


Clarify MOU/Prospectus

Fund Accounting

Performance Measurement / Assessment

Individual Security Research

Optimizer Training & Setup

Review Optimizer Results

Forward Trades to UEI

Robot Coexistence

Tasks for next semester





1.

2.

3.
4.

5.

ADDITIONAL MOU INFO

IT’S NOT OUR MONEY. “THE ACCOUNT AND ALL RELATED
EARNINGS ARE THE PROPERTY OF UEI.” FEES PAID TO CBA. 

Reference: (MOU page 1, verbatim)
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Active 
Percent

Active 
Tracking 
Error

Portfolio 
Tracking 
Error

Notes

63.37% 5.11% 3.26% The past 12 
months

63.37% 1.58% 1.00% Compliant 
Active TE

19.57% 5.11% 1.00% Compliant 
Active/ETF 
split

20% 5.00% 1.00% Tradeoff 
illustration

25% 4.00% 1.00% Tradeoff 
illustration

30% 3.33% 1.00% Tradeoff 
illustration

Notes: The last row and 
associated graph above will 
show up as a constraint when we 
get to the optimization phase.

30%

70%

SIF MOU Compliant 
Portfolio

Active
Passive (IVV)



We are an enhanced index fund.

Typical enhanced index fund S&P500/individual pick split is 
80/20.

Ray Dalio uses [allegedly] 70/30.

Our client agrees with 70/30 and long-term (1yr+) holding 
periods.

The goal of the fund is to teach students various aspects of 
fund management, of which, stock picking is just one part.

Other parts include accounting, performance 
measurement, reporting, MIS, marketing, etc.

We have new students every semester.  They all must learn 
all parts of the process.





Holdings file update

• Translate PDF and XLSX account 
statements into BBG format.  

• Upload to terminal.
• Verified month end balance.
• Dealt with some missing values 

(DWDP) and 
mergers/acquisitions.

Pseudo-weekly updates

• Sector ETF/Individual split 
percentage.

• Overall portfolio ETF / Individual 
split.

• Individual pick tickers.
• Individual pick weights.





Historical Return

•PORT, Attribution, 
Summary
•Holdings vs. 

transactions.
•What securities 

contributed (or 
detracted) from 
performance and 
why.

•PORT, Main View
•PORT, Performance, 

Statistical Summary

Historical Risk

•PORT, Performance, 
Statistical Summary

Forward Looking Return

•PORT, Characteristics, 
Main View
•Pimped the Analysts

•Could also use the on-
Terminal DDM IRR field 
(I couldn’t get this 
going though).

•Could also use RIVER 
E[R] – but a tricky task 
to implement in a 
Bloomberg formula.

Forward Looking Risk

•PORT, Tracking Error & 
Volatility
•E[TE]
•Risk Bets

•Trends – evolution of 
E[TE]



Return Risk

Historical ✓

Forward-
looking

✓





PAST

•Profitability (ROE, 
PM)

•Debt 
management 
(CR, D/E)

•Multiple (P/B 
growth as market 
signal of improving 
fundamentals)

•Relative Share 
Price Momentum 
(pimp the market)

PRESENT

•Multiples (P/E, P/C, 
P/S, etc.)

•Profitability (OPM, 
NPM, etc. vs. 
sector median)

•Debt 
management (DE 
vs sector median)

FUTURE

•BloombergSuite
probability 
weighted 
upside/downside

•Analyst E[R]

TECHNICAL

•Skipped it (sort-of, 
it is buried in RSPM 
if. you used it).

INTUITION

•Not to be ignored.
•Not to drive final 

decision 
(Kahneman -
Thinking, Fast and 
Slow).











Optimizer 
(MPT and 
predicted 
TE aware)

Objective function
•Maximize E[R] subject to 
constraints

Constraints
•Sector neutral
•Tracking error <= 1.0%
•0 <= W_i <= 5.0%
•W_IVV => 70%

Choice variables
•Portfolio weights

Our inputs
•Top RIVER picks
•Current holdings
• IVV
•Optional: any other pick 
you like

• Optional: Plus E[R] for 
each

Bloomberg inputs
•Factor exposures by 
security

•Forecasted factor 
realizations

•Covariance matrices
•Analyst E[R]

Outputs
• Portfolio weights
• Portfolio E[R]
• Portfolio E[TE]

Before Fall 2020: No consideration of a given sector’s 
picks on the overall portfolio.  Arbitrary 
big/medium/small buy/sell amounts.

After: Through modern portfolio theory (MPT) and 
predicted tracking error (TE), optimizer considers 
interaction with overall portfolio and weights picks 
according to objective function and constraints.

Review
• Examine technical 

indicators of selected 
stocks

• Consider revising 
input list.



Identify security 
universe 

consistent with 
fund objectives.

•EQS, SPTMI Index, 
Mktcap > $4B
• We are a large 

cap enhanced 
index fund 
benchmarked to 
the S&P 500.

• The smallest 
company on the 
S&P500 is about 
$8B.

• Let's be generous 
and set the 
minimum to $4B.

•FSRC, iShares USA 
ETFs (include) –
lowest cost.

•FSRC, SPDR 
(exclude) –
relatively 
expensive.

Conduct RIVER 
analysis to narrow 

down the list.

• PRESENT
• PAST
• FUTURE
• TECHNICAL
• INTUITION

Feed and run 
Portfolio 

Optimizer.

