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Disclaimer

The information in this presentation is for educational purposes only and is not intended to be
a recommendation to purchase or sell any of the stocks, mutual funds, or other securities that
may be referenced. The securities of companies referenced or featured in the seminar
materials are for illustrative purposes only and are not to be considered endorsed or
recommended for purchase or sale by Betterinvesting™ / National Association of Investors™.
The views expressed are those of the instructors, commentators, guests and participants, as
the case may be, and do not necessarily represent those of Betterlnvesting. Investors should
conduct their own review and analysis of any company of interest before making an investment
decision.

Securities discussed may be held by the instructors in their own personal portfolios or in those
of their clients. Betterlnvesting presenters and volunteers are held to a strict code of conduct
that precludes benefitting financially from educational presentations or public activities via any
Betterlnvesting programs, events and/or educational sessions in which they participate. Any
violation is strictly prohibited and should be reported to the CEO of Betterinvesting or the
Director of Chapter Relations.

This presentation may contain images of websites and products or services not endorsed by
Betterlnvesting. The presenter is not endorsing or promoting the use of these websites,
products or services.

We may be recording this session for our future use.

National Association of Investors™, Betterlnvesting™ and the Betterlinvesting™ Icon are trademarks/registered trademarks.
All rights reserved. © 2022 Betterlnvesting™.
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Content

«What is trimming?

«If it is time to sell -what to do?
«Some reasons why selling is tough.
*Why trim versus sell?

«Economic moats - What are they?
«Guidelines to trim a holding.
«Holding a stock forever?
Summary
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The Concept of Trimming

 Definition - Trimming is where you sell a portion of
your holding and let the rest of the holding run.

«Many investors spend a lot of time trying to figure
out their losers and less time on their winners.

*You can automate this process for winners.

«Assume we are looking to trim high quality stocks as
identified on the SSG.
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How Do You Manage A Winning Stock Like This?

* If our goal is to try and find these kinds of
stock charts. In this case Nike.

e |f you trim each time, you lost money vs
selling at today’s higher prices. Thisis a
risk that | have been willing to make.

* With trimming, the majority of your E—)
holding is still growing. It should
continue to have a solid SSG.

* Thus, trimming is a way to control large

winning stocks. —
—

1982 1954 1986 1983 1990 1992 1994 1995 1988 2000 2002 2004 2006 2005 2000 2012 2014 2016 2018 2020

160,00

140000

120000

100,00

80.00

&0.00

40.00

20.00

o.00

- |+

Securities are for educational purposes only
Source: Charles Schwab, 8-9-2021.

SF Bay Area Chapter Education Day - February 3, 2024 5




However - We Might Have This Stock - BB

2000 2002

Source: Charles Schwab, 8-9-2021.
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Trimming could help with a
stock like this, but if you sold
— it all at certain times, you did
great.

If you did nothing, you made
NO Money over many years.

Obviously, we would like to
avoid this kind of stock over
the complete time, but it is
hard to know the future.
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What About This Kind of A Stock - AMGN

* This is a challenge - over 10 years of

no stock appreciation. —
* Do you have the patience?
* Trimming might help you wait for the

stock to start going up again.

)/

-— _— + 0.00

1884 1986 1988 1990 1992 1984 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2015 ik

Source: Charles Schwab, 8-9-2021. L .
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It Is Time To Reduce A Holding - Three Options

« Trimming a position - Winning Stocks
«Selling out of a position - Winners and Losers.
« Tax loss harvesting - Losing Stocks

« We will address these first two in this class.

« The third item - tax loss harvesting has a goal to
generate some tax benefits from a position where you
are at a loss - with the goal of retaining a position over
time.

- Tax losses can be seen as a good thing in portfolio
management.
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Selling Your Whole Holding Is Tough

As you just saw with the charts, it isn’t always easy to
figure out the future. Selling issues include:

*People don't like to admit they made a mistake.
«Fear of Loss AND Fear of Regret.

«Want to get out and get “even” if they are at a loss.
*There is no precise mathematical formula.

- If you sell now, you miss out on the future.

