Training Tips, Tricks, & Techniques

Upside/Downside Ratio

What is an Upside/Downside Ratio?

The upside/downside ratio is a comparison of the potential for the price to
increase to the potential for the price to decrease. Think of it as a reward to risk
ratio.

The potential increase in price is the difference between the current price and the
forecast high price. The potential decrease is the difference between the current
price and the forecast low price.

NAIC recommends an upside/downside ratio of at least three to one (3:1).

So an upside/downside ratio of ten to one or higher must be a fantastic buy!

Whoa, not so fast. The ratio does increase with a larger difference between the
current price and the forecast high price. But it is more common that very high
upside/downside ratios are from the current price getting too close to the
forecast low price. As the current price approaches the forecast low price the
ratio blows up.

At ratios above ten to one, the price can be too near the forecast low price. If this
is the case, you may want to find out why the stock is trading so close to your
forecast low price. Is there any bad news that was not taken into consideration?

What about an Upside/Downside Ratio of 99.9+ ?

This case is when the current price is below the forecasted low price. Re-evaluate
your low price forecast.

Forecasted low price 0,630 5.6
must be lower than 0.017 - [z

£E the current price. -
_ Low Forecast Price Equals

[TCAT (LY Bkl

Fange. 1/2 of B

qnz Lower 102 = R 42.5 to 53.1
(e, hiddle 153 = 53.1 ta 63.7
acp Yeper 102 = 63.7 to 4. Ash rEell)
Present hiarket Price of * 41.960 iz in the BuY.;-_ - Range
O UP-510E DOwN-5I0E RATIOWPotertial Gain ws. Risl £ |

Wigh Price asn 743 MW_BSB
= 32.3 = 99.9 + To 1
Prazent Price 41.960 hinus Low Price (60 42.9 -0.5 \E’/
E PRICE TARGET [Mote® he potential rarket price appreciztion over the nest five ywears in simple interest terms ]

High Price aan 4.3

=0 1.711 3 HAbD= | 117.1 y - 100 = .1 % Appreciation
Preszent Maret Price 41. 960 IE

- Relative Value: 8$4.5%% Proj. RBelatiwve Value: 75.1%

Space Coast Chapter NAIC

upside-downside-ratio-TK5.doc www.Better-Investing.org/Chapter/Space Last printed 5/3/2005 9:06 AM



What about an Upside/Downside Ratio of 0.0- ?

Another special case is when you see an upside downside ratio of "0.0 -." This is
another special case where the current price is above your forecasted high price.
This could be because the price of the stock is too rich (look at the relative value
to see if it is above 110%).

You may be too conservative in the growth estimate. Is your P/E judgment
reasonable?
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