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INTRODUCTION

     A portfolio of ten stocks was followed for 29 days.  Five stocks were selected directly from the Value Line listing.  The other five were selected at random.  The ten stocks followed were: Aetna (AET); Advanced Tissue Science (ATIS); BioMet (BMET); General Electric (GE); General Motors (GE); Southwest Airlines (LUV); McDonalds Corporation (MCD); Merck & Co. (MRK); Pfizer (PFE); and Wal-Mart (WMT).

     We hypothetically “purchased” $100,000.00 worth of shares for each stock, resulting in a portfolio value of $1,000,000.00.  The initial weight of each stock within the portfolio was 0.1.  Actual number of shares for each is listed in Table 1.  Daily closing values were collected for each of the stocks, and their contribution toward the total portfolio value was calculated daily.  Daily closing values were also collected for four market indices: Dow Jones; Standard & Poors 500; NASDAQ; and Russell 2000.  The monitored period started on 19 JAN 01 and ended 27 FEB 01, resulting in 29 monitored days.

     See Table 1 for initial calculations.  Daily dollar returns, daily average return, and change in stock weights within the portfolio were calculated on a daily basis for each stock and for the portfolio.  Variance and standard deviations were calculated for individual stocks, the four indices, and for the portfolio.

SINGLE STOCK/INDEX ANALYSIS - Part I

     Item 3a-e.  The standard deviations of returns were evaluated for relationships between the observed average returns and the amount of risk of the individual stocks.  Overall standard deviation of the portfolio was lower than all of the individual standard deviations. This supports the MPT of diversification. The standard deviation of a portfolio decreases as more assets are added. There will always be some inherent portfolio risk but a more diversified portfolio will generally result in a lower standard deviation in comparison to holding individual stocks.  In general, stocks with the highest positive returns (gains) should have the highest risk.  Similarly, those stocks with the greatest negative returns (losses) should also have the highest risk.  The stocks with the smallest gains and smallest losses generally should have the least amount of risk.  These relationships were not consistent within this analysis.  For example, MCD had the highest negative return (-.3752%) and a risk of 2.29%, whereas ATIS had a return of -.1572% but a significantly higher risk (7.19%).  Additionally, BMET had the highest positive return (.6089) and was the riskiest stock (3.32%) having a positive return.  Compare this to the next highest positive return (for PFE: .3572%) but a risk factor of only 1.64%.  The next two lower returns each had risks of greater than 2%.  We attribute these findings to two factors: a short monitoring period of 29 days; and only ten stocks held in the portfolio.  We believe the expected relationships would have been more evident if the monitoring period were longer, and if more stocks were held within the portfolio.

PORTFOLIO ANALYSIS

     Item 4a.  Our portfolio’s overall return was consistent with Modern Portfolio Theory (MPT).  Table one shows that the weighted average of the component returns was equal to the actual portfolio return.  The actual portfolio standard deviation was also the same as the predicted portfolio standard deviation.

     Item 4b.  The portfolio standard deviation of returns was 1.68%.  The weighted average of the standard deviations of returns for each component was 3.26%.  The difference between these two calculations shows that the portfolio was 1.58 percentage points less than the weighted average method.  This means that the portfolio eliminated 48.52% of diversifiable risk if these stocks were held individually.

SINGLE STOCK/INDEX ANALYSIS Part II - Beta’s

     Item 5a-c.  We calculated the beta for each stock and for the portfolio.  Stock betas were based on the S&P 500, the NASDAQ, and the Russell 2000.  We also obtained the published betas for each stock   The public Betas collected were from Yahoo. Yahoo calculates its Betas by comparing the company for 5 years against the S&P 500 relative to the monthly price change. The betas for the individual stocks were not equal to that of Yahoo because of time frame but were in the same direction. .

     There is wide variation in the calculated betas compared to the published betas.  This resulted from a number of factors.  One factor stems from what index the publisher uses, which affects beta calculations.  Betas are based on the volume of shares within an index, the total value of shares, and the weighted values of firms within the index.

     In all but one case in our portfolio, the calculated betas were significantly lower than the published beta’s.  Most of the betas were less than 1.0, indicating a low degree of sensitivity to changes in the index.  The exception was with ATIS, which had a higher calculated beta based on the S&P 500 (1.9243), and based on the NASDAQ (1.24).   Compare these results to a published beta of 1.23.  These results indicate higher sensitivity to the S&P and about the same volatility to the NASDAQ.  Note that ATIS also had the highest stand-alone risk within our portfolio (SD = 7.18).

INFORMAL EVENT ANALYSIS

Item 6a. Abnormal Returns.

 Advanced Tissue Science: On 22 Jan. the market capitalization rose $80.2 million  (19.59%).  A thorough search of the Internet failed to reveal specific information regarding this sharp increase.  However, all biotechnology stocks climbed higher on the heels of the sharp increase of Amgen, whose patent-suit triumph over Transkaryotic Therapies sent its stock surging.
Item 6b.  Response to Major Events:

Advanced Tissue Science:: Story: Advanced Tissue Announces Year End Financial Results.. On 9 February, Advanced Tissue announced year end: The Company reported a loss of 5 cents per share or $3.3 million for the fourth quarter of 2000, compared to a loss of 15 cents a share or $8.2 million for the same quarter in 1999.  For the year 2000, the Company lost 41 cents a share or $24.6 million, compared to a loss of 45 cents or $21.9 million in 1999.  Five days prior: the stock was trading at the relatively same price per share with only a three-cent/share price up to the earnings announcement.  Five days following announcement: the stock had gained 44 cents per share up to 9% but fell back to the same price as of the announcement.  The stock increased during the five days after the announcement, not so much as because of the announcement but the overall increases in the biotechnology sector.

Biomet: Story: Medtronic Announces FDA Approval of New GEM(R) III AT Defibrillator With Atrial Therapies.  The five days prior and up to the largest drop of the period the stock dropped $1.50 per share (-4%).  The stock fell $1.68 (-11.46%) within two days.  The five days afterwards saw the stock increase $1.81/share (5%) on the anticipation of 3rd quarter forecasts being on the upper end.  During that same time period (10 days), the market (S&P 500) gained 2.2% and the portfolio remained relatively constant.  Although no direct news was found on what caused the stock to fall rather quickly, Medtronic, Inc. announced receipt of FDA approval for the Medtronic GEM(R) III AT implantable cardioverter defibrillator (ICD).  The GEM III AT ICD system offers the first total arrhythmia management system with comprehensive therapies and diagnostic tools for physicians treating patients who have life-threatening ventricular tachyarrhythmias with or without atrial tachyarrhythmias (commonly called atrial fibrillation).

Wal-Mart:  Story: Wal-Mart Tops Dow.  Wal-Mart Stores Inc edged competitor Target Corp. out of the No. 1 position in volume movers.  The world's largest retailer and a Dow Jones Industrials' component gained $3.05, or better than 6 percent, to $53.45.  Target added $2.20, or 6.5 percent, to $36.15.  Wall Street was awaiting congressional testimony from Federal Reserve Chairman Alan Greenspan on the next day that would have signaled how much he was willing to ratchet down interest rates to perk up the flagging economy. The market widely expects the Fed to cut interest rates again at its next policy-setting meeting in March after two jumbo rate cuts in January.  The previous five days up to the largest move in the Dow yielded a loss of .72%, with the portfolio affected by the same loss.  Over the next five days, Wal-Mart increased by .45% but the portfolio continued to decline by 1.94%.  AETNA, Advanced Tissue and Merck’s losses contributed heavily to the loss in the portfolio.
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