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Welcome to the Crown Cycling Circle Investment Club.

This information pack has been put together in an attempt to bring you, the prospective or new member of the  CCCIC, up to speed on the current state of the club how we operate, and how our investment strategy developed.

The club operates according to a set of rules and the constitution of the club, copies of which are attached to this document, and all communication between meetings is via email.

The CCCIC has three fundamental aims, which are, in order of priority:

1. Have fun

2. Learn about investing

3. Make some money

………………Otherwise, why do it?

The club meets on average 10 times per year in the Crown Public House, Ickwell on the 3rd Monday of the month at 8.30.  Usually there is no meeting in August or December unless pressing business dictates the need for one.

Each meeting is governed by an agenda circulated by email the preceding week and adheres to a basic standard form of :-

· Review of existing holdings

· Proposals for new purchases

· Learning about investment

· Forthcoming social events

All members of the club are encouraged to research and make new purchase proposals for shares in companies they know something about, they have read about in the press, or they have researched independently.  Guidelines for how to do this and the investment strategy of the club follow later in this document.

Each share purchased by the club is assigned a champion who is responsible for monitoring the share on a frequent basis between meetings.   They may instruct a sale of that share or  instruct a repurchase of a share previously held according to the criteria set.

We as club members have no fixed ideas on what a prospective member should be like - just that they should subscribe to the club philosophy.  That is they/you should be willing to contribute - ideas and work - to help the club to achieve our objectives listed above.  At the time of writing we are meeting most of those aims and have beaten the footsie for the past year.  You will have your own views on what you seek in a club and it's members and this process is designed to 'match' these aims and objectives.

New Investment Proposals

Members are encouraged to research and propose new investments to the CCCIC.   The ideas may come from the press, personal knowledge, or from fundamental research using one of the many resources available to the club.

Any proposal needs to be thoroughly researched and a standard club proposal form needs to be submitted in advance of the meeting at which the proposal is to be made via email.  See www.cccic.co.uk and click on “Information and Resources” to download the proposal form.

The club will want to consider the risks and potential rewards, understand something about the companies business, and feel confident that the proposer has a good understanding of the opportunity.

The club has adopted a value based strategy for investing in growth shares.  These are characterised by having a PEG of less than one, a high growth rate, strong relative performance and a good underlying business strategy.

The club is however open to opportunities where these can be explained and justified by other criteria, and it is part of the learning aspect of the club to understand and develop new ideas.

Champion’s Responsibilities

Each holding purchased by the Club shall have a Share “Champion” appointed at the time of the decision to purchase.

Once appointed and with immediate effect, the Champion shall monitor the share price on a daily basis. Each Champion shall be responsible for appointing a Deputy Champion to cover holidays and other periods of absence. 

The default stop-loss shall be 15% and shall trail the maximum closing mid price achieved by the share during ownership by the Club. 

The membership may amend the default percentage by majority vote at any monthly meeting, including the meeting at which the decision to buy is made. Champions are encouraged to suggest revisions to the stop-loss where they consider it appropriate.

After close of business on the Friday prior to monthly meetings (held on the 3rd. Monday of each month) each Champion shall issue a “Champions Report” and shall forward the report to all current members by e-mail by the Sunday night of that week-end.

The Report shall be in Standard Club Format. (Note: this is the Excel version designed by Chris Rose, amended and agreed at the April 2005 monthly meeting, available from the CCCIC website) i.e.  www.cccic.co.uk and click on “Information and Resources”
The report will form part of the Minutes of the monthly meeting, and will be open at that time for comment by the membership, in the order set by the Agenda for that meeting.

Should the share price drop to the stop-loss point, the Champion shall advise the Club “Dealers” to sell with immediate effect.  The Champion may also advise a Dealer to sell with minimum reference to the membership at large if he/she has reasonable concern regarding the immediate future stability of the share.   “Minimum reference” in this context shall mean an e-mail explanation of the underlying reason for the decision to sell.

A significant amount of research will go in to the purchase of a stock, and during ownership an understanding of it performance is gained by the champion.  To capitalize on this knowledge, after a sale of a share the ex Champion should continue to monitor its performance and may make a repurchase within 6 months of the sale provided  :-

· Funds are available for such an investment in consultation with the treasurer

· Re-invest up to the value of the initial purchase of that share 

· The price has decisively moved up through the 10 day moving average and/or the 10 day moving average has decisively moved up through the 50 day moving average

· The fundamentals for that share remain strong, and the original justification for purchase still holds true

Champions are recommended to use X-Alerts to monitor prices.  These may be set up on iii.co.uk to automatically send and email when the price rises or falls below a set value.  Ask if you want help to set these up.

