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 Mauris imperdiet. Duis nec purus 
non dui auctor consequat. Maecenas 
faucibus. Ut quis velit ac mi lacinia 
euismod. 

Ut risus purus, congue vel, mattis id, 
eleifend ut, dui. Integer dapibus. 
Quisque turpis. Suspendisse pede. 
Duis id leo. 

Cras congue, sapien vitae vestibulum 
adipiscing, erat lacus commodo 
lectus, in imperdiet massa risus vel 
tellus. Sed tincidunt cursus libero. 

MODEL PORTFOLIO REVIEW 

Like I said last month, the 

December dip gave a rare opportunity to 

add more $LRCX at a reasonable price. 

Sure enough, the price skyrocketed in 

January and it’s no longer cheap. I’m 

glad I took advantage when I did. 

This month’s stock pick is a brand 

new recommendation that is another 

retail play, probably undervalued due to 

investor fears around Amazon taking 

over everything and anything related to 

retail. It’s reasonable to say that Amazon 

has a big impact, but I think it’s 

ridiculous to say that it will put every 

retail stock out of business, especially 

the profitable and low leverage ones. 

Which is what this stock is. The 

stock is so low leverage that they have 

absolutely 0 net debt. They have no 

long-term debt on the balance sheet, and 

the short term debt is cancelled out (and 

then some) by their cash. Valuations are 

cheap and the P/B is cheap even though 

their brand (American Eagle) is 

currently valued at $0 on their balance 

sheet. That’s a potential hidden value on 

top of their cheap P/B, P/S, and P/E. A 

nice forward dividend yield of 2.6% also 

comes along with this retail play.   

The company has just made their 

first dividend increase and it’s my 

favorite pick for the month. Buy $AEO 

for a 1.0x size [VALUE TRAP INDICATOR = 138].
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Whether to Consolidate or Not 
This month’s issue will discuss the time to add new positions 
to maintain an equally diversified portfolio and when not to 

 
Many of the past issues in the eLetter 

archive have covered the importance of portfolio 

management for the average investor picking 

individual stocks and attempting to achieve 

market beating returns. Picking the stocks 

themselves is just one part of the battle.  

There’s many basic reasons that portfolio 

management fundamentals assist in better 

returns. Diversification minimizes the 

detrimental effect on any one bad stock pick, a 

low turnover ratio allows the company to 

compound investor capital on its own, and dollar 

cost averaging helps an investor automatically 

buy more when prices are down and buy less 

when prices are expensive.  

Combining all 3 of these fundamentals can 

be more difficult than it sounds, and is something 

that can be quite easily overlooked. There’s many 

details and intricacies that come along with trying 

to follow these principles that are only discovered 

through trial and error. It’s one of the major 

reasons why the Real Money Portfolio aspect of 

this eLetter has been so riveting to be apart of. It’s 

created situations and solutions that aren’t 

needed or considered by most investment 

newsletters and fund managers in large firms. 

 Over the last 12 months or 

so, most of the eLetter stock picks 

have been additions to stocks 

already in the portfolio.  

As reiterated before, with a 

total portfolio size of over $7,000, 

each new dollar cost averaging 

deposit of $150 makes up a less 

than 2% position size. Studies have 

shown that a portfolio 

diversification strategy would 

contain 15-20 stocks each at a 

position size of about 5-7%.  

Since the new eLetter stock 

recommendations weren’t making 

up 5%, many of the stock picks 

were made over multiple months 

or added to older positions.   

  However, at some point in 

this you reach a dilemma. There 

will likely come a time when all of 

your best stock ideas are heavily 

represented in your portfolio, and 

some of the smaller stocks you’d 

usually add to aren’t really much 

of a good deal anymore. In that 

situation, it doesn’t make sense to 

invest in a subpar opportunity just 

because you are trying to hit a 

certain diversification marker. 

 

  

 Also consider that the 15-20 stocks 

figure isn’t a perfect number either. Take a 

simple example of an investor who has 20 

stocks, but he has $500k in 1 of those stocks 

and $3k in each of the remaining 19. You 

can’t say that such an investor has great 

diversification just because he’s in the 15-20 

stocks range—his $500k investment makes 

up an over 90% position size.  

On the other side, an investor who 

maintains a perfect 20 stocks at a 5% 

position size every single month will 

probably always just be adding the stocks 

that get beaten down in the market. Too 

much of a good thing can be a bad thing, 

especially if you’re only buying on low 

valuation without any regard to growth. 

And you don’t want to sell stocks just to 

create room for new ones. This creates 

higher turnover and cripples the potential 

return from your previous stock picks. 

 Perhaps a better solution is the one I 

present on page 6. Instead of selling or 

ignoring small stock picks that I don’t want 

to add to anymore, I can combine them to 

create a single 5% position. This should be 2 

or more stocks that are in the same or 

similar industries and both make up a small 

position size—that now can be looked at as 

one 5% position size, leaving room for a 

new stock pick without breaking the “15-

20” stocks rule. Because the 20 stock rule 

really means 20 stocks at around 5% size, we 

can also interpret it as 21 stocks with 19 at 

5% and 2 making up the last 5%, or however 

the numbers eventually play out.   

 

THE SATHER RESEARCH ELETTER MODEL PORTFOLIO 

REAL MONEY PORTFOLIO VALUE:   

ON PACE TO $1 MILLION IN 40Y (11%):  

ELETTER VS. S&P 500 DIFF. IN 40 YEARS:  -$380k 

$10,142 

$8,603 

Disclosure: Portfolio subject to trading fees. $SPY used for S&P 500 difference. 
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Not everything technology related is 
perfect, especially when it comes to the 
internet. Unfortunately, there’s rare times 
where Gmail users get their Issues sent 
straight to the spam folder.   

Follow these instructions to make sure 
you receive the issues right at release. It 
takes all of about a minute to do this. 

Click Settings (shown above) and then click “Filters and Blocked Addresses” 

Then click “Create a new filter” 
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In the “From” box, enter “gumroad.com” and then click “Create filter” 

Check the box that says “Never send it to Spam”, and then the button “Create filter” 

That should do it. Please reach out if you ever have any trouble assessing eLetter issues. 
They are generally sent out around the first of the month. If you don’t see anything in 
your inbox within the first 3 days, reach out to me: andrew@einvestingforbeginners.com 

andrew@einvestingforbeginners.com

