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Introduction 
It’s time for my quarterly market review where I try to quickly examine various financial 

instruments and world events.  This is also my time to reflect on new stock ideas, my 

portfolio performance, current events, possible future scenarios and the potential 

implications on the market.     

 

Feel free to write back with your thoughts, questions, and insights on the views that I 

present.  One of the purposes of this effort is to start a dialogue around current events and 

their impacts on the markets.  I believe that the more people we have looking at these 

issues the better our group view becomes and hopefully we all can benefit.  So I invite 

you to come along in my journey and hopefully we will make some wise investments 

along the way… 

 

 

Disclaimers 
Please don’t use my advice if you are uncomfortable making your own investment 

decisions.  You are responsible for making your investment decisions and if anything 

presented in this document fits into your own investment goals and objectives please feel 

free to incorporate into your own strategies.  I am sharing some of my ideas with you but 

you ultimately need to make your own judgments about accepting or rejecting these 

concepts in your portfolio.   

 

I am covering a lot of ground and don’t have the time to properly write and proof read 

this document completely so please forgive all the typos.   
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Getting Started 
 

I see too many people who spend too many hours working on their careers and not paying 

attention to their personal finances.  Most people spend 40+ hours a week to make 

money, but a lot of people don’t spend more than 4 hours a year maintaining and making 

the fruits of their labor grow for them.  Once your career is over, and some day it will 

come to an end, your neglected personal wealth is what you are left with along with some 

portly run under funded government programs.  So take the time to read through this 

review and even if you don’t use any of the advice please take the time to think about 

your financial situation and find a way to improve your returns.  It is my goal in life to 

have my money working for me instead of me working for my money. 

 
Brokers 
Make sure at least a portion (majority) of your money is set up with an online broker, 

there are several out there.   If you are going to implement any of these ideas you will 

need to have a low fee broker.  None of these ideas are so great that you can afford to pay 

$200-$500 in commissions per trade.  If you are making your own decisions and are 

implementation them, there is no reason to pay more that $10/trade.  It’s too hard to make 

money to give it to someone else to enter a market order for you.  Being the good friend 

that I am, if you still want someone else to handle your money for you I can help.  Please 

send me your money I will set up an account in your name and only charge you $100 per 

trade (plus execution fees of ~$10).  I assume that all trades will be executed by a 

discount broker with very little overhead.  Welcome to the 21
st
 century. 

 

Taxes 
Being that I work and spend money in the real world, I always endeavor to take into 

account the consequences of taxes.  I have two trading accounts (at the same broker), I 

have an IRA Rollover account (make sure you get all of these into ONE account) from 

the various jobs that I have held and I also have a taxable account.  I assume that most of 

you are in a similar situation and will refer to each account as IRA or Taxed.  It does 

make a difference which account you put various trades into especially with the current 

tax laws regarding capital gains and dividend taxation.     

 

My philosophy is that high yield instruments with no special divided tax treatment should 

be in your IRA while high yield qualified dividend tax treatment investments should be in 

your taxed account.  Shorter term trades should be in your IRA while longer term trades 

(some people call them investments) should be in your taxed account.  This is somewhat 

counter to standard advice but my goal is to maximize total return including taxes.   

When/if the tax laws change at the end of 2008 we will revisit this philosophy. 
 

 



Chapter 1 
Low Hanging fruit 

 
Introduction 
In this installment of my newsletter I wanted devote some time to review some simple 

ideas that will help portfolio performance without much effort.  I have a relatively wide 

audience (that was not a fat joke) and want to make sure that everyone is looking at the 

low hanging fruit first.   It doesn’t take a lot of time and can have meaningful boost return 

over an individual’s life.   
 

What to do with all my cash? 
I have had several conversations with friends over the last few months talking about 

money and investments.  One of the things that I have seen is that too many people are 

sitting on a pile of cash that isn’t being put to work.  So my first recommendation is that 

for those of you that have money sitting in a checking/brokerage account getting 1-2% on 

their money, STOP!!  I have an easy low risk solution for what you should do with your 

money in the short-term while you decide where, when, and how you are going to put 

your money to work.   

 

I would like to introduce you to SHY.  What is it?  It is an ETF (Exchange Traded Fund) 

that invests in short term US Government bonds with a maturity dates of 1-3 years.  This 

effectively lets you buy government bonds with a current yield of ~4% with the ease and 

liquidity of buying a stock.  The nice thing about this instrument is that it makes a 

dividend payment at the end of each month and you can buy or sell it anytime during the 

trading day.  If you have excess cash earning less than 3% you should buy this ETF!!  

This would be a good time to reread the sections “Brokers” and “Disclaimers”. 

 

Security Name Lehman iShares 1-3 Year Treasury Bond  
Symbol  SHY 

Price   79.99 

Target   79.99  

Annual Yield  4.10% (paid monthly increments) 

Sector   Bond Fund (ETF) 

Risk   Ultra Low/Very Conservative 

Complexity  Simple 

Time Horizon  Short term (3 months – 12 months) 

Tax implications Dividends are taxed as marginal income rate 

Account(s)  IRA and Taxed 

YTD Gain  -0.3% 

YTD Dividends $0.526 (+0.6%) 

 



Summary: This investment seeks results that correspond generally to the price and yield 

performance of the short-term sector of the United States Treasury market. The fund 

generally invests at least 90% of assets in the bonds of the underlying index and at least 

95% of assets in U.S. Government bonds. 

 

Due to unusual conditions in the US Treasury market the yield curve is flat.  What I mean 

by this is the interest rates for 1 year bonds are about the same as 10 year and 30 year 

bonds.  Under the current yield conditions you can get a decent return for short term 

investments compared to longer term investments. The expense ratio on this instrument is 

extremely low with the fund charging a 0.15% management fee.  