Useful Information

Club web site :-  www.cccic.co.uk
Contains dates, presentation information and members contact lists plus other reference and research material.

Refs Online :- http://refsonline.hemscott.com/scripts/RefsLogin.asp
Research tools for finding and analysing new investment opportunities.

User Name :- cccic

Password :- overseas

Proshare Website :- http://www.proshareclubs.co.uk/
Web site for investment clubs with lots of information on setting up, running and managing an investment club.  CCCIC have our own secure page maintained by Mike Janes with up to date portfolio listing for the club.

Mike will provide your own login and password.

Digital Look :- www.digitallook.co.uk
Exhaustive research centre for analysing and looking for new and existing investment opportunities.

Ample :-  www.iii.co.uk
Web site for managing your portfolio or champion stock.

Crown Cycle Circle Investment Club

Current Membership as at 15th september 2005

	
	Name
	Office
	Tel
	Email
	

	
	
	
	
	
	

	1
	Chris Rose
	Chairman
	01767 627228
	csrose@btinternet.com
	

	2
	Alan Rix
	Treasurer
	01767 627355
	alan_rix@hotmail.co.uk
	

	3
	Frank Fattori
	Secretary
	01767 681107
	frf@kbnet.net
	

	4
	Frank Holloway
	Social Secretary
	01767 627739
	frankholloway@thorncoteroad.freeserve.co.uk
	

	5
	Mike Janes
	Vice Chair
	01767 627582
	mikejanes@btinternet.com
	

	6
	Tony Cooke
	
	01767 627075
	tony@designprint.co.uk
	

	7
	Mark Woodman
	
	01767 626320
	markwoodman@practiceworks.co.uk
	

	8
	Paul Akerman
	
	01767 627263
	pakerman@btinternet.com
	

	9
	Chris Friend
	
	01767 627384
	c.friend@mac.com
	

	10
	Ed Olphin
	
	01767 627746
	ed.olphin@jordans-cereals.co.uk
	

	11
	Mike Cowell
	
	01767 627776
	mike@mcowell.flyer.co.uk
	

	12
	Peter Philips
	
	01767 627778
	peter@hexfax.co.uk
	

	13
	Nick Slaymaker
	
	01462 457582
	nick.slaymaker@lineone.net
	

	14
	Chris Hall
	
	01767 627723
	chrisj.hall@btinternet.com
	

	15
	Gill Sharp
	
	 
	gillsharp2000@hotmail.com
	

	16
	Graham Hopton
	
	01767 220938
	hoptons@talk21.com
	

	17
	Nick Evans
	
	01767 627439
	nickinnorthill@btconnect.com
	

	18
	Shane Roberts
	
	 
	shane.roberts@ntlworld.com
	

	
	
	
	
	
	


CONSTITUTION of the Crown Cycling Circle Investment Club
This agreement is made this 31st.day of July in the year of 2000 (superceding in all respects the original agreement dated 29th. March 1999) between the undersigned people as current members for the purpose of joint investment in stocks, shares, bonds, options, securities and investments of a like nature for their mutual benefit and interest.

1.  The first principle of the club shall be that no member shall be deprived of his/her equitable share in the assets of the club.

2.  Members of the club shall make regular contributions in such amounts and on such basis as is from time to time agreed or required by the rules.

3.  Members shall be bound by the rules to be determined by members. Such rules may be varied by majority resolution passed by at least 75% of members at a properly convened general meeting but the rules shall not at any time contravene the principles of this constitution. The constitution cannot be altered without the agreement of  at least 75% of the club’s members at the time the change is deemed to be necessary. 

4.  The club shall deal solely with investments on behalf of its own members and shall neither deal on behalf of nor advise any persons other than its members in relation to investments of any kind. All it’s activities will be confined to the mutual benefit and interest of its members.

5.  Club membership shall be restricted to a maximum of 20 people. New members shall only be admitted after being proposed and seconded by two existing members, and elected by at least a 75% majority of members at a properly constituted quorate meeting of the Club. Any new member shall, at the time of joining, have access to the Internet and hold an “e-mail” address that is in regular use.

6.  No member shall assign, pledge, transfer, mortgage or sell any part of his/her interest in the club to another member or to anyone else except as permitted by the authorised procedure for selling back all or part of his/her interest to the club itself.

7.  No member shall be compensated for services rendered to the club and no member shall bind or obligate the club or any member of the club to any matters outside the affairs of the club, and in respect of the club's affairs they shall only enter into agreements on the authority of a resolution properly passed by members.

