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Valuation Identity
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Equity Duration

Source: Gonçalves (2021) 5
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➢ Macaulay formula for evaluating 
the duration of bonds

➢ Equity duration equation derived 
from bond duration formula

➢ Weighted by present value of cash 
flows divided by investment value
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Cash Flows & Payouts: Clean Surplus 
Accounting

➢ Eq. 4 is functionally the same as 
the valuation equation

➢ Cash flows a function of value, 
profit, growth, and leverage

➢ Vector autoregression predicts 
future value with previous period

➢ Rewrite Eq. 5 with VAR (Eq. 6) & 
substitute into Eq. 3 for final Eq.

Source: Gonçalves (2021) 6
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Alphas & Betas of Duration Deciles

Source: Gonçalves (2021) 7



Implementing the Value-
Profitability Portfolio
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Investible Universe

➢ Started with Russell 3000

➢ Constraints:

➢ Equities require a minimum average daily volume of 5000 shares

➢ All companies must have a market capitalization of at least $1 billion at 
purchase

➢ We utilized the data from the Short Duration Premium
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Measuring Value and Profitability

10Source: Gonçalves (2021) 
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Clean surplus earnings 𝐶𝑆𝑝𝑟𝑜𝑓𝑗,𝑡 = log 1 +
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Calculating Metrics
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Book-to-Market 
Z-scores

Payout Yield
Z-scores

Value Z-score
Sales Yield
Z-scores



Ranking Securities
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Security
Value 

Z-Score
Rank

Profitability
Z-Score

Rank
Combined 

Rank
Security 

Rank

Security 1 4.5 1 -.01 1600 1601 200

Security 2 .5 300 .6 200 500 1

Security 3 .02 1000 .03 1200 2200 400

Source: SIM Fund analysis



Portfolio Constraints

➢ No more than 10% of the funds market value may be invested in the stock 
of any one company

➢ Minimum of 30 securities must be maintained by portfolio

➢ Portfolio sector weights cannot deviate more than 7.5% from the sector 
weights of the Russell 3000
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Industries by Value-Profitability Z-score
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GICS Sector Average of Combined Z-Score Average Top 6 Cap Weighted Z-scores

Energy 0.57 4.68

Consumer Staples 0.26 2.12

Industrials 0.14 1.67

Materials 0.30 1.47

Communication Services 0.03 1.33

Financials -0.22 1.13

Consumer Discretionary 0.53 0.95

Information Technology -0.25 0.90

Health Care -0.52 0.50

Utilities -0.19 0.46

Real Estate 0.17 0.21

Source: SIM Fund analysis



Sector Weights Determined Through…

1. Russell 3000 GICS sector weights

2. Z-score of sectors’ Value-Profitability metrics

3. Underweight sectors with Z-scores of <.9 by 5% 

4. Apply a waterfall method to add subtracted weights to the sectors with the 
best metrics

15



Value-Profitability Industry Weights
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GICS Sector Russell 3000 Weight Portfolio Tilt Portfolio Weight

Energy 4.71% 5.00% 9.71%

Consumer Staples 6.14% 5.00% 11.14%

Industrials 9.23% 5.00% 14.23%

Materials 2.46% 0.34% 2.80%

Communication Services 8.10% 0.00% 8.10%

Financials 12.66% 0.00% 12.66%

Consumer Discretionary 10.69% 0.00% 10.69%

Information Technology 27.60% -5.00% 22.60%

Health Care 13.07% -5.00% 8.07%

Utilities 2.43% -2.43% 0.00%

Real Estate 2.91% -2.91% 0.00%

+ =

Source: SIM Fund analysis



Security Selection

➢ # of securities within sector were determined by sector weight

➢ Sectors that did not meet diversification standards gained a security

➢ Securities were then market-cap weighted within their sectors
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Going Forward
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Questions?
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Appendix

