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Our Bogey Goes Banking

By Michael Santoli

IN THE FIRST SEMI-ANNUAL
reshuffling of the freshly launched
Barron’s 400, the index’s stock-selec-
tion process alighted on some beat-
en-up financial stocks while taking
modest profits in its heavy energy
holdings.

The index, unveiled in a recent
cover story, is based on the stock-rat-
ing research of MarketGrader.com,
whose 24 rating factors focus strict-
ly on reported company earnings,
growth, profitability, valuation and, to
a small degree, on stock action.

In March and September, all
stocks in the Dow Jones Wilshire
5000 index are ranked on Market-
Grader’s zero-to-100 scale. The index
then selects the top-ranked stocks,
while conforming to certain sector-
diversification and market-cap rules.
The best-scoring 400 stocks following
these screens make the index and are
weighted equally.

One of the index-construction
rules limits any one sector to 20% of
the index, or 80 stocks. As the nearby
table shows, the index has again taken
the maximum helping of financials, a
sign that MarketGrader’s growth-at-
a-good-price methodology is finding
bottom-fishing opportunities there.
Citigroup (ticker: C) and Wachovia
(WB) are two prominent financials
that made the cut. Note that Goldman
Sachs (GS) was eliminated, based
on its subpar grade as of the Aug.
31 cutoff date, but its score has since
risen back into the Buy zone follow-
ing its earnings report last month.

Meantime, the index’s large and

successful allocation to energy shares
has been trimmed slightly, with the
number of oil-and-gas stocks dipping
to 65 from 78. ExxonMobil (XOM)
and ConocoPhillips (COP) were cut
for the latest version of the index.

The other notable sector shifts
include a significantly increased com-
mitment to health-care stocks. And
the index is picking up on stirrings
of emerging value in utilities, which
took seven slots in the new index, up
from zero.

Because the index seeks to iden-
tify the most fundamentally attrac-
tive stocks based on the freshest
reported results and market activity,
turnover of Barron’s 400 components
is significant. In this latest rebalanc-
ing, 190, or 47.5%, of the 400 stocks
were replaced. Turnover in back
tests stretching to 1998 has averaged
around 40%. The market volatility of
recent months might have resulted in
valuation changes that led to some-
what higher turnover. The B400 is
up 11.8% year to date, versus 7.98%
for the S&P 500 and 8.9% for the DJ
Wilshire 5000.

The full list of the current 400
stocks appears on page 3, with scores
as of Aug. 31. The complete list will
continually be available online at
www.Barrons400.com4, though with-
out an updated score.

While the index will always serve
as a stock-prospecting tool, Dow
Jones Indexes is hoping to find part-
ners to create an exchange-traded
fund and other investment products
tied to the B400.
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The New Order
Some 190 companies,

or 47.5% of the total, were
replacad in the semi-annual
rebalancing. The cumrant
400 companies are listed
on page M18. Here's how
they break down by market

‘ cap and sector.
L-_—-_-__—-_—-_—;I_I;'I_hﬂl of Percentage Of
Companles Index Market Cap
Market Cap New Old* New Old*
Large-Cap 124 133 31.00% 34.07%
Mid-Cap 78 75 19.50 19.19
Small-Cap 158 162 39.50 39.50
Micro-Cap 40 30 10.00 7.24
Number Of Percentage Of
Companles Index Market Cap
Sector New Dld* New Old*
Financlals B0 80 20.00% 18.26%
Industrials 72 75 18.00 19.31
0Il & Gas (5151 78 16.25 21.16
Consumer Services 45 a 11.25 8.39
Technology 42 46 10.50 11.79
Health Care 36 27 9.00 6.65
Consumer Goods 28 27 7.00 5.68
Baslc Materlals 24 29 6.00 7.45
Utilities 7 0 .75 0.00
Telecom 1 1 0.25 0.31
A5 Of B/24/07. SoUrcas: MErke tareder.com; Dow Jonas INdexes
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How Now, Dow?

Four Dow 30 stocks have been added to the Barron’s 400, while three have been shed, reflecting their MarketGrader scores as of Aug. 31. The
small stocks deleted all saw their market values fall below the required minimum of $250 million.

Additions: Largest Five by Market Cap

Market
Company Ticker Cap (mil) Grade*
Citigroup ¢ $231,858 69.19
Procter & Gamble PG 215,305 66.87
Coca-Cola KO 120,070 69.09
Merck MRK 107,805 65.02
Wachovia WB 95,393 66.35
Additions: Smallest Five by Market Cap

Market
Company Ticker Cap (mil) Grade*
AeroVironment AVAV $259 70.0
James River Group JRVR 259 64.8
SeaBright Insurance SEAB 267 76.9
eHealth EHTH 268 77.6
Delek US Holdings DK 273 74.3
Deletions: Largest Five by Market Cap

Market
Company Ticker Cap (mil) Grade*
Exxon Mobil XOM $504,833 63.5
Pfizer PFE 172,141 40.0
ConocoPhillips Ccop 129,762 47.4
Goldman Sachs GS 70,477 63.7
Walt Disney DIS 62,327 55.7
Deletions: Smallest Five by Market Cap

Market
Company Ticker Cap (mil) Grade*
New York & Co. NWY $167 47.3
Universal Stainless USAP 208 45.8
Brookfield Homes BHS 229 771
Anaren ANEN 242 63.0
Vaalco Energy EGY 245 64.3
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