8.  The rules shall determine the procedure whereby a member may resign from the club and withdraw his/her “units” but the maximum period to elapse between the date of resignation and the date of full repayment shall not exceed 90 days.

9.  The club shall hold a general meeting once in every calendar year as its annual general meeting provided that every annual general meeting shall not be more than 15 months after the preceding annual general meeting. The club's first annual general meeting shall be within 15 months of its inauguration.

10.  At each annual general meeting, the members shall elect a chairman, honorary treasurer and honorary secretary who will resign at the following annual general meeting but be subject to re-election. Members will also elect the club's auditors. If the auditors are members of the club they shall be at least two in number and shall not be executive officers of the club.

11.  At each annual general meeting, a statement of account shall be given by the treasurer, together with the report of the auditors. The treasurer's report shall include a full record of the club's income and expenditure; a list of the club's assets together with its end-of-year valuation; and a capital account for each member showing his/her total contributions and drawings together with the current value of his/her holding.

12.  Upon the death of any member the value of his/her “units” in the club shall be paid to the executor of the estate in accordance with the club's rules for dealing with a member leaving the club.

13.  The club's investments shall be registered through a nominee company provided by a reputable source such as a bank or stockbroker, OR such investments shall be held in the names of trustees, of whom there shall be at least two, who will sign a Declaration of Trust, and who shall be appointed by a resolution of the majority of the club members.

14.  The club shall hold an account with a bank or building society and all club monies shall be paid into this account except in so far as monies ready for investment or from disposal of investments may be retained by the club's stockbroker pending reinvestment. At least two of the club's officers or other members nominated by the club for this purpose must sign all cheques and the bank/building society shall be instructed accordingly.

15.  If any member should assign, charge or otherwise encumber his/her share in the club as prohibited by clause 6 of this agreement, he/she shall be expelled from the club. If any member shall become bankrupt, insane or otherwise incapable of taking part in the club's business, OR shall act in any manner inconsistent with the good faith observable between members, OR shall be guilty of any conduct which could injure the good name of the club, OR bring about its dissolution or fail to attend at least 25% of properly constituted meetings in any one financial year, it shall be lawful for other members to notify the offending member in writing that members shall consider his/her expulsion from the club. A member being issued with such a warning shall be given an opportunity to offer other members any explanation as he/she considers desirable.

16.  A member shall be expelled if at least 75% of the members present at a properly constituted meeting of the club support a resolution to that effect. Properly given proxies may be taken into account, and the minutes of the meeting shall record details of whose and how each proxy was used. A member who is expelled shall be notified in writing and shall have his/her equitable share of the club assets returned in accordance with the rules of the club.

IN WITNESS whereas the undersigned have set their hands this 4th. day of September,

in the year of 2000.  Current Members:
Paul Akerman
; Brian Allnutt
; John Coupe; Graham Disney; Stuart Goldspink; David Irving; Mike Janes; Nigel Jarvis; David List; Keith MacBrayne.

Revision A: 
31.7.2000

Rules Of The Crown Cycling Circle Investment Club

 
      Rev.E(i)   August 2003

1. THE AFFAIRS OF THE CLUB

The affairs of the club shall be conducted in accordance with the letter and spirit of the constitution laid down by the members. The constitution may only be changed by agreement of not less than 75% of current members of the club.

2. OFFICERS

The affairs of the club shall be managed by three officers; chairperson, honorary secretary and honorary treasurer, who shall be elected by a simple majority of members attending the annual general meeting of the club. These officers shall resign at the following annual general meeting but shall be eligible for re- election. If an officer should leave the club, die or otherwise be unable to continue to carry out his/her duties, a replacement may be elected at a subsequent ordinary meeting of members. Other officers may be elected from time to time to assist the three main officers.

3. MEETINGS

a) In each year there shall be held at least 10 monthly meetings and one annual general meeting, at which all members shall be entitled to be present and to vote on all matters.

b) Dates and venues of meetings may be varied in accordance with a resolution supported by a simple majority of those attending a properly constituted meeting of the club; such resolutions and all others must be carried at a meeting where there is a quorum comprising of more than half of the current membership. Properly given proxies shall count towards a quorum required for a specific resolution. The minutes of the meeting shall record details of whose and how each proxy was used. 

c) Any member assigning a proxy (the assignor) shall advise the assignee by e-mail prior to the meeting in question and at the same time shall copy the authority to all other members. The proxy will relate only to the meeting in question.

d) All members shall be given at least 5 days notice of dates and venues of meetings.

e) A special general meeting may be convened by not less than three members for the purposes of resolving special items of club business subject to a written request being submitted to the secretary who will without undue delay then give at least 21 days notice to all members. Save that a written request shall not be required where three members request the convening of a special general meeting during a monthly meeting.