«You lost money.

Many psychological issues with selling.
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Core Decision Tree On If You Should Sell or Trim

«The long term outlook for the company is unfavorable

« Deteriorating corporate financial condition
« Time and original thesis didn’t work

« Temporary declining profit margins

Probably sell

* Bloated current asset balance sheet - Inventories

« Adverse management change
Increasing competition impacting profits
« Dependence on a single product

- High valuation of a quality stock

Trim or sell

Trim

« Position size has become too large - this is a risk too
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You Found This Stock - AMZN

If you sold everything at any of these
points, you missed a lot of future
gains - yet you made good money.
This is risk of selling it all!
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The big risk, in my opinion, to an
investor is missing out on this kind
of a great long term stock.
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Source: Charles Schwab, 8-9-2021.
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You Have A Big Winner and A Big Position Size

«Having a stock winner with a large position size can
help your investment performance.

«However, big position sizes are a risk too.

Large single stock positions can impact your returns
If that stock falls significantly or goes to zero.
- Examples - GE, JC Penney, Lehman and WorldCom.

« Trimming helps control the size of big winning
positions and raise some cash for diversification.

«If you sell it all, you have to try and find another
successful replacement.
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Summary of These Charts

* |t is easier 1o see a good stock looking backwards.
e |t is easier when given the name of the stock.
* We are assuming we are looking at high quality stocks.

e |t is a lot harder to say, “What do you do now?
* Consider your SSG for guidance at each decision point.

* The Amgen chart is a great example....

e et’s try a couple more!
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Every Day an Investor Has Four Options

Sell your shares
Buy more shares
Nothing

Trim

> w b

Source: Charles Schwab, 8-9-2021.
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What Do We Do Now?

Check out your SSG! “

WA v

Source: Charles Schwab, 8-9-2021. Securities are for educational purposes only
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What Do We Do Now?

Check out your SSG! M
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Source: Charles Schwab, §9-2021. Securities are for educational purposes only
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My History with Trimming vs Selling

160.00

« Here is a list of stocks from my personal
clubs that have grown very well over
time. These companies are: NKE, ATVI, .
BDX, MCD, COST, GOOG, AAPL, ISRG,
SBUX, DOCU.

« Many of these have been trimmed
several times, despite having strong
economic moats.

« Some updated self evaluation
comments later.

10000

| want to own this
kind of a chart. "

60.00
000
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So Why Trim Versus Sell?

It is my desire to own my stocks forever - as long as they
are executing. Thus, | lean toward trimming vs selling.

* It seems, winners continue to win if they have a good
economic moat.

« Thus, my biggest factor is whether the stock has a wide
economic moat - No moat, | look to sell.

Why? Not many long term winners vs the market. Not
many wide moat stocks.

*The goal is to control the position size. Risk reduction.

B SF Bay Area Chapter Education Day - February 3, 2024 1@»




In the Long Term

«As an investor, I’'m doing research to find information

that confirms or denies my beliefs about a company’s
moat or business model.

«If it continues to execute, keep owning it!

«There are not many successful companies that last
over several decades. Thus, you might have to sell.

«Economic Moats = Business Models = SSG

n SF Bay Area Chapter Education Day - February 3, 2024 19




Economic Moat Thought Process

Wide Economic Moat Narrow Economic Moat No Economic Moat

ROIC
ROIC
ROIC

Time Horizon Time Horizon Time Horizon

Source: Pat Dorsey, Morningstar.
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Moat Performance - Wide Moats Win

Market Performance by Moat Rating and Moat Source  m Top Performer m Bottom Performer @

Morningstar Coverage Universe 1503 137 132 73 il_

Moat Rsting

Wide-Moat Companies 209 15.7 15.6 106 110
Narrow-Moat Companies 643 155 16.0 8.6 9.0
No-Moat Companies 651 105 96 3.3 29

Source: Morningstar Magazine, August / September 2017.

Securities are for educational purposes only
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Moat Analysis

«The potential of wide moat stocks are intriguing.

«Wide moat stocks should have higher margins over a
longer timeframe.