 

On some days this ETF can have low volumes (<100,000 shares), when dealing with 

lower volume instruments I would typically recommend using a limit order.  SHY’s 

volatility is so low that you could use a market order up to a few hundred shares without 

worrying too much about getting burnt.   Larger orders (>500 shares), I recommend using 

a limit order for SHY.  When buying Odd lots (<100 shares) you should always use a 

limit orders.   

 

One thing I don’t like about this investment is that you are not making much of a real 

return, especially if you are using a taxable account.  Assume the yield grows to 4.5% 

and you pay a third of that in taxes.  That leaves you a 3% after tax yield which is around 

the inflation rate.  So at current yields, inflation, and tax rates you end up with the same 

amount of inflation adjusted value as you started out with in the beginning.  You will not 

gain a nice little nest egg investing in the “safe bet” in the long run. The biggest risk you 

can take is taking no risk at all.  With this in mind, you need to think longer term (when 

the time is right) and you need to roll this investment into something more aggressive.   

 

Next step: going from being SHY to becoming a SPY 

 

Security Name Standard and Poor’s Depository Receipts (SPDR) 

Symbol  SPY 

Price   129.83 

Target   Long Term  

Annual Yield  1.67%  

PE   15.62 ‘05 

Sector   S&P 500 Index (ETF) 

Risk   Low 

Complexity  Simple 

Time Horizon  Long Term Investment (5+ years) 

Tax implications Most of the dividends are taxed at 15% special rate 

Account(s)  Taxed and IRA 

YTD Gain  4.3% 

YTD Dividends          $0.519 (+0.4%)  

 

 



Summary: This investment seeks to correspond generally to the performance of the S&P 

500 Index.  The SPDR Trust is an exchange-traded fund that holds shares in all of the 

S&P 500 Index stocks. It is comprised of undivided ownership interests called SPDRs. 

 

This is the ultimate easy investment; I don’t know how many times I have spent months 

working on my portfolio to only end up (hopefully) matching the S&P 500 index.  As 

most of you know most mutual funds fail to match the S&P 500 index.  A lot of time and 

effort could have been saved if I would have just bought shares in this EFT over the 

years.  Each time you buy share of SPY you get a slice of 500 different companies.  The 

expense ratio of this fund is also very low at 0.11% and is very tax efficient.  Try to get 

your mutual funds to match that. 

 

The issue is timing on this bad boy, the market has run up fairly significantly recently and 

I am getting a little leery at these levels and considering the time of year (stock typically 

do poorly from May – Sept).  I would recommend this investment be entered into over 

time buying blocks spread out over the next 6 months trying to be fully invested by 

September.  Remember that even if the stock falls you are still getting nearly 2% on your 

original investment.  Given enough time this investment will always come back to full 

value.  

 

Another nice thing about this instrument is that has very high daily volume (50,000,000+ 

shares/day) and you can put in a market order at anytime and get a fair execution. 

 

The nice 1.67% dividend yield at a 15% tax rate makes this a nice little item to own while 

you wait for it to double (in seven year).  Since this instrument is very tax efficient I do 

recommend it for taxable account but don’t let that stop you from loading up with it in 

your IRA. While SPY is not the highest dividend paying or the lowest PE financial 

instrument around it is certainly something for you to discuss with your finical advisor… 

 
 
 
 
 
 
 
 



Chapter 2 
Individual Stock Ideas for 2006 

 
Security Name Wal-Mart  

Symbol  WMT 

Price   $47.24 

Target   $70.00 

Annual Yield  1.27% 

PE   17.77 ’05 / est. 16.32 ’06 / est. 14.31 ‘07 

Sector   Retail 

Risk   Low 

Return  Medium- 

Complexity  Simple 

Time Horizon  Long term (18 months – 36 months) 

Tax implications Dividends are taxed 15% rate 

Account(s)  IRA and Taxed 

YTD Gain  0.9% 

YTD Dividends          $0.0 (0 %) 
 
Well I am sure that my first stock pick will surprise a lot of people, Wal-Mart.  My 

explanation is simple; it is getting a lot of bad press and isn’t trendy to own right now 

therefore Wall Street hates it therefore it is cheap. The stock doesn’t have the ability to 

grow as fast as it once did but it still has some growth left in it.  The expected growth rate 

for Wal-Mart is 14% a year for the next 5 years.  Even on the low end say 10% this is still 

a compelling buy. 

 

Some of the glitter that is overlooked in Wal-Mart is that the stores seem to be taking off 

in China.   Wal-Mart recently announced plans to add up to 150,000 employees over next 

five years for the stores they are developing in China. 

 

Long story short is that Wal-Mart still has some growth in it although not as explosive as 

it was several years ago.  In my opinion, it has a relativity low PE compared to the next 

few years of earnings estimates. I see the downside risk for this stock to be around $40 

and if I were to see it get that cheap again I would buy even more.  I see this stock hitting 

$55 this year and reaching $70 by the end of 2008.  Currently this stock is my largest 

holding without exception, although I would sell it if I saw a higher risk vs. reward stock. 

 

The 1.27% dividend taxed at a 15% rate also gives you a small but unexciting dividend 

revenue stream while you wait for it to go up.  While WMT is not the highest dividend 

paying or the lowest PE stock, it is certainly something to have in your low risk portion 

of your portfolio.  Bottom line is I think this stock has low risk and is likely to 

moderately outperform the S&P index over the next few years. 