4. MEMBERSHIP

a) In accordance with the Constitution the membership of the club shall not exceed 20 persons at any time.
b) Before presenting themselves for election Prospective members must confirm that they have a personal e-mail address to which Agendas, Minutes, Champions Reports and other Club communications can be sent. That e-mail address shall be advised to existing members at the time of election to the Club. Except in unforeseen circumstances no hard copies of the said notices will be distributed. (Rev.c)

5. ELECTION OF NEW MEMBERS

a) A prospective member must be proposed and seconded by two existing

members either at a monthly meeting of the club, or by e-mail to all members.

Subject to acceptance by a majority of members, the name of the prospective member will be included in the minutes (if proposed at the monthly meeting), which will be circulated to all members prior to the next monthly meeting.

In the case of an e-mail proposal, the prospective member’s application and ballot will be dealt with by e-mail to all members. The result of the ballot shall be ratified in accordance with Rule 5.b and included in the minutes of the next monthly meeting. 

b) The election of a new member will be considered at the monthly meeting following their proposal unless already elected by e-mail ballot. In either case election to the Club shall require a vote in favour by at least 75% of Club members. Properly given proxies and votes e-mailed prior to the monthly meeting shall be taken into account. The minutes of the meeting shall record details of whose and how each proxy was used. Members voting by e-mail shall send their votes to the Honorary Secretary, copied to all other club members. 

c) The club reserves the right to refuse admission to any person without giving a reason.

d) On admission to the club, a new member shall pay the entry fee and the first month's subscription. The entry fee is non-refundable and will be paid into the Club’s general administration fund.  

For the avoidance of doubt, membership shall commence on payment of the entry fee and the first month’s subscription in accordance with Rule 8 below.

e) New members shall make arrangements for their monthly subscriptions to be paid by standing order directly into the Club’s bank account by no later than the 28th day of each month.

6. WITHDRAWAL OF MEMBERSHIP

a) Withdrawal of membership of the Club shall be covered by clauses 15 and 16 of the constitution.

b) If a member should die or cease to be a member for any reason, the club shall pay to the member or to persons entitled by law an amount equal to the former member's share in the assets of the club as defined in Rule 11.

7. JOINING FEE

a)  All members will pay non-refundable joining fee of £100.00. This will be paid into the Club’s general administration fund. (Rev. E)

b) This fee may be varied at the club's annual general meeting or at a special general meeting.

8. SUBSCRIPTIONS

a) A subscription of £30 per calendar month shall be paid into the club's bank/building society account by all members on or before the 28th day of the preceding month by means of a standing order from a bank, building society or similar source.

b) On the 3rd day of each month, £25 of each member’s subscription will purchase for that member an appropriate number of units according to the unit value declared at the monthly meeting. The amount over £25 is non-refundable and will be used for purposes as determined from time to time by members. The £25 used to purchase units will be transferred to the club's broker account (Barclays Stockbrokers (Rev. E(i)) on or around the 3rd day of the month, where it will be held pending investment.

c) In the absence of a monthly meeting the ‘unit’ price shall be fixed on the Friday before the third day of the month during which the meeting will not be held.

d) The treasurer shall notify members at their monthly meeting if any member is in arrears.

e) The monthly subscription and the level of the club brokerage may be varied at the club's annual general meeting or at a special general meeting.

9. CAPITAL ACCOUNT

a) The club's assets shall be valued monthly by the treasurer and a report shall be presented at the next meeting. The value of investments shall be based on "middle" closing prices for the Friday immediately preceding the monthly meeting as recorded in the Financial Times or other reliable source of stock market information. 

b) The treasurer's monthly report shall include: the current value of each of the club's investments together with a total value of such investments, a statement of unpaid accounts and cash in hand on the aforesaid day; an itemised account of the total value of the club's assets, and the current unit value. The unit value shall be determined by dividing the total value of investments and the monies available for investment  by the total number of units issued to members.

c) Payment to members who have left the Club shall be made as soon as possible and in any case within 90 days of the resignation becoming effective.

10. MEMBER'S ACCOUNTS

An account shall be kept for each member of the club showing: the total investment in units made by each member (see 8b); the total of withdrawals made by each member who has sold back units to the club; the total number of units currently held by the member and the current value of his/her holding. 