«Why? Sustainable competitive advantage.

O wide 125 135 i ik 1]

W larmow 643 4 a7 4.8 17 00 ]
- None i 51 48 ol i 44
Source: Morningstar Magazine, August/ September 2017. Securities are for educational purposes only
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Evaluating Management SSG Style -
Narrow vs Wide Economic Moat

Evaluate Management Narrow Moat

L 0M0 0 012 M3 214 05 2016 217 M8 019 S¥rAvg  Trend
%Pre-TaxProfiton Sales | 8.1%| 110% 126% 123% 127% 129% 135% 134% 128% 122%  130% iR
m.aa

% Return on Equity 87%| 101%| 121%| 1059% M5% 140% 169% 177% 188% 15.8% __-_‘
% Debt To Capital 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 30.5% 10.1% ‘
Evaluate Management Wide Moat

0 M 202 AM3 M4 15 A6 AN N8 019 S¥rAg  Tend

%Pre-TaxProfiton Sales | 575% 618%| 212%| 616% 608% 648% s31% 637k 621%  e48% 617k NN
% Refum on Equity 1% 130%  80% 178% 195%| 219% 220% 248% 351% 400%  288% _ ___alil]

% Debt To Capital 02%| 00% 00% 00% 00%  00% 325% 358% 328% 325%  26.7% __‘
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If You Want to Learn More on Economic Moats?

Heather Baiione ondt

ot Cature
TThis ax ssaply the Beat invesiment book | have reac ' .
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BUTIDS ey
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P et Mui'ie [ ===
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I.-undr—, (Bairman, and CEO of Morningazar, Ins

To obtain economic moat information - online libraries that subscribe to Morningstar or
available from Schwab.

Securities are for educational purposes only
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Question Time
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The Trimming Evolution

*|'ve been using a trimming policy
since 1990.

« Theory - stocks don’t move in a
straight line.

Learned this with my first club.

« Managing risk is the goal.
Concern about position size.

« Buy more when cheap?
*Is this a wide moat stock?

° Agaln’ trlmmlng |S for handllng 3:‘O;ct Jn A WOl iL Aw Ot TJ A Oct 3 Ar W Od ; Ao Ju
winners.

Securities are for educational purposes only
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Mechanical or Manual Process

«Manual, you select your levers each time.
«Since my goal is managing risk, | focus on portfolio
weight and capital gain.
*The bigger the weight, the more often | want to trim.
«How much to trim is your choice - it could be:

5%, 10%, 15%, 20%, 25% or more?

| have typically used 10% or 20%.

| prefer mechanical, then discuss in club.
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Mechanical Trim Example

| am willing to trim when a position size is greater
than 2x the average portfolio weight. Assuming |
don’t want to just sell it all out.

A 15 stock portfolio = 6.67% average weight

(100% portfolio weight/15 stocks)

«2X Average Weight = 13.3%.
« Potentially TRIM if the largest weight is above 13%.

Remember, position weights in the portfolio are
relative to the performance of all of the stocks in the
portfolio. Long term - this is key.
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Combined Lever

First lever is the stock’s portfolio weight greater
than 2x average portfolio weight.
AND

«Second lever says the stock has a gain of at least
60%, or you would not trim.

*You could use any percent gain and easy to do in
excel. | selected 60%

Focus on wide moat stocks and hope to own forever.
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The Excel Formula

ATVI
GOOGL

BRKB
SCHW
ISRG
NKE
DIS

Cost per
Share

577
4
52
26

216

26

INVESTMENT GROUP
Current Current % in %

Price Value Investment Gain/Loss
95 41,994 6.5% 217%
2442 58,603 9.1% 323%
150 75,600 11.7% 3468%
278 61,142 9.5% 430%
73 83,732 13.0% 182%
920 83,687 13.0% 326%
154 61,796 9.6% 5421%
176 44,294 6.9% 570%
========= $67,803