 



 

Security Name Johnson and Johnson  
Symbol  JNJ 

Price   $59.22 

Target   $100.00 

Annual Yield  2.20% 

PE   17.15 ’05 / est. 16.13 ’06 / est. 14.73 ‘07 

Sector   Healthcare/Drugs 

Risk   Low 

Return  Medium 

Complexity  Simple 

Time Horizon  Long term (18 months – 36 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  Taxed and IRA 

YTD Gains  -1.5% 

YTD Div  $0.33 (0.55%) 

 

Now my next pick is another company that has been getting beaten down and in my 

opinion is a good value, Johnson and Johnson.  I just don’t think that you can go wrong 

holding this stock in the long run.  For the past year this stock has been going down but it 

looks to me like it may have stopped falling and it may be changing direction to the 

upside.  

 

I believe that this stock has slightly more risk than Wal-Mart but will likely yield better 

returns over the long run. I have traded this stock (and options) last year with some 

decent results.  At current valuation I would put some of my money in now, wait for a dip 

in the coming months to buy some more and then have some cash ready for any major 

market or JNJ sell offs… 

 

Keep in mind that healthcare stocks are inherently volatile and new drugs, lawsuits and 

changing public policies can change the fortunes of any company at a blink of an eye.  

This company is very well diversified which helps offset the inherent risk of this 

industry.  My estimated down side risk to this stock is $50 but unlike Wal-Mart I am not 

brave enough to jump in with my last dollar on a major price drop with this stock. But 

remember that our population is aging and that the need for medical products will only 

increase with time. 

 

I believe that this is a low risk medium return stock, meaning if you hold it for the next 

three years, you should expect decent return with a low risk of loosing money.  This is 

one of those stocks that you need to buy on bad news.  Whenever you see a big dip in the 

stock or stock market you should pick a few more shares to add to your portfolio. 

 

 

 

 

 



Security Name Bank America  

Symbol  BAC 

Price   $45.54 

Target   $55 

Annual Yield  4.50% 

PE   11.28 ’05 / est. 10.51 ’06 / est. 9.58 ‘07 

Sector   Banking 

Risk   Moderate  

Return  Medium 

Complexity  Simple 

Time Horizon  Long term (18 months – 36 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  Taxed 

YTD Gains  -1.3% 

YTD Div  $0.50 (1.1%) 

 

Let’s talk about banking but specifically let’s talk about Bank America.  Why do I like 

this one?  That is easy; it has a low Price to Earnings (PE) ratio and a decent dividend 

yield.  It makes about 8% each year on your invested money and kicks half of that out to 

the shareholders as a low tax dividend payable each quarter.   

 

Why do I think it is riskier than the other investments?  Two reasons, it makes a portion 

of its money in the credit card business and banks traditionally get money cheap and loan 

it out at higher rates.   With a flattening yield curve and higher interest rates this will be 

harder to achieve a strong year over year improvements in earnings.    

 

I think in the name of diversification you may want to add some of this to your portfolio.  

This instrument should be focused on your taxable account due to its high yield with low 

dividend tax rate.   Note is has a slightly higher yield than SHY but since it is a stock it 

should grow and you also have to factor in the 15% taxation treatment for the dividends.   

 

Security Name Nokia  

Symbol  NOK 

Price   $20.72 

Target   $26 

Annual Yield  2.16% 

PE   21.26 ’05 / est. 18.11 ’06 / est. 15.9 ‘07 

Sector   Electronics 

Risk   Moderate 

Return  Medium + 

Complexity  Simple 

Time Horizon  Long term (18 months – 36 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  Taxed and IRA 

YTD Gains  13.2% 

YTD Div  $0 (0%) 



 

What can I say about the next pick?  Let see 1 billion people in China will need cell 

phones!  Oh lets add another billion in India!!  Yes industrialization is coming to the third 

world and long before they all start to buy cars they are going to want to own cell phones.  

If you look at the valuations of this stock it much lower now than it has been historically.  

Easy to understand, everyone in the industrialized world already has a cell phone…  The 

growth has tapered off for this once small company but I believe that one of the first 

status symbols of new found wealth in the third world will be to own a mobile phone.  

Plus how often to you get to buy a tech company that has a 2% dividend? 

 

Security Name Intel  

Symbol  INTC 

Price   $19.46 

Target   $28 

Annual Yield  2.06% 

PE   14.5 ’05 / est. 18.58 ’06 / est. 15.51 ‘07 

Sector   Microprocessors 

Risk   Moderate + 

Return  High  

Complexity  Simple 

Time Horizon  Medium term (6 months – 24 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  IRA and Taxed 

YTD Gains  -22% 

YTD Div  $0.10 (0.4%) 

 

Well this next instrument is my pick of the 2006 and I plan to put significant personal 

wealth into this one over the next 6 months… I may even need to sell my beloved WMT 

to buy up shares in Intel.   Things are really lining up for INTC over the next couple of 

years and they are going to have several advantages over AMD for the first time in 

several years. 

 

First let’s talk about their new Core Duo products that are out in the market place that are 

basically a completely “new design” by the Israeli design team… It’s a nice chip but it is 

currently only an interim model and is basically two Pentium Ms shoved into one chip 

(hence the name DUO).  The real AMD killer is the next version of Duo that will come 

out later this year.  It looks like it will have 40% jump in processing power over Intel’s 

current Pentium chips yet consume less power…  Now for those who own laptops this 

means more performance with longer battery life…   

 

Intel has finally given up on the faster is better philosophy and now going with multiple 

processors.  Currently the two processors version of Core Duo is in the market, in 2007 

Intel will release its 4 processor model and in 2008 they expect to have an 8 processor 

model out.  Now AMD has similar plans but I think Intel will have an edge.  Read on… 

 

  



Ok, big deal better chips, bla bla bla, who cares?   Well let’s combine that with the fact 

that Intel’s manufacturing process will have a significant advantage over AMD for at 

LEAST the next three years.  Intel has just switched from a 90 nanometer chip to a 60 

nanometer process that AMD wont even be able to start producing for a least another 

year.  In 2007 Intel will start its 45 nanometer chip production about the time AMD will 

start making inroads to 60 nanometer chips.   