11. MEMBERS LEAVING THE CLUB

a) Resignations from membership must be submitted in writing to the chairperson, treasurer or secretary not less than seven days before the monthly meeting at which the resignation is to take effect.

b) Members leaving the club, whether by resignation or as the result of termination of membership under Rule 6, shall sell back to the club their entire holding of units.

c) The amount to be paid to a member leaving the club shall be calculated by multiplying the total number of units held by the member by the unit value declared by the treasurer at the club meeting at which the resignation became effective, subject to deduction of club brokerage and any legal fees incurred by the club in connection with the withdrawal of the member.

d) Payment to a member who has left the club shall be made as soon as possible and in any case within 90 days of the resignation becoming effective.

12. ADDITIONAL UNITS

No member may be allowed to purchase additional units.

13. RUNNING COSTS

No member of the club shall be compensated for providing services to the club. Expenses incurred in managing the club shall be recorded in the club's cash account, which shall be funded from the club's subscription and other income. The treasurer shall maintain a full and accurate record of all expenditure to submit to the auditors annually.

14. BANKING

a) The club's bankers/building society shall be determined annually at the annual general meeting but may be changed by agreement of a majority of members at a special general meeting called in accordance with Rule 3e.

b) All cheques drawn on the club's account(s) shall require any two of three authorised signatures. Wherever possible one of the signatories of cheques should be the chairperson. 

c) In the event of one authorised signatory being unavailable for an extended period, the officers of the club may authorise a further signatory for the period involved. All income shall be paid direct in to the club's bank/building society account(s) except where members have approved an arrangement whereby their stockbroker retains funds from the sale of one or more investments pending the purchase of other investments.

d) The club's bank/building society shall be instructed not to grant any overdraft facilities to the club.

15. BROKERS

The club's brokers shall be instructed that:

a) only one of two named officers are authorised to buy or sell investments on behalf of the club.

b) no member is authorised to commit the club beyond the cash held by the broker.

c) all cheques due to the club's account are to be made out to the club's name on non-transferable cheques.

16. COMMITMENTS

No club member shall make any commitment on behalf of the club or commit club funds without written authorisation to do so.

17. TRUSTEES

Should it become necessary, Trustees shall be appointed in accordance with the Constitution.

18. AMENDMENTS OF RULES

The rules or constitution of the Club may be amended or rescinded only at an annual or special general meeting of the Club, subject to agreement by at least 75% of members. Properly given proxies may be taken into account and the minutes of the meeting shall record details of whose and how each proxy was used. 

19. MINUTES

The Secretary shall be responsible for retaining minutes of Club meetings which, when confirmed as accurate records, shall be signed to this effect by the Chairman or, in his/her absence, by the Secretary. These minutes shall be available for inspection by any member of the Club at any reasonable time.

20. DISPUTES

a) Any disputes as to the interpretation of these rules shall be decided by the chairperson unless notice is properly served requesting that the matter should be resolved by a special general meeting of club members.

b) Any disputes relating to the valuation of a member's share in the assets of the club or his/her entitlement to that share shall be decided by a chartered accountant (to be appointed by the chairperson of the club) of at least seven years' standing whose certificate of decision shall be final. Fees incurred in obtaining this decision shall be paid by the party to the dispute against whom the decision is made, or in the case of this not being clear the fees shall be shared equally between the club and the member or ex-member concerned.

21. WINDING UP

a) If a resolution to the effect that the Club should be wound up is passed by at least 75% of the members at a special general meeting of the club - the club shall be wound up and all assets divided among members (after payment of club expenses) in proportion to the number of units held by each member. 

b) The Club’s secretary and treasurer shall advise respective interested parties of the winding up as soon as practicable.

22. TAX  LIABILITY

Membership of the club implies acceptance of proportional tax liability on trading profits made by the club in any tax year.

Revision E. August 2003

Rule 7(a) Entry fee amended

Crown Cycling Circle Investment Club

Investment Club Investment strategy

The CCCIC has over its lifetime spent a lot of time researching different investment strategies as summarised below.  

Some General Points Regarding Equity Investment

Below I detail some principles relating to investment that I have extracted from reading various articles and books. These are common themes that have been represented by several independent authors, and thus hopefully have some general validity. This is not intended to be exhaustive or definitive, but a useful guide to some general principles.

· Understand the underlying business: for most if not all investment approaches, it is imperative that investors properly understand the businesses in which they are investing.

Ignore share price: focus on the underlying business.

· A portfolio of shares is required to minimise risk. However, a portfolio should not be over-diversified since analysis has shown that holding in excess of 15 stocks does little to further decrease risk (but increases work/ cost). An average portfolio should ideally comprise around 10 stocks.

· Don't deal frequently: this simply recognises the negative impact of dealing costs on the value of a portfolio

· Director's purchases are not a reliable guide to buying and selling of shares. Directors are generally better at deciding when to sell than buy. A major flaw of this approach is that the motives for a purchase or sale are not known e.g. the director might have sold shares to buy a yacht.

