 of the SSG.

Two parts to portfolio management: an offensive and defensive strategy.

Defensive strategy: to protect your portfolio from harm and to prevent loss. The objective of defensive strategy is to protect your portfolio from being damaged by companies that for no predictable reason fail to perform as you have expected. (Take Stock, pg. 169)

Defensive: Urgent & necessary

Offensive strategy:  to enhance the value of your holdings. The objective of offensive strategy is challenge the overvalued stocks to find others of equal or higher quality that have a better potential for return. (Take Stock, pg. 185) “Unless you have found an investment of equal or better quality than the one you now own… You should stick with what you have.” (Take Stock, pg. 177)

Offensive: Less urgent

Defensive – quality issues; Offensive – value issues.

“As a long-term investor, you should set no price goals.” (Take Stock, pg. 176)

PERT Report is forward looking one year into the future.

Why? The calculations of the PERT Report are predicated on Estimated EPS (Col. E).

“For each of the columns groups compare the actual results to the expectations in the SSG. First do this for EPS, sales, and pre-tax profit.” (Classic Plus Manual, pg. 146)

Left side of page is primarily the latest quarterly data which you will compare with the right side of the page which mostly forward-looking data for the next quarters.

The Big Three: EPS, Sales, % Pre-tax Income

· Are they growing? Is the trend up?

· Are they growing at the same rate?

· If one of the three shows a deflated growth rate, find out why.

· If sales are trending down, can earnings continue to rise?

· How long can % pre-tax income decline before it affects earnings?

· Remember quarterly results are short-term.

Key points of PERT Report (defensive strategy):

· EPS growth (Col. H) with projection (also in Col. H). Projection comes from pg. 1 of the SSG.

· Sales growth (Col. J) with projection (also in Col. J) Projection comes from pg. 1 of the SSG.

· Pre-tax profit growth (Col. M) with projection (also Col. M) Projection comes from pg. 1 of the SSG.

· Pre-tax profit columns K, L, M are often the first indicator of future potential problem. Gives you a real advantage over other investors. Compare with Section 2A of the SSG.

· Are any numbers in the PERT Report circled? If so, investigate. 

· Investigation begins with looking at PERT A and PERT A Graphic for that company in question.

· “One bad quarter does not make a loser.” (Take Stock, pg. 171)

· “Compare the growth with your expectations, not with the stock’s historic rate of growth.” (Take Stock, pg. 171)

· “If the decline in growth is not huge but is still enough to claim your attention you should give the stock another quarter. You shouldn’t be alarmed unless two consecutive quarters are disappointing.” (Take Stock, pg. 171)

· Five down quarters – you should be out before then (paraphrase of Ralph Seger, Father of PERT)

Finally: Now What

“Remember that the results of … PERT Report should lead you to confirm whether or not the company is meeting your expectations set in the SSG.” (Classic Plus Manual, pg. 150)

“Any price (and therefore P/E) movement that is not related to the company’s earnings is transient.” (Take Stock, pg. 166)

“You should draw up a schedule (for reviewing your portfolio) so that you will know when to look for the necessary reports. Such a schedule will set you free because the rest of the time you’ll know you have no pressing portfolio management chores.” (Take Stock, pg. 173)
“I have recommended that new clubs adopt a policy of reviewing the portfolio every three months. No new stocks are presented at the review meeting. At those meetings which can be scheduled to coincide with releases of quarterly figures… the result is a more manageable portfolio.” (Ken Janke, BI, Sept. ‘01)

“… here’s a way your club might implement it. First, dedicate one meeting per year to portfolio management… Like other annual events, such as officer elections and audits of treasurer records, this might work best for your club if scheduled for the same month each year.” (Brian Lewis, BI, Aug ’02)
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