 

Now what does this mean???  Remember that chip are two dimensional, so when AMD 

ramping down its 90 nm chips and Intel is ramping up Intel 45 nm for a brief time Intel 

will be able to make four chips for the same effort as AMD takes to make ONE!!  Bottom 

line: Intel’s chips will cost a lot less to make per chip than AMD chips and have better 

performance!!   

 

So, they have a new design that not only catches up to AMD but will leapfrog AMD, they 

have a more advanced manufacturing process, they can kick out the chips in higher 

volume and they will cost less per chip than AMD…  If you still want proof go look at 

how far AMD stock has fallen in the last few months since the release of Core Duo.  The 

entire tech world knows about Intel’s new vision (consult your local nerd)… Wall Street 

will only catch up after all these events occur and it has shown up in quarterly earnings 

reports, they will then begin buying but we will have already have our positions filled.   

 

The other event that will make 2007 the year of Intel is in early 2007 Microsoft will be 

releasing their new operating system Vista and their new version of Office.  Both of these 

items will require steep hardware requirements and likely to cause a new round of 

hardware upgrades (DELL?).   Again we are nearly a year away from all these events 

lining up and then we need a couple of quarters of earnings to convince Wall Street to 

buy the stock so patience will be required. 

 

Intel’s earnings call is schedule April 19
th

 and I am not sure how it will turn out.  I 

suspect the market may focus of the poor current results and not look too far in to the 

future.  I plan to buy some shares of INTC before the earnings call on 19
th

 and be ready 

to buy more on the 20
th

.  If it goes below $18 I will buy even more… 

 

Remember the fortunes of tech ebb and flow so I personally will start selling shares at 

$28 and take profits because you never know what AMD will come up with next, but that 

could be years and many dollars later.  For those of you who are very brave you may 

want to consider shorting AMD or buying AMD puts.  For those that like spread trades 

go long INTC and short AMD.  Options traders may want to look at the ‘07 and ‘08 $20 

and $25 LEAPS.  I personally will be doing all the above. 

 

All the positive factors regarding INTC technology and manufacturing prowess won’t 

really come into play until late in the year so I fully expect potentially several quarters of 

dismal returns but I would rather be in early than not at all. 

 

 



Chapter 3 
International Ideas for 2006 

 
Now that we have covered some large cap(italization) investments that I believe will 

outperform the S&P 500 over the long run, let’s talk about some simple ways to move 

money overseas to take advantage of the world globalization.  As you can see from 

watching the news the emerging markets are growing like crazy.   It would be silly not 

invest at least some of your money into what I believe is a good long term trend. 

 

Security Name Morgan Stanley Capital International Australia Index 

Symbol  EWA 

Price   $20.02 

Target   $30 

Annual Yield  3.3% (paid in Dec) 

PE   15.59 ’05  

Sector   International (ETF) 

Risk   Low + 

Return  Medium+ 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications Consult tax advisor (mostly at 15%) 

Account(s)  Taxed and IRA 

YTD Gains  6.4% 

YTD Div  $0.00 (0.0%) 

 

For those who want to play either China or India indirectly or take advantage of the run 

up in world commodity prices I believe that Australia is a place for you to invest.  One 

ETF that is traded in the US that matches the Australian market is EWA.   

 

Why invest in Australia, besides the 15% total return it made last year?  The Australian 

market is dominated by natural resource companies and banks.  The Chinese who are 

buying everything on the world markets are paying very handsomely for the natural 

resources that are in Australia.  The Australians go in to the outback scoop the stuff up 

and put it on boats going to China and India.  In fact business is so good they need to 

borrow money form the banks to pay for expansion to make more money.  Ok this is 

vastly oversimplified and anyone of the people who I know in Australia would string me 

up this description… 

 

Needless to say the economy is good, they have a similar culture to the US and Western 

Europe but without the some of the issues that the US or Europe has.  As long as India 

and China continue to need raw materials to build out their infrastructure, Australia will 

be a good play.   Oh did I mention that it pays a 3.5% dividend yield (pays out in 

December)? 



Security Name Morgan Stanley India Investment Fund 

Symbol  IIF 

Price   $50 

Target   $100 

Annual Yield  7.8% (paid June and Dec) 

Sector   Emerging Markets (ETF) 

Risk   High 

Return  Extraordinary 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications Consult tax advisor 

Account(s)  IRA and Taxed 

YTD Gains  33.87% 

YTD Div  $0.0* 

* note I received my payment on 1/6/06 for ’05 for $3.67/share (9.24% of 12/31/05 price) 

which included capital gains and dividends. 

 

Security Name India Fund, Inc 

Symbol  IFN 

Price   $50.50 

Target   $100 

Annual Yield  8.7% (paid in Dec) 

Sector   Emerging Markets (ETF) 

Risk   High 

Return  Extraordinary 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications Consult tax advisor 

Account(s)  IRA and Taxed 

YTD Gains  27.1% 

YTD Div  $0.00 (0.0%) 

 

I personally have a significant amount of my personal money in IIF, only second to 

WMT, but at the rate IIF keeps going up it may soon become my largest holding without 

buying any more shares.  These two ETFs invest primarily in India.  I don’t believe that 

India is as explosive as some other parts of the world but I also believe that in the long 

run it will far exceed any return that you may get by investing in the U.S.  These funds 

are already up 34% for IIF and 27% for IFN for just the first quarter (if you could 

maintain this rate, and I don’t, you would be up well over 100% for this year).   