· Do your own research. Ignore the media since it is generally interested in the short-term view and tends to be fuelled by rumour and speculation.

So Which Investment Approach?

There is a range of recognised and proven investment approaches that differ widely in their method and complexity. I have read a book written by Richard Koch (Selecting Shares That Perform) that discusses 10 approaches the author considers to be well proven (most investment books are dedicated to a single approach in isolation). He presents the history and logic behind each approach.  Interestingly, he also defines 3 basic personality types and suggests the suitability of each approach to these. Koch recommends choosing a single approach and sticking to it. The key features of some of these are summarised below:

Backing Winners

Mechanical approach

Selects a portfolio of (usually) blue chip shares with a strong track record

Strict rules governing buying and selling based on fixed % rises and falls

Requires daily share price monitoring 

Specialist

Aims to exploit expertise and detailed knowledge of a given area

Need to be a genuine specialist to succeed - fund managers and/or analysts often have a high degree of specialist knowledge

Good Businesses

Aims to identify and hold shares in the very highest quality companies

Requires some financial analysis plus direct investigation (typically company visits) of the company's culture and management

There are few truly good companies, and it can be difficult to build a portfolio

Value Investing

Highly analytical approach

Seeks to identify companies that are undervalued by the market i.e. which represent value

Exploits the inefficiency of the stock market in valuing shares 

Earnings acceleration

Again exploits market inefficiency, this time in pricing high growth companies in the early phases of growth

More geared towards smaller companies

Analytical method

The above are intended to give a flavour of the possible approaches and styles to serve as a basis for discussion within the CCCIC. There are other approaches besides those listed, but those listed do cover the major themes. Value investing and Earnings acceleration are listed as analytical methods since they are heavily reliant upon financial analysis to select shares (at least to shortlist). This does not mean that the other approaches are devoid of number crunching, but that they require less. All approaches except the completely mechanical Backing the Winners involve a mix of qualitative and quantitative analysis.   

I hope that this information will contribute to an informed discussion in which all members will participate.

Graham Disney






    24th June, 1999

(Then Treasurer)

Crown Cycling Circle Investment Club

The following three papers were written by the founding members of the club and have  lead us to the current, 'growth or value share' investment strategy. Included are some notes on 'value' shares and a membership information form.

It is by no means as comprehensive as it could be and is not intended to be.  Its purpose is to give you an understanding of how the club and our investment strategy has evolved.

That is not to say that because we have a strategy for investment that is that - we are flexible and open minded and realise that there are probably better ways of doing things - we just have not discovered them yet!

Share Selection Reviewed

At the CCCIC meeting on July 5th, 1999, I presented an overview of five potential share selection approaches described in Richard Koch's book "Selecting Shares That Perform". Koch details a total of ten methods: the five discussed were chosen to represent the major themes and styles. Certain approaches were omitted, as they are not suitable for CCCIC at present e.g. emerging markets. At the request of the meeting, this document presents an expanded review of these five approaches, and some general recommendations drawn from these initial discussions.

The Five Ways

N.B. Koch recommends that a single approach be followed since attempting to combine features of several can introduce complexity and a lack of focus. That is not to say that the approaches are exclusive; on the contrary, certain general practices can be applied to several approaches e.g. specialist knowledge. The five ways are described below.

Backing Winners

Relatively simple

Mechanical approach

Selects a portfolio of (usually) blue chip shares with a strong track record

Strict rules governing buying and selling based on fixed % rises and falls

Requires daily share price monitoring

This approach recognises that over the medium to long term, certain companies routinely outperform their sector or index, while others underperform i.e. good companies generally stay good and vice versa. It is speculated that whilst some bad companies make good, the inherent inertia and cultural rigidity of large organisations (on which the approach concentrates) makes it very difficult to turn them around. 

The method aims to select an initial portfolio of investments with a good long term performance record - thus it concentrates on the larger companies of the FTSE100 (or even FT 30) - and to hold on to those shares that continue to perform well, and to sell the worst shares early, and with minimal loss. This is achieved by a process of daily share price monitoring, buying and selling according to strict rules e.g. sell any share that has declined by 10% from its peak value. Little or no appreciation of the underlying business is required. If strictly followed, this approach is likely to outperform the index, but to a lesser extent than the methods which follow.

