
 TRADING FUNDAMENTALS 

 They don’t matter much on the way  UP  , but sure as  heck do on the way 
 DOWN  . 

 What  real  economist would risk their hard-earned money  without 
 considering the quantitative analysis of the business they intend to own? 

 Now I know what you are thinking… 

 What about fundamentals is anomalous? 

 Well… How do we know if we don’t take a look? 

 Fundamentals are the fuel that keeps the momentum engine going. Most 
 people don't know how to recognize whether that vibration they hear in 
 their car is just a bumpy road or their engine about to seize up and stop 
 working. It takes a good mechanic to know the critical early warning 
 signs. 

 Think of me as your  market mechanic  . 



 Sure, looking for anomalies that show up in the balance sheet, income 
 statement or company cash flows might be something that gives most 
 people headaches, but not me. This is what makes me jump out of bed in 
 the morning! 

 When I see a great business at a reasonably good price, I'm interested. 

 But when I spot an anomaly not yet priced into the stock, I get very 
 excited and I simply must tell someone else about it. Just ask the 
 members at the  World’s Biggest Trade  . 

 That's who I am! 

 TRADING FUNDAMENTALS  -  TANGIBLE BOOK VALUE 

 Here is a perfect example of an anomaly that can appear when looking at 
 fundamentals. 

 Occasionally a business will trade for less than the sum of its parts. 
 Price-to-tangible-book-value measures an asset's market price relative to 
 its tangible property. 

 So, what would a company be worth if it had to liquidate because of 
 bankruptcy? 

 Do they make anything we need? 



 We look for instances where we can invest in a business for less than the 
 total assets owned by the company. In rare cases, markets can overreact, 
 allowing us to find arbitrage opportunities. When a business trades 
 below its perceived value, it can draw acquisition attention. 

 Paying close attention to a company's accounting data will give us an 
 edge when looking for the  World's Biggest Trade  .  If we see 
 something that seems mispriced, we want to buy it for less than its book 
 value, set a tight stop, and wait for the offers to come rolling in. 

 TRADING FUNDAMENTALS -  HIGH PRICE-TO-SALES RATIO 

 Most people have heard of the P/E ratio. Price-to-earnings, while 
 probably being the best known valuation metric, is not always a reliable 
 indicator of future performance. 

 New companies can take years before becoming profitable. In the early 
 days of a business P/E ratios remain undefined and of little help to us as 
 investors. In these cases it makes more sense to look at price-to-sales as 
 a more reliable sign of trouble. 

 Price to Earnings Ratio  =  Price to Sales Ratio  =  𝑃𝑟𝑖𝑐𝑒     𝑃𝑒𝑟     𝑆ℎ𝑎𝑟𝑒 
 𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠     𝑃𝑒𝑟     𝑆ℎ𝑎𝑟𝑒 

 𝑇𝑜𝑡𝑎𝑙     𝑀𝑎𝑟𝑘𝑒𝑡     𝐶𝑎𝑝𝑖𝑡𝑎𝑙𝑖𝑧𝑎𝑡𝑖𝑜𝑛 
 𝑇𝑜𝑡𝑎𝑙     𝑆𝑎𝑙𝑒𝑠 

 As I write this we still have over several dozen S&P companies trading 
 at extremely high P/S ratios above 10. This means a business would 



 need to pay 100% of its revenue in a dividend to shareholders for over 
 10 years while seemingly ignoring things like cost of goods sold and 
 taxes. 

 A sky high price-to-sales ratio with no insider buying from executives is 
 a serious red flag and is a good way to land on our short list over at the 
 World’s Biggest Trade. 

 TRADING FUNDAMENTALS -  HOW WE SHORT MOMENTUM 

 Speaking of going short, I know the concept of shorting a business can 
 be intimidating when you are new. There is more than one way to bet 
 against a tradable asset, including short selling, inverse ETFs, and the 
 buying of put options. 



 Short Selling -  The act of borrowing shares, selling them, and then attempting to 
 repurchase them at a lower price to be returned to the lender. 

 Put Option -  A contract which gives its holder the  right, but not the obligation, to sell an 
 underlying asset at a given price at a set date in the future. 

 We will focus on put buying and leveraged inverse ETFs since that’s our 
 primary approach at the  World’s Biggest Trade. 

 Inverse ETFs  are arguably the easiest way to bet against  an asset as 
 they are built to track the opposite of a benchmark's performance. We 
 use this as a short term tool aimed with the purpose of capturing wins 
 during shifts in sector momentum. But be warned that they are not 
 designed to be held long-term as they have been known to deviate from 
 their benchmark over time. 

 Put Buying  is the method of using options to bet that  the price of an 
 underlying asset will go down. A put is an option contract that gives its 
 owner the right, but not the obligation, to sell an underlying asset at a 
 specified price (strike price) at a set date in the future (expiration). 

 I like to buy put options because it allows me to clearly define my risk 
 when shorting as the maximum loss is the price of the put contract. If 
 you are interested in shorting, join us at the  World’s  Biggest Trade 
 where we do it frequently. 

 We have already experienced three negative momentum events in 2022, 
 occurring on January 13; April 5; and June 8th. If you subscribe to 
 Midday Momentum  you’ve seen a sea of  RED  momentum so far this 
 year. The  World’s Biggest Trade  has been short the world, and you 
 could be too. 



 TRADING FUNDAMENTALS  -  F&Z SCORE 

 I often get asked about the Piotroski F, and Altman Z scores. It's no 
 surprise as people frequently hear me mention the F&Z together. This is 
 an excellent measurement for the health of a business when looking at 
 its balance sheet. 

 The  Piotroski F-score  takes into account nine different  components of 
 the improvement of a balance sheet year over year. These are divided 
 into 3 groups. The first being profitability, followed by leverage and 
 liquidity and lastly operating efficiencies. 

 We’ve seen some astronomical valuations as a result of the Fed dropping 
 five trillion dollars from the sky. Using the F score can help us cut 
 through the noise and focus on businesses that are improving their 
 balance sheet. I like to see an F score of over 9. 

 Altman’s Z-score  on the other hand is a balance sheet  analysis of the 
 likelihood of a business going bankrupt. 
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 We like to see a Z score of 3 to play it safe. This signifies that a 
 company is unlikely to go bankrupt in the near future. 

 TRADING FUNDAMENTALS -  SELLING PUT SPREADS 

 Selling put spreads is my favorite strategy when looking for a high 
 probability of winning. So I look to sell put options of businesses I’d like to 
 own at prices I would be happy to own them at. 

 Typically selling put options can come with high margin requirements as we 
 have to be able to cover the 100 shares of the stock in the contract. 

 So we add a second leg to the trade to reduce the margin requirement making 
 the option less expensive. This is called a put spread. 

 In this example, we would sell a put and then buy a put at a lower strike to 
 cover the shares necessary to honor the contract. 

 By doing this, we have created an affordable way to protect ourselves to the 
 downside without having to put up large amounts of margin. 

 I look for oversold conditions using the  Relative  Strength Index (RSI)  and 
 Money Flow Index (MFI)  to ensure that market conditions  are where I like 
 them. 




