Rules for selling stock (Robertson (black); NAIC (red); Crow River IC (green)):
A. Because you need the money (including to pay off departing members (for a club))

B. Because the quality of an individual holding is weakening 

1)    The company has had an adverse management change

· CEO or CFO leaves abruptly without notice or explanation

· Office of the company is under investigation for fraudulent activities

· An uproven team is brought in by the board or corporate raiders

· Mgmt. doesn’t accomplish what it has promised in the Letter to Shareholders

2)    Profit margins are declining or the financial structure is deteriorating

· Declining pre-tax profit (nearly always a precursor to disappointing earnings)

· Substantial increases in debt (we choose to invest in lo-debt companies so that when hard times come, they won’t be overwhelmed by interest payments, which affect earnings)
· If the compounded total return is less than current money market rates of 12-month CD rates (Smith)
· Look for a decline in sales on the Pert – only catastrophic changes can influence a statistic as stable as sales (Traub); for retail stocks, watch their monthly same-store sales reports – these can be an advance warning (Hess).
· TTM EPS – look at 12 months because one quarter isn’t significant (Traub)
· Trend report – two disappointing quarter in a row should trigger research (Traub)
3)    Direct or indirect competition stands to affect the company's long-term prosperity.
· Key is to watch profit margins; competition can take away market share and force a company to lower its prices, which reduces profit margins

4)    A company's success is too dependent upon a single product whose cycle is running out (beware of companies with too few products or customers)
5)    The company is in a cyclical industry and the cycle is about to start down

· Use Standard and Poor’s earnings and dividend rank (A+ to D)
· Can do a “GPA” for portfolio
C. Because the decisions make the portfolio better

7)    An issue of equal or greater quality offers more gain prospects on the upside and less risk on the downside
· Are our expectations of reward high enough?  
· Do we have some new candidates that have the right characteristics?  Compare the sell candidate to the closest peers to see if the problem is company-specific or industry-wide (Hess).Improve upside/downside ratio  (look for poor returns or UD ratios where the risk is higher than the reward, such as 0.5:1 (Traub) or less than 1:1 (Smith)
· Replace stock with a disappointing growth rate or expected total return (don’t allow mistakes or a company’s bad fortune to affect our portfolio). Compare the sell candidate to the watch list for equal or better quality with a better total return (Hess).
· Would buying a new stock strengthen the portfolio and support diversification?
Note: Before replacing, do a very optimistic SSG using the next 4 quarters estimates to give you the most optimistic future high and low prices and lowest PE ratios; if the risk doesn’t change, consider selling
8) The stock is way overpriced (at least 150% of the five-year Average P/E) and the company's earnings are growing at 12% or less (CRIC says single digits or less; Robertson says low single digits or less) – in which case it makes sense to sell and replace with a stock that has a higher expected return. Even then, you might consider holding-or selling only some of it. NOTE:  Wrong reasons for selling is stagnant price (in spite of expected returns) or temporary bad news; view information from a long-term perspective.
· If stock is overpriced, it can be replaced by a more attractive stock or sold to lock in profits – only to be bought back when the price becomes more reasonable
· Diversification -- No one company should account for more than 15% of the value of overall portfolio; when this happens it might be time to sell a portion to diversify holdings
· How many companies are enough? 
· Would buying a new stock support diversification and strengthen the portfolio?
NOTE: Evaluate your portfolio before and after making any decision for the following:

· Quality GPA
· PAR
· Exp Sales
· Exp. Avg. P/E
· Cash on hand
· Financial Strength
· EPS Predictability 
NOTES:

First, note that the first rule for selling is . . . don't! . . . unless it meets one of the criteria above.
Also note that, of the eight NAIC reasons for selling, only the eighth suggests that you might sell to take a profit-and then only if: a) the price is way above average; and b) the company is growing relatively slowly.

The first five of the rules call for chucking losers. The sixth suggests "weeding and feeding" in order not to be grossly over weighted in any particular industry or market sector. The seventh and eighth call for replacing a stock with a low potential only when you can find one as good or better with a greater possible return.  
Some suggest an annual turnover rate of 10-15% appropriate.
The wrong reasons for selling are 1) emotional attachment to the stock; 2) hate to admit we made a mistake; 3) hate to take a loss; 4) tax reasons.