Specialist

Aims to exploit expertise and detailed knowledge of a given area

Need to be a genuine specialist to succeed - fund managers and/or analysts often have a high degree of specialist knowledge

Quite simply, this approach aims to exploit highly specialised knowledge of a small part of the overall market. This could be a particular sector or industry, or perhaps recovery stocks. Genuinely specialist knowledge can be exploited to outperform the market, but only if better than that of fund managers and analysts concentrating on the same area of specialisation. Koch stresses the importance of an objective self assessment to determine the true extent of perceived specialist knowledge, and states "arrogance could severely damage your wealth". 

Good Businesses

Aims to identify and hold shares in the very highest quality companies

Requires some financial analysis plus direct investigation (typically company visits) of the company's culture and management

There are few truly good companies, and it can be difficult to build a portfolio

Examples given are Shell and Cadbury Schweppes, which at the time of publication had returned annualised average share price growth rates of 21% and 19% respectively (over nearly 20 years).

Good businesses are not restricted to the larger blue chip companies, but can be small and young. The four defining features of a good business are defined as:

1. Financial: ability to generate high levels of cash, and a high return on capital. 

2. A clear, defensible competitive advantage. This is often associated with monopoly power, such as being the major (or only) company providing a service or product, or having a strong brand identity. Good businesses tend to be market leaders in the markets from which they derive most of their profits. In addition to a strong brand or product identity, other features which contribute to competitive advantage are brand or product protection (e.g. patents), a proprietary technology or process involved in production, control of the channels of distribution, a reputation for customer service or support etc. These represent "barriers to entry" and are valuable defensive qualities.

3. A sharp and winning culture. Do the employees show commitment to the company and enthusiasm for their jobs? Do they move around with purpose? In Koch's opinion, perhaps the key attribute of a good business.

4. Alert management. Are they clear about the company's strengths, and also aware of its shortcomings? Do they recognise their competitors and the threats they pose to their business, and have a strategy to maintain their competitive edge?

A degree of financial competence is required for this approach. Assessment of (3) and (4) requires direct contact with the company's management and employees.

Market Inefficiency 

The last two approaches exploit different aspects of stock market inefficiency. The Efficient Markets Theory holds that in today's world in which information is freely distributed, the price of a share will reflect all the information which is known about the underlying company at a point in time. Thus it is claimed that there are no inefficiencies in pricing of shares, and that no individual or group can be at an advantage due to the information they hold. There are many people who consider this theory to be wrong. The following methods aim to exploit aspects of this inefficiency.

Value Investing

Highly analytical approach

Seeks to identify companies that are undervalued by the market i.e. which represent value

Exploits the inefficiency of the stock market in valuing shares 

Adopts the strategy of buy low and sell high. Value investing aims to calculate the true value of companies better than the market. Through doing this, opportunities to buy shares at below their true value can be identified. In time, it is hoped that the same shares can be sold at or above there true value.

Value investors believe that:

The true value of a company can be calculated by reference to its financial characteristics.

Share prices are driven by supply and demand, which in turn is driven by fashion, news, rumour etc.

The market value of a company (and hence its share price) is frequently above or below its "true" calculated value.

The market will correct these anomalies, and in doing so frequently over corrects, before reversing again.

Share selection in value investing involves application of a series of rigorously defined financial filters. These aim to identify shares, which satisfy at least one value and one safety criteria. For example, one criteria of value is that the shares P/E ratio (see Earnings acceleration below for a description of P/E ratios) should be less than 40% of the highest P/E it recorded in the previous five years. An example of a safety criteria is that current assets should be at least double current liabilities. Application of these rules can be used to filter out a small number of candidate companies from which to select a share to buy (perhaps by considering how each candidate fulfils some of the good business criteria). Shares are re-evaluated periodically using the same criteria, and when they are deemed to represent fair value or are overpriced, they are sold.

Earnings acceleration

Again exploits market inefficiency, this time in pricing high growth companies in the early phases of growth

More geared towards high growth, smaller companies

Analytical method

I will attempt to describe the theoretical basis of this method. The stock market values companies by taking their earnings and multiplying them by a factor, the price-earnings ratio or P/E. The P/E is set by analysts and reflects their outlook for the future growth prospects of a company's earnings: defining the P/E is an art and not a science! Broadly speaking, a low P/E of 5 or less reflects the expectation that a company's profits will significantly decline, a P/E of 10-12 that they will move in line with inflation, 15-20 that they will increase well ahead of inflation and so on. The P/E can change dramatically if the expectations for future earnings growth change, and this in turn can have dramatic effects on the share price. 

