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The Purpose of Research
[bookmark: OLE_LINK3][bookmark: OLE_LINK4]This research is intended to find out the relationship between adjusted P/E ratio and one-year stock return from 03/21/2009 to 03/20/2010.  The adjusted P/E was defined as follows:

Adjusted P/E = 

Note: 3 year avg used in the denominator are from 03/21/2006 to 03/21/2009.
Question: “What happened if you had bought stocks in the US exchange on 03/21/2009 based on the adjusted P/E?”

Screening Method
Step 1: Companies in major US Exchanges
Step 2: Three year average number for the following items from 03/21/2006 to 03/21/2009
	Only companies with:
- Only Positive average earnings
	- Total Depreciation & Amortization expense greater than zero
	- Market Capitalization on 03/21/2009 greater than zero
Step 3: Derived 1,731 companies

Result (03/21/2009 to 03/20/2010 return)
	Adj. P/E Ranking
	Avg Return by P/E
	Small
	Medium
	Large

	1 (Low 10%)
	196.78%
	181.12%
	244.01%
	165.22%

	2
	110.88%
	123.35%
	112.89%
	96.60%

	3
	110.58%
	109.74%
	104.25%
	117.73%

	4
	97.42%
	92.69%
	120.29%
	79.19%

	5
	89.55%
	95.41%
	97.06%
	76.29%

	6
	67.95%
	59.88%
	75.59%
	68.25%

	7
	55.20%
	58.56%
	57.04%
	50.05%

	8
	59.46%
	60.32%
	66.97%
	51.12%

	9
	53.07%
	58.24%
	52.41%
	48.66%

	10 (High 10%)
	53.88%
	61.40%
	66.08%
	34.30%

	
	Avg Retun by Size
	108.74%
	93.89%
	65.99%



Conclusion
The low adjusted P/E stocks generated superior returns than those with high adjusted P/E during the tested period, regardless of size.  Graphical result is shown on the next page.
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Annual Return by P/E



Annual Return by P/E and Size

Avg Return by P/E	1 (Low)	2	3	4	5	6	7	8	9	10 (High)	1.9678182933302384	1.1087664859428421	1.1057718839847166	0.97418218037942794	0.89552307523741737	0.67953636496273473	0.55196696361472264	0.59462852211627448	0.53074446908255513	0.53880503798827373	Small	1 (Low)	2	3	4	5	6	7	8	9	10 (High)	1.8111918754877605	1.2335477856611019	1.0973544909076445	0.92689389542000378	0.95407729765488525	0.5987903507787522	0.58564012055739334	0.60318452439375125	0.5824285637944514	0.61398525545268179	Medium	1 (Low)	2	3	4	5	6	7	8	9	10 (High)	2.4400506352563771	1.1288675067201555	1.0424671566598169	1.2028888856692703	0.97056621305711355	0.75588987524150453	0.57038202989771691	0.66968254175250064	0.52406159398119978	0.66077283687720989	Large	1 (Low)	2	3	4	5	6	7	8	9	10 (High)	1.6522123692465762	0.96603556716655259	1.1773488769198446	0.79194844479108983	0.76293527055917709	0.68253669620960433	0.50045931206048322	0.51116601748321688	0.48663435455325466	0.3429532322808676	