• Universe
• Top RIVER stocks
• Current individual 

holdings
• iShares ETFs 

(include)
• SPRD ETFs 

(exclude)
• Expected return of 

universe securities 
In a given sector, 
use FUTURE or 
Analyst, but not 
both.

• Objective: Max 
E[R]

• Constraints
• Active Total Risk 

<= 1%
• E[R] >= 0.5%
• Sector Neutral
• IVV >= 70%
• Turnover

Review and act 
on suggested 

trades.

•The optimizer 
chooses the optimal 
set of securities that 
meet the objective 
and satisfy the 
constraints.

•It also chooses the 
weight of those 
securities.

•The optimizer 
considers intra-
portfolio correlations 
and risk factor 
exposures.

Review actual 
performance vs. 

forecast.

• With PORT and 
updated holdings 
file, we can track 
expected vs. 
actual risk.  This 
validates PORT tool 
efficacy.

• The tricky part is 
E[R].  You have no 
control over 
receiving E[R] 
numbers from 
previous semester.

• You can impose 
FUTURE or Analyst 
E[R] on holdings 
from previous 
semester.

Refine universe 
selection, 
analysis, 

optimization.

•Were risk and return 
in compliance with 
the fund objectives?

•What process 
components 
(universe selection, 
analysis, optimization 
parameters) 
refinements do you 
think will improve 
performance while 
maintaining 
compliance?

•Return to previous 
step if improvement 
opportunity 
identified: Minimum # 
of analyst price 
targets.



Portfolio: 
SIFPORT2020

•Current holdings
•SPDRs
•Cash

1. Goals 
(Objective)

•Maximize E[R]
•Analyst 12mo ER

2. Trade Universe

•Worksheet
•Current holdings
•Top picks
•IVV
•Anything you 

like
•SPDR Liquidate
•No-buy tobacco

3. Constraints

•3. Constraints
•Active total risk 

(TE) <= 1
•Sector weights 

+/- 1.0
•Analyst 12 mo

ER >= 0.5
•Holding size (%) 

>= 0.5

4. Security 
Properties

•70 <= w_IVV <= 
100

•Min cash 0.25
•Use “Ticker” not 

“Security”!



OPTIMIZER SETUP
(OUR PROSPECTUS/MOU “IN THE FLESH”)





SIF PORTFOLIO 
ANALYTICS BEFORE 

AND AFTER 
RECOMMENDED 

TRADES

• * Based on Bloomberg’s BEst weighted-average 
analyst estimates of 1 year returns for all portfolio 
and benchmark holdings
• ** Based on Bloomberg’s forward-looking factor 
risk model.
• More details on next slide



ANALYTICS 
HIGHLIGHTS
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PORTFOLIO 
HOLDINGS

BEFORE AND AFTER
RECOMMENDED TRADES



RECOMMENDED 
TRADES

43 trades this semester vs. 70 last 
semester.  This is indicative of 
process refinement.



TRADE HIGHLIGHTS 
OF TOP/BOTTOM 5 
RETURNERS.

• Table represents total return (Tot Rtn) and 
Contribution to Total Return (CTR) from 12/07/2020 
to 05/14/2021.
• Note: Ultimate buy/sell decisions and quantities 
based on Bloomberg’s Portfolio Optimizer tool as 
was the case last semester.



Before After Recommended Trades (ART)





Identify security universe consistent with fund 
objectives.

Conduct analysis to narrow down the list.

Feed and Run Portfolio Optimizer.

Review and act on suggested trades.

Review actual performance vs. forecast.

Refine universe selection, analysis, optimization.

The approach employed by SIF is consistent with:
1. Fidelity’s Large Cap Core Enhanced Index Fund 

prospectus: “using computer-aided, quantitative 
analysis to select stocks.”

2. Ray Dalio’s Ted Talk (radical transparency) where 
he says “we make decisions in parallel with the 
algorithms.”

3. Comments from BlackRock Portfolio Managers:
a. “SIF historically over-emphasized stock 

picking.” 
b. “Humans won’t be picking stocks in 5 to 10 

years.” 
c. “Students will not be Portfolio Managers 

immediately after graduation.”
d. “There are many non-stock picking jobs 

students will do first.”
4. Dalio’s team “spent five years researching equities 

and testing strategies before making its first 
investment” – Financial News 2006.09.11

(Fidelity FLCEX prospectus)
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Fiorella, Jarnail, Jovani, Kris, Lucas: support and insights from last semester. 

Ryan: arithmetic mean vs. geometric mean.

John: TDOC pain leading to process refinement.

Michael: PAST automation, constant reminders of unknowable future.

Jaclisha: for trying to be the professor, green encouragement.

Tara, Fabian: grading watchdogs.

Eric: for the ½ off discount for my bike tune-ups!

Tou: Looking into free (or lower cost) Bloomberg alternatives.

William: Keeping the MBA in your sector in check.

Miguel: Uber-professional presentations.

Rami: getting up at odd hours overseas to attend class and present.



I’M DONE
DON’T FORGET THE GUIDEBOOK UPDATE!



COPYRIGHT © 2020, 2021 BY DAVID J. MOORE PH.D.

ALL RIGHTS RESERVED.

NO PART OF THIS PUBLICATION MAY BE REPRODUCED, STORED
IN A RETRIEVAL SYSTEM, OR TRANSMITTED, IN ANY FORM OR BY
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RECORDING, OR OTHERWISE, WITHOUT PRIOR WRITTEN CONSENT
OF THE AUTHOR.
STUDENTS ENROLLED IN COURSES TAUGHT BY DR. DAVID J. 
MOORE:  
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