Example: CCCIC had earnings of £10m in 1998, and is expected to produce similar earnings in 1999. It was assigned a P/E of 10, and thus is valued at £100m. However, the new investment strategy of CCCIC has lead to earnings of £15m, and prospects for further growth. So earnings are up by 50%, but what about the share price? Analysts increase the P/E to 20 to reflect growth prospects. The new value of CCCIC is 

earnings (£15m) x P/E (20) = £300m

Assuming the number of CCCIC shares is the same, a 50% increase in profits has increased the share price 3-fold. 

This approach aims to buy shares in companies whose earnings are accelerating, but before the P/E adjusts. For a variety of identifiable reasons which I will not discuss here, P/E values may not adjust for several months or even a year: it is this inefficiency that this approach aims to exploit.  

Shares are selected initially if they satisfy various growth criteria e.g. the annual rate of growth must be at least 30%, and growing by at least 50% per annum. Candidate shares are then investigated more fully. In particular, the prospect for future earnings growth has to be verified: there should be clearly identified reasons for past growth, and strong evidence that it will be sustained. As with Value investing, this involves elements of Good business etc.

Conclusions from July 5th

Discussion of the above approaches lead to the following conclusions by the meeting:

1. Value investing or Earnings acceleration appear to offer efficient mechanisms for filtering out candidate shares from the general market, and should be actively considered for adoption by CCCIC.

2. Candidate shares identified by either of these approaches could be subjected to a qualitative evaluation by the group, exploiting the range of experience and personalities that comprise the CCCIC.

Graham Disney (Then Treasurer)
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Value Investor Superstars: The Names You'll Hear About
Apart from Benjamin Graham, who died in 1976, there is a small "superstar' group of American value investors whose names you often see in the press.

Sir John Templeton - a devout former Rhodes scholar who ran his multi​billion dollar unit trust business from Lyford Cay in the Bahamas, Templeton modified Graham's basic rules to place the emphasis on:

•
The highest possible growth rate for the lowest possible P/E.

•
Rising pre-tax profit margins.

•
A low level of competition.

• 
A high liquidation value - what you would get were the company to be wound up.

Templeton invested 'long-term'.  Typically he expected to hold shares for four years or more.  He especially liked to discover companies no one else had even heard of -- or to buy what everyone else was throwing away.

His greatest successes came when his funds were quite small.  Today they boast billions in assets but their rather disappointing performance in recent years suggests his approach may suit small funds rather than larger ones.

Warren Buffett is a billionaire investing genius who normally leads a frugal life in Omaha, Nebraska.  His company, Berkshire Hathaway, piled up a sensational growth record in past decades - and more recently through a series of spectacular take-overs.  Advertising for businesses to buy in the Wall Street Journal in 1986, Buffett said he looked for:

* 
'Demonstrated consistent earning power (future projections are of little interest to us, nor are "turn-around" situations).

*
 'Businesses earning good returns on equity while employing little or no debt."

*

'Management in place (we can't supply it).'

* 
'Simple businesses (if there's lots of technology we won't understand it)

John B. Neff, manager of the Windsor Fund of Valley Forge, Pennsylvania, sees himself as a discount shopper - one of his maxims is ,if you don't pay much you, can't lose much,.  He takes the current yield plus the earnings growth rate and divides it by the current P/E ratio.  If the answer is two or more he buys.  Like Buffett, he likes to find unknown companies - "Buy 'em while they're cold', he says.

T. Rowe Price - after Graham the best known value investor.  Like Graham and the others, Price emphasised growth and low P/Es but also "qualitative' as well as quantitative values.  He looked for industries in the early levels of the "stages of growth" and then tried to find the most promising company in the group.  Price scrutinised the level of competition faced by a firm, the quality of its research, the degree of government regulation and labour costs.  He liked "unique franchises" ​companies that have a monopoly on products or services that it is impossible for anyone else to muscle in on, like Disneyland in the US or the Financial Times newspaper.  Both these have such an overwhelming market share and reputation that competitors can't touch them.

Crown Cycle Circle Investment Club

PROSPECTIVE NEW MEMBER FORM

Proposer :



Seconder :

New Member Details

Name:



Address:



Telephone:


Email:


Occupation:


Any investment knowledge or experience:

Interests:

Comments and reasons for wishing to join:

Signed ……………………………………………..        Date  ………………………

And Finally . . . . 
Reading this document you have had a chance to 'catch up' with some of the early thinking in the club's life.  It should have helped you to decide whether we are the sort of people with whom you wish to be involved.  It will also have shown that a lot of work has gone into creating the club.

If you are prepared to accept some responsibility and do some work, and are interested in what you have read and still wish to join, great.  Complete the form on the previous page and return it to the person who gave you this booklet.  They will take the next step.

If not, please return this document to the person who gave it to you, and enjoy your life.

Chris Rose






          15th September 2005

Chairman
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