 

I don’t want to bore you with all the statistics regarding India but the future looks very 

bright.  It has an educated work force, has a middle class, is governed by the rule of law 

and is a democracy.  Some drawbacks are that it tends to be very bureaucratic and has a 

long way to go to catch up with the west in regards to infrastructure. 

 



Like all good things these funds are slightly overvalued, which I hate.  IFF trades at 7% 

over the value of the stocks that it holds and IFN trades at 17% over its underlying value.  

The Indian stock market is trading at 17 times this year’s earnings which is slightly 

higher than the S&P 500 but you are paying for much stronger growth.   

 

I would like to have bought these ETFs when the market multiplies were much lower 

(well actually I did), but considering the growth potential and long-term outlook I am still 

comfortable suggesting these instruments at these prices.  Be forewarned these ETFs are 

very volatile, don’t be shocked if you loose or gain 5-10% in any given week.  If you 

don’t have the stomach for these kinds of swings please refer back to EWA. 

 

Bottom-line: India has a large population, is organized, has a stable government, 

hardworking intelligent educated workforce, and it has potential strong sustainable 

economic growth.   Now I invite you to take your chances by investing in China and 

those who have done this have been rewarded.  My angle is that “everyone” knows that 

China is booming.  Not too many people think too much about investing in India. 

 
Chapter 4 

Higher returns and risks with Biotechnology 

 

Security Name iShares NASDAQ Biotechnology ETF 

Symbol  IBB 

Price   $82.38 

Target   $125 

Annual Yield  8.7% (paid in Dec) 

PE   27.29 ’05  

Sector   Biotechnology (ETF) 

Risk   High- 

Return  High 

Complexity  Simple 

Time Horizon  Long term (24 months – 48 months) 

Tax implications N/A 

Account(s)  IRA and Taxed 

YTD Gains  6.7% 

YTD Div  $0.00 (0.0%) 

 

Summary: The investment seeks investment results that correspond generally to the 

price and yield performance of the NASDAQ Biotechnology Index. The fund uses the 

process of representative sampling, holding securities that have a similar investment 

profile to its index.  

 



A lot of new drugs are coming from biotech and this ETF just gives you a wide exposure 

to the index.   It’s just a matter of time before several new blockbuster drugs are 

discovered by this group. 

 

Security Name Amgen 

Symbol  AMGN 

Price   $72.75 

Target   $110 

Annual Yield  0%  

PE   24.83 ’05 / est. 20.01 ’06 / est. 17.54 ‘07 

Sector   Biotechnology  

Risk   High 

Return  High 

Complexity  Simple 

Time Horizon  Long term (24 months – 48 months) 

Tax implications N/A 

Account(s)  IRA and Taxed 

YTD Gains  -7.75% 

YTD Div  $0.00 (0.0%) 

 

Summary: Amgen is a biotechnology company, engages in the discovery, development, 

manufacture, and marketing of human therapeutics based on advances in cellular and 

molecular biology. It offers human therapeutic products in the areas of inflammation, 

nephrology, and supportive cancer care. 

 

This one is putting your biotech eggs in one basket, I like biotech and I like AMGN 

because it’s relatively cheap compared to the sector because it’s the largest company in 

the sector.  I have traded this one last year and made 20% in a few months of holding it.  

It has fallen a bit this year and if you are interested in a biotech stock this may be of 

interest to you. 

 

Security Name XOMA, Ltd 

Symbol  XOMA 

Price   $ 2.29 

Target   $4.00 

PE   74 ’05 / est. N/A ’06 / est. N/A ‘07 

Sector   Biotechnology  

Risk   Speculative++ 

Return  Extraordinary 

Complexity  Moderate (not marginable, stops are needed) 

Time Horizon  Short term (3 months – 18 months) 

Tax implications N/A 

Account(s)  IRA and Taxed 

YTD Gains  43% 

 

 



Summary:  XOMA, Ltd., a biopharmaceutical company, engages in the discovery, 

development, and commercialization of antibodies and other genetically-engineered 

protein products to treat immunological and inflammatory disorders, cancer, and 

infectious diseases. 

 

Ok, I am recommending this one on purely technical reason and to only use a small 

portion of your money from your speculative money to investment in this stock.  If you 

buy this one you may want to put a $2.00 stop in place. 

 
Chapter 5 

Advanced Strategies 
Spreads and options ideas 

 

Security Name Chevron Corporation 

Symbol  CVX 

Price   $57.97 

Target   N/A 

Annual Yield  3.08  

PE   8.9 ’05 / est. 7.8 ’06 / est. 8.1 ‘07 

Sector   Oil 

Risk   Medium 

Return  Medium + 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications Consult tax advisor 

Account(s)  IRA and Taxed 

 

Security Name Exxon Mobil Corp 

Symbol  XOM 

Price   $60.86 

Target   N/A 

Annual Yield  1.95  

PE   10.7 ’05 / est. 10.5 ’06 / est. 10.9 ‘07 

Sector   Oil 

Risk   Medium 

Return  Medium + 

Complexity  Simple 

Time Horizon  Long term (36 months – 60 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  IRA and Taxed 

 



Security Name Long Chevron-Texaco Short Exxon-Mobile 

Symbol  CVX/XOM 

Price   $-2.89 

Target   $0.00 

Annual Yield  1%   

Sector   Oil Stock spread  

Risk   Very low 

Return  Medium, High with leverage 

Complexity  Medium + 

Time Horizon  very short term/trading (2 weeks – 2 months) 

Tax implications Dividends are taxed 15% rate  

Account(s)  Taxed (you cannot short stocks an IRA account) 

 

Spread trade suggestion: 

Long Chevron Short Exxon-Mobile (CVX/XOM) 

 

In this section I am going to run the through one of my favorite spread trades.  If you are 

not familiar with this concept I will be covering it in more depth in future editions of this 

review.  The basic idea is that you find two instruments that tend to have some sort of 

interdependency.  The one you dislike you short (selling a stock that you don’t own) and 

then use the proceeds from that sale to buy the other stock that you like more.   