644,130 11%

5.3%

Source: Craig Braemer’s Bullpen Club Portfolio, 6/30/2021.
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‘ Abowve
Target Target
Price Price
1478 Maybe
146 yes
84 Maybe
66
553 yes
18
134 ﬁ
2x Weight
Awvg. Wgt

11/11/08
3/25/13
2/4/08
5/21/97
7122/97
3/21/16
3/30/94

Purchasell Trimmin

L12/30/88

Once
Once
Fourth
twice

Securities are for educational purposes only
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The Formula
Driven by Relative Weight and Performance

=|F(current price>Target Price, IF(% in Portfolio> 2X
Avg. portfolio weight, "Yes”, "Maybe”),”No”)

* My definition of the target price = cost plus 60%.
You could use a different number like 100% gain.

* |ssue with small positions - must grow to big
weights prior to trimming. Small positions don’t
impact performance as much as large positions.
Thus the formula isn’t going to sell these.
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Example: Apple - Five Trims + One
Distribution vs Selling

Club Distribution

Bought 2/08 70% of Stock
$4.20/share Trim #4-3/15
$11.5Kk cost $30.99 - $3k
+58% gain Trim #5-9/19 200
Total $ Trimmed . $53.69 - $9.6k
$23.3k Trim #3-3/12 +73% gain
H H $196O - $55 10000
Distributed stock +78% gain
$788k ’ 50.00
Trim #2-11/10
As 6/30/21 $11.02 - $3.1k 60.00
Club’s Remaining Value +54% gain
$69k 40 .00

@$137/share Trim #1-11/09

. : $7.14 - $2k
8.1% tfol

- -+

i1 1535 1983 1990 19952 1994 1896 1995 2000 2002 2004 2008 2008 2010 2012 2014 2016 2018 2020

20.00

0.00

Securities are for educational purposes only
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How Much Should You Trim?

«[t is your choice, but | recommend 10% and 20%.
Big enough to reduce the weight to be able to
capture long term returns.

- The long term debate is: Great long term potential
vs taking some money off the table.

« This is the discussion with our mechanical system.

«Every trim done, runs the risk of missing out and
just selling everything at the peak.

«Easier to sell small amounts. Less stress.
«As we saw eatrlier, it is tough to identify the peak.

+ 33
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Self Evaluation On The Trimming Process

*The 2021 - 2023 time period was unique. The 2022 bear
market really showed the benefit and weakness of
trimming. 2023 led to more trimming.

« Many stocks without earnings, that were considered
industry leaders (DOCU, TWLO), crashed and have not
recovered. Since we had trimmed them during the crazy
stock prices of 2021 - We did OK. Even if were to sell them
now way off their all-time high.

« Many of these companies have not seen a rebound in their
stock price. Why? They don’t have earnings.

Next time, companies without earnings will be sold when
they get to crazy prices.
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Some Other Thoughts

-Valuation is not my primary }IQI\(])EIS%\I(\)}(I
reason to trim. NG

-Managing risk is the goal. BEST PRACTICES FROM
« “Letting my winners run!”
*The key is whether the stock

has a wide moat. S
|’'ve used this book as a
framework for how | invest. e s

Securities are for educational purposes only
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« SSG Sections 1 & 2 are great at analyzing business models.
| want to own good models over time.

 This could lead to a different tax report at year end.
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| Think Timming Works, But can | Own My
Stocks Forever?

| would like to own my stocks forever.

Focus on the strength of the economic moat.
SSG Sections 1 & 2 are good at analyzing economic
moats.

« However, forever isn’t realistic. At some point, some
stocks will have to be sold. Most leaders don’t stay at
the top forever.