20



Vector Autoregression Code Calculations

Source: SIM Fund analysis 21



Equation 6 Code Calculations

Source: SIM Fund analysis 22



Gonçalves Deriving v1(h)

23Source: Gonçalves (2021) 



Gonçalves Deriving v2(h)

24Source: Gonçalves (2021) 



Short-Duration Subsumes Value and 
Profitability Premia

Source: Gonçalves (2021) 25



Value-Profitability Portfolio Investments

Source: SIM Fund analysis 26
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{Agenda

Investment Thesis

By Brendan Weinberg

Strategy Implementation

By Cameron Ulreich-Power
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Investment Thesis
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Post-Earnings Announcement Drift

Earnings 
Announcement

Surpasses 
Expectations

Stock Price 
Increase
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- PEAD contradicts the efficient market hypothesis.

- This anomaly has been studied for over 50 years, yet there is no definitive 
explanation. 

“A review of the Post-Earnings-Announcement Drift”- by Josef Fink
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Post-Earnings Announcement Drift
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6“Post-earnings announcement drift: Evidence from Turkey” - By Aykut Ahlatcioglu, Nesrin Okay
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Potential Explanations for PEAD

7

Insufficient Risk Adjustment and Information Uncertainty
- Weak correlation with beta
- Uncertainty leads to under reactions

Cross Sectional Drivers
- Firm characteristics (Liquidity and Arbitrage)
- Inflation 

Inattention and Behavioral Biases
- Disposition effect 
- Anchoring and recency bias

“A review of the Post-Earnings-Announcement Drift”- by Josef Fink
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Strategy Implementation
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Implementation steps 

Data 
Investable Universe

Earning Release Dates

Process
Gantt Charts

Checks and Balances

Strategy Rules
Trading Issues

Solutions

Implementation
Current Portfolio

Major Calendar Events
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Data
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Investable Universe
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Remove Megacaps
(>200B)

Russell 3000

Daily Trade Volume > 5000 

Remove Microcaps
(<1B)

Actively Traded Common Stocks 

3000 securities remaining

2738 securities remaining

2722 securities remaining

1704 securities remaining

1673 securities remaining

Remove Utilities 1611 securities remaining
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Flow Chart
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Data

Process
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Earning Release Information Source: Bloomberg Finance L.P.
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Process
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Master Gantt Chart
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Checks and Balances

Accurate Charts 
Utilizing these checks and 
balances, the Gantt Chart is 
updated weekly to account for 
every earning release

3

Automatic Alerts
Bloomberg Alerts set up to send 
team members a notification of 
any changes to earning releases 
in their Sector 

2

Python Script
Instantly cross-references 
the weekly ER data with 
our original database, 
updating any outdated 
information 

1

16
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Flow Chart
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Data

Process
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Strategy Rules
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Trading Issues
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How do we choose the 
stocks we buy?

How do we determine if the 
surprise is significant?

How do we account for our 
sector constraints? 
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Solutions
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Implementation
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Investment Timeline

November

December

January

February

●Start seeding

●Info Tech

●Consumer Disc

●Slow month

●Information Tech and 
Consumer Disc in early weeks

●Financials

●Completely Seeded 

●Industrials

●Consumer Disc

●Materials

●Comm Services

22

March

●Consumer Staples

●Health Care

●Info Tech

April

●Industrials

●Financials

●Health Care

●Materials

Appendix - B
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Current Portfolio As Of 11/30/23
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Questions?
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Appendix - A

● Submit trades to traders for the following day by 8 PM. 

● Holding Period - Trailing 4-week period, can decrease when ER volume increases 

● Limit the number of stocks we can buy in 1 week based on the 4-week weight. 

● Sell the oldest stocks in the sector to fund new ER in the sector

● Communicate with team when nearing benchmark cap

● Understand difference between Firm and Sector specific earnings effects

● Ensure the magnitude of the surprise has beat the median benchmark

● Pick the stocks with the highest magnitude - on condition that sufficient market 

research has been conducted
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Appendix - B
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