 

I believe that CVX should be over XOM based on the fundamentals and only recommend 

putting the trade on when the spread is negative.  I recommend unwinding the trade at 

any positive value.   I do not recommend shorting the positive spread since I believe that 

fundamental value CVX should be over XOM.  Also I prefer collecting the dividend 

yield spread instead of paying it. 

 

I have been trading this stock pair successfully for the past few months and recommend 

that advanced traders evaluate this idea from time to time.  The historical adjusted prices 

(with dividends and splits) has varied from -$6.00 to +$5.00 and is currently is at -$2.89.  

This trade idea will need too be highly leveraged for it to achieve decent returns but I 

believe it has extremely low risk.  This trade is ideal for an account that has a significant 

amount of unused margin capacity to enhance portfolio gains. 

 

Since these stocks trade at near each others stock price, no ratio of shares is needed, and 

no out of pocket money is required for a margin account when the spread is negative.  

Also there is a net ~1%/year net dividend yield when you are long the spread.  

 

Below is a chart of the adjusted price of the spread since 2000. 
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SPY Puts 

So you have gotten some good gains and are greedy and want to stay in the market but 

want to have some insurance to prevent a complete financial disaster if a catastrophic 

market condition suddenly occurs.  I believe one of the easier longer-term protection 

instruments that you can own is to buy a SPY put.  Again in future additions of the 

newsletter I plan to go into more details options theory for those who don’t already trade 

derivatives. 

 

Since we have introduced SPY earlier in this newsletter and now I am recommending that 

at some point you should buy some Dec ‘08 puts.  The reason for such long dated puts is 

that you get the most protection per dollar-day with longer dated options.  Please note I 

would never take these instruments to expiration!  If the S&P fell I would monetize the 

value, if the market doesn’t fall in December of this year when the Dec ’09 puts come 

into existence I would roll my ’08 puts into ’09 by selling my ’08 puts and at the same 

time buying ’09 puts while paying price difference between the two instruments.  It may 

also be a good time to adjust strike prices depend on market conditions. 

 

There are three basic strategies that you should entertain: 

 

1) Buying near the money puts 

a. This provides the most protection 

b. It is also the most expensive 

 

2) Buying out of the money puts 

a. Little protection for the first 10% drop in the S&P 500 but full 

protection beyond the first 10% drop 

b. Cheaper 



3) Buying twice as many out of the money puts as necessity 

a. Little protection for a 10% drop in the market but starts making after 

that point. 

b. Expensive and somewhat speculative with a down market bet. 

c. Long term trends have the market going up not down. 

 

Assume a $100,000 invested in US stocks with SPY at $129.83/share.  Assume that the 

portfolio is correlated to the S&P 500 index.  Regardless of the individual investments in 

your portfolio, to provide reasonable protection to your portfolio (a dirty hedge) you 

would take the $100,000 portfolio value and divide it by 129.83 to get 770.24 shares.  

Since options trade in contracts that contain 100 shares you will need to get 8 contracts to 

get coverage for ~800 shares for roughly $100k of market value.   

 

Now we see that we have need to get 8 contracts (with 100 shares per contract) we can: 

 

1) First we look at the Dec ’08 $130 puts currently the puts valued at $9.34 for 

992 days of protection.   

a. Total cost is $9,34 x 800 shares for $7,475 + broker commissions or 

roughly 7.5% of the portfolio value.   

b. If you were to look at price paid as annual protection it is about 

2.8%/year.   

c. It seems expensive but if you want to think of it in a slightly different 

manner, you could buy the S&P 500 index and use the dividend yield 

to pay half of the option premiums.   

 

2) Next we look at no protection for up to a ~10% market drop which is about 

$115 on SPY.  In this case you would buy the Dec ’08 $115 puts with a 

current value of $4.90/share.   

a. Total cost is $4.90 x 800 shares or roughly $4,000 or 4% of the 

portfolio value. 

b. This works out to be about 1.47%/year.  If the market goes up you 

saved 1.3% a year in options premiums. If the market falls you are 

limited to 10% loss (assuming your portfolio tracks the S&P 500). 

c. In this scenario the dividend yields will provide sufficient revenue to 

cover any put premium. 

 

3) Last scenario is that you over buy 16 contract of the $110 puts at $3.90/share. 

a. The price is $3.90 x 1600 shares for a cost of ~$6300 or 6.3% of the 

portfolio.  

b. Total cost on an annual basis is 2.3%/year of portfolio value 

c. Dividends will cover most of the cost but not all of your options costs. 

d. Now it neither matters if the market goes up or goes down this 

portfolio will make money.  This strategy will make more the more the 

market moves away from the initial price. 

 



Simply strategy, if the market goes up and you make some market gains; buy some of 

these puts to provide some protection for your gains.  Remember the market tends to go 

up so the value of these instruments tends to go down.  Over the long run these 

instruments will loose money but reduce volatility and make some people sleep better. 

 

Now for cost minimization sake I would recommend the second scenario if market moves 

make you nervous go with the first.  Scenario three should be used in conjunction with 

some kind of delta hedging strategy to extract volatility value of the options, but we don’t 

have time to cover that in this review.  