«We only own 10-25 great stocks - we have a big
advantage to be selective.
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Top Market Cap Stocks per Decade

@CharlieBilello Largest Companies Globally by Market Cap (1980 - 2018)
Rank 1980 1990 2000 2010 2018
Nippon Telegraph
1 IBM e i PetroChina Apple
& Telephone
Bank of Tokyo- .
2 ATET : 2 General Electric = Amazon
Mitsubishi
Industrial Bank of
: NTT Docomo
Japan
Sumitomo Mitsui
4 Standard Oil x Cisco ICBC Alphabet
Banking
Berkshire
5 Schiumberger Toyota Motors Walmart Walmart
Hathaway
China Construction
6 Shell Fuji Bank Intel Facebook
Bank
Dai-Ichi K Ni Tel h
7 Mobil R BRCN P EROR BHP Billiton Alibaba
Bank & Telephone
8 Atlantic Richfield IBM HSBC Tencent
S General Electric UFJ Bank Lucent Petrobras JPMorgan Chase
ic Eastman Kodak Deutsche Telecom Apple Johnson & Johnson

Securities are for educational purposes only
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Leaders Do Not Stay on Top Forever

*This is an advantage of trimming when their stocks are
doing great.

«In many cases, you will have to sell eventually.

« Trimming can help let your winners run and still pull some
money out to diversify and find your next big winner.

« “Remember to weed your garden.”
« My capital gain/loss report has changed over the years

uJBENEHT
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Summary

« Trimming should help let your winners run and control
your position size. This has helped me hold on to great
long-term winners. | call this process - Buy & Manage.

«Sell when you think the future is poor. Remember, not
all stocks will win over the long term. Selling is tough!

« Of course, you can’t only buy winners. Get used to selling
losers. It is a normal course of investing.

« Trimming doesn’t identify when to sell.

* Wide Economic Moats or “Quality from the SSG” stocks
help identify good business models for the long term.
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Question or Comments?

Trim or Sell? Which Is Better for Your Portfolio?

Craigbraemerl@gmail.com

B www.Betterlnvesting.org



Additional Supplemental Material

« Economic Moats and sustainable competitive advantages.

« Is holding individual stocks irrational?
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Morningstar’s Sources of Sustainable Competitive Advantage

Stz himeg Costs

Imsaongilsle Assars

Flesrwecrk ERfecr

These can create
economic moats

st St rrhosopes

ﬂ-@uf’@

Efficient Scoale

Source: Van Eck
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Definitions of Competitive Forces

Economic moat is a sustainable competitive barrier
against competition.

 Network Effect — When the value of a product or service grows as its user
base expands. Each additional customer increases the product’s or service’s
value exponentially. It is perhaps the strongest type of economic moat.

VISA amazon

« Switching Costs — When a company has pricing power by locking
customers into its unique ecosystem, they have high switching costs. Payroll
processing is an example.

strvker

' Microsoft

Source: Investopedia, Morningstar.

Securities are for educational purposes only
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Definitions of Competitive Forces

The key of an economic moat is how long a company will
keep competitors at bay.

* Intangible Assets - A broad category that includes brands, patents, and
regulatory licenses. AT\
— E5

OFfFC

« Low Cost Advantage — Ability to offer lower prices than your

competitors for the same product or services.
Walmart

%’JW

ANHEUSER-BUSCH

« Economies of Scale — Lower cost advantage typically comes from size or
scale or “The Largest Player” in a smaller sector. Spread the costs over your size.

UNION .
PACIFIC

Ul SOUTHWEST

Source: Investopedia, Morningstar.
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Are Holding Individual Stocks Irrational?

Since 1926, 4% of the
stocks explain the stock
market returns. The rest
had returns similar to one
month T-Bills.

Yet Betterinvesting investors continue
to perform well over time.
We are playing in a specific sandbox.

40% of stocks had @
a negative return.
67 % of stocks
underperformed
their index.

42.6% of stocks had return
similar to a one month T-Bill.

Source: Ben Felix, PWL Capital.
Picking Stocks | Common Sense Investing. YouTube video - 12/15/2018.
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Spread the Word

During these uncertain times, everyone could use some

financial security. Invite your friends, family, and co-workers
to try Betterlnvesting free for 90 days.

www.betterinvesting.org/freetrial

Please Review Us on Social Media Review Us
On Google
When you give Betterlnvesting a 5-star review, it ySaere

helps to further our mission by letting others know

you found value in our content. )
Review Us

On Facebook

1. 6. 6.6.6 ¢

www.Betterinvesting.org/Review
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