stringent, every quarter, or Yell will breach
the agreements it has with its banks and
could, potentially, go bust.

Tt’s a risky share, which explains why
the price is so low. So why did the algo-
rithm pick it?

First, no algorithm is foolproof. Second,
Yell is a profitable business, but it’s also a
very indebted one. The cost of that debt
is counted in the earnings yield, one of
three components of the algorithm, which
made the shares look more expensive and
reduced the company’s ranking. However,
debtis largely ignored in the second com-
ponent, return on capital (ROC), which
made the company look extraordinarily
profitable, and propelled it into ninth place
in the Nifty Thrifty rankings last June.
Nevertheless, Yell only just scraped into
the portfolio because it scored five out of
nine, the minimum required for inclusion,
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according to the final component,
Piotroski’s F_Score.

The F_Score is composed of nine indica-
tors that measure a company’s profitability
and financial strength. Essentially it tells
you whether a company is more profitable

and less indebted than it was the previous
year and so it often differentiates between
companies that are getting into trouble,
and companies getting out of it, weeding
out companies showing signs of distress.

This month I've tweaked the algorithm
so instead of including any company with
an F_Score of five or more in the tables,
from now on I'll rank the companies by
F_Score, just as I rank the other two com-
ponents of the Nifty Thrifty algorithm. In
practice this means that the top companies
have higher F_Scores, typically seven out
of nine or more.

The main reason I changed the ranking
system was to keep things simple. Now I
have three equally weighted factors that
should, more often than not, pick good
companies, at cheap prices, that are not get-
ting into trouble. But it may also reduce the
likelihood of including companies like Yell.

Earlier in the year, I experienced a

Far left: crisis of confidence in the ROC meas-
Yell.com ure, the component of the algorithm that
isout-a . .
profitable boosted Yell’s ranking. Rudimentary test-
etheavily  ingdemonstrated that, over the long term,
::'::::::; it doesn’t make much difference whether
Left: Atkins  We use ROC, as it’s commonly calculated,
staysin.It's  or return on assets (ROA), an observation
been picked . .
to design confirmed in correspondence with fel-
a400-bed low investors using similar algorithms and
resorthotel ., y)hanies that supply the data.
in Songjiang , . . .
near Even so, 'm going to jettison ROC in
Shanghai favour of ROA. By letting the algorithm
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