 

I currently own a similar type instruments based second strategy using the Dow Jones 

Industrial Average (DIA puts) but in the future will buy these because of the wider breath 

and longer dated options.  I also buy puts for individual stock that technically look weak. 

 

 

 

Chapter 6 
World Issues  

(That may affect your pocketbook) 
 

It’s time to review world events with my opinion of the likelihood and the impact on 

markets on a 1 to 10 scale.  Feel free to disagrees and let me know why you have a 

different opinion.  I am going to try to place them in order of importance and I am going 

to quickly try to explain my thought process.  Some sections are briefer than I would like 

but I am running out of time to “publish” … 
 

Human Bird Flu Pandemic 

Probability of Occurrence  1  

Impact    9 

 

The severity of any pandemic cannot be predicted, but the impact of a pandemic on the 

United States could be substantial. In the absence of any control measures (vaccination or 

drugs), it has been estimated that in the United States a “medium–level” pandemic could 

cause 89,000 to 207,000 deaths, with 15% and 35% of the U.S. population could be 

affected by an influenza pandemic, and the economic impact could range between $71.3 

and $166.5 billion. 

Until it mutates into a human transmitted form I am not overly concerned, if it does 

mutate I will be very concerned.  There have been cases in Europe where domestic birds 

have been infected and it so far has been contained.   



So far chicken sales and prices are down and Tyson Foods (TSN) has already dropped 

20% this year alone.  It is reasonable to expect the virus to eventually show up in the US.  

It still isn’t major concern until it mutates into a Human form although it will still affect 

humans that are in contact with wild birds or infected poultry.  This still will take a few 

more years to run its course.  In a couple of years at the peak of the bird epidemic in the 

US when TSN is $5 a share I will be a buyer (and covering my shorts). 

 

 

Iraq insurgency expansion / civil war that impact oil flow 

Probability of Occurrence  3  

Impact    6 

 

The risks of civil war are increasing and may be unstoppable.  The impact on world oil 

prices if widespread civil war erupts would be immediate.  Even if the civil war occurs it 

may not necessary have as severe impact on long-term oil prices.  As in any war it 

usually gets resolved with each party gaining a new mutual understanding of how to get 

along.  The ultimate solution would likely be a fragmented Iraq with three distinct 

countries with the Shia in controlling of most of the oil region and aligning themselves 

with Iran. 

 

This may not be the “ideal” solution but post-resolution it will likely lead to better 

stability in the Iraq in the long run.   The Shia and the Sunnis will likely continue a low 

level insurgency against each other leaving the Kurds out of the war who will form 

stronger ties with Turkey. 

 

Long Term the Shia come out ahead, the Sunnis loose and the US leaves.  Oil production 

largely goes uninterrupted and the region stabilizes after 2-4 years of civil war with a 

continued mostly low level uncoordinated civil warfare between the two factions. 

 

 

Al Qaeda attack in US 

Probability of Occurrence  2  

Impact    8 

 

Opinion…  The 8 comes from I am live and work in the most likely target, New York.  If 

by chance I am “involved” then I reserve the right to automatically and retroactively 

change my opinion to an 11…  Not to worry too much, I still have my stockpiles of 

Potassium Iodide. 

 

Iran constructing nuclear weapons in the next 5 years 

Probability of Occurrence  7 

Impact    3 

 

It will occur eventually, welcome to the club…  The US should try to change its strategy 

with regard to Iran.  The stick isn’t working…  Where has the stick worked?  Cuba? 

 



North Korea war 

Probability of Occurrence  1  

Impact    8 

 

Again the stick isn’t working… 

 

 

Budget Deficits >$400 Billion  

Probability of Occurrence  8  

Impact    3 

 

Unfortunately I believe in the short run it doesn’t impact the economy enough and the 

problem is so long terms that I fear we won’t fix it…   

 

Record Trade deficits 

Probability of Occurrence  9  

Impact    2 

 

Eventually the dollar will fall enough over the next 20 year to balance it out.  Coupled 

with the demands of Social Security, deficits, and trade deficits the economic future of 

the US is somewhat problematic.    Fortunately for the US other parts of the world are 

just as screwed up (look at Europe).  Government behavior worldwide seems to be 

universally just as bad with money as any other country… they just screw it up 

differently. 

 

Inflation in the next 5 years 

Probability of Occurrence  1  

Impact    7 

 

The world is becoming much more efficient and is producing many more goods and 

services.  Although economic conditions may eventually dictate the only way for the US 

to get out of Debt is rapid elimination of debt through excessive inflation.  If you have 

$20 Trillion in debt you can eliminate most of it quickly if you allow inflation go to 25% 

and being a country of net debtor it not be the only solution in long run.  This will hurt 

“foreign bond holders” that have a majority of our national debt. 

 

Continued growth in China 

Probability of Occurrence  9  

Impact    8 

 

Continued growth in India 
Probability of Occurrence  8 

Impact    6 

 

Continued growth in Australia  
Probability of Occurrence  8  



Impact    5 

 

Elections, change of power in Congress 

Probability of Occurrence  3  

Impact    6 

 

 

Real Estate price collapse 

Probability of Occurrence  2  

Impact    8 

 

 

Tax Laws expiring 2008 

Probability of Occurrence  3  

Impact    7 

 

Congress won’t have the balls to increase taxes.  They will continue to allow the stealth 

tax (AMT) to do the dirty work of raising taxes. 

 

 

Oil breaking >$75/<$50 by the end of the year $66.63 

Probability of Occurrence  7/2  

Impact    6/7 

 

Gulf of Mexico producers need to be prepared for another above-normal tropical storm 

season.  North America is in the midst of a weak La Niña pattern, characterized by 

warmer-than-normal sea temperatures, “which is historically very conducive to 

developing hurricanes.”  Just the threat of hurricane season will drive the price of oil up 

worldwide.  The first Hurricane will cause oil to go up even if it is a “non-event”.  The 

world oil supply situation is not stable enough to allow the price to drop below $50.  

Prompt crude is $66.63/bbl 

 

GM Bankruptcy 

Probability of Occurrence  4  

Impact    7 

 

I covered all my GM shorts last year at a good profit.  I shall revisit if the stock ever 

pops. 

 

 
 
 



Chapter 7 
My Personal Holding and Performance 

 

I will attempt to objectively review my personal portfolio and give myself some 

suggestion.  My personally philosophy is that I would like to own 10 stocks with 10% in 

each stock with no more than 25% of my portfolio in one investment sector.  Spread 

trades and a stock and with various option positions I still consider a single security.  Any 

Stock that is <2% of total portfolio value does not count against the goal of 10 securities, 

any naked options always counts as a security no mater how small. 

 

As far as price paid, any stock that I owned in the previous year will be transferred to this 

year’s book at the 12/31/05 close price, regardless if it won, lost or draw.  I measure 

performance on a year by year basis and each year a decision needs to be made to keep a 

stock or sell it and that decision is reflected in this year’s performance. 

 

Taxed Holdings and Returns for ‘06 

Name 
 

Symbol Price 
Price 
Paid 

Total 
Gain % Portfolio % 

Chevron CVX $57.97 $58.89  -1.56% 81.42% 

Exxon-Mobile (SHORT) XOM $60.86 $62.05  1.92% -85.47% 

Morgan Stanley India Investment Fund IIF $50.00 $47.10  6.16% 11.70% 

Motorola MOT $22.91 $22.12  3.57% 10.73% 

Cisco Systems CSCO $21.67 $17.12  26.58% 10.14% 

Nokia NOK $20.72 $18.85  9.92% 9.70% 

Merck January-08 $35 Call WMRAG $4.6 $3.10  48.39% 6.89% 

iShares MSCI Japan Index EWJ $14.4 $13.40  7.46% 6.74% 

LSI Logic LSI $11.56 $8.00  44.50% 2.71% 

Intel October-06 $25 Call INQJE $0.25 $0.35  -28.57% 1.17% 

Merck January-07 $45 Call VMKAI $0.3 $0.30  0.00% 0.91% 

FREESCALE FSLB $27.77 $24.91  11.48% 0.86% 

Meristar Hospitality MHX $10.38 $9.40  10.43% 0.32% 

Cisco Systems April-06 $17.5 Put CYQPW $0.05 $0.40  -87.50% 0.02% 

Cash or Equivalent     42.16% 

     100.00% 

 
The portfolio has 9 instruments (CVX/XOM, IIF, MOT, CSCO, NOK, MRK, EWJ, LSI, 

and INTC) that are reasonably well diversified in individual stocks but the cash position 

is too large and I should be trying to achieve higher gains with the cash and cash 

equivalents.  I would like to see more overseas and specifically emerging markets 

exposure should be put into the portfolio and the CVX/XOM spread should be scaled 

back.  A base 25% position in SPY should be considered. Although overall portfolio 

gains were good the large cash position cut the gains by nearly half.   

 



IRA Holding and Returns for ‘06 

Name 
 

Symbol Price 
Price 
Paid 

Total 
Gain % Portfolio % 

Wal-Mart WMT $47.24 $46.57  1.44% 38.05% 

Morgan Stanley India Investment Fund IIF $50.00 $43.36  15.32% 26.85% 

iShares MSCI Australia Index EWA $20.02 $19.36  3.41% 10.75% 

Lloyds TSB Group plc LYG $38.49 $33.80  13.88% 10.34% 

Telecomunicacoes de Sao Paulo S.A. TSP $24.70 $22.06  11.97% 6.63% 

iShares MSCI Japan Index EWJ $14.40 $13.40  7.46% 3.87% 

iShares NASDAQ Biotechnology IBB $82.38 $84.18  -2.14% 2.21% 

Diamonds Trust January-08 $100 Put YCKMV $3.10 $4.00  -22.50% 0.83% 

Intel January-07 $25 Call VNLAE $0.45 $0.62  -27.42% 0.12% 

Wal-Mart April-06 $47.5 Call (SHORT) WMTDW $0.55 $0.95  42.11% -0.44% 

CASH:     0.79% 

      100.00% 

 

This Portfolio also has 9 instruments, although this portfolio is fully invested and had a 

great quarter (doubling the S&P performance), the overly heavy investment in WMT hurt 

overall performance.  To be fair to the Wal-Mart investment, I have been selling short 

dated call options against underlying position (covered calls) to enhance the returns; but 

the position is still too large.  The overseas investments portion is 58.44% total portfolio; 

this should be scaled back to roughly 30-50%.  

 

I also have bought some Diamond trusts puts which indexes the Dow Jones Industrial 

average.  This will protect me against the Dow dropping below 10,000.  As the portfolio 

achieves more gains I will be placing more resources into S&P 500 out of the money 

puts.  

 

I am not as eager to be as aggressively entering the market and once the next earning 

season is over.   I will likely lighten up my positions or sell covered calls where it is tax 

efficient.  Overall more balancing between the two portfolios in regards to cash, tech 

investments, and overseas investment needs to occur. 

 

Chapter 8 
Good luck and good hunting 

 
This is the conclusion of my little report, I hope to get the next report out July 5

th
 and 

come up with my new thoughts and reflections.  GOOD LUCK!!! 

 

Regard, 

 

Mark 


