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Enhanced Dividend Strategy

Performance is all about the investor perception of the stock, according to Harvey Neiman, the
manager of the Neiman Large Cap Value Fund. The fund focuses on dividend paying companies, as
the market tends to supports them, and enhances that dividend through writing call options. He
relies on a number of fundamental screens to build a portfolio of stable companies that can not

only perform, but also can help protect.

Q: What are the core beliefs that
guide your money management?

A: The core of our philosophy is that
we consider picking stocks as select-
ing business. We invest in businesses
that are run well, not just in stocks,
chart movements, trend analyses, or
the recent relative strength stocks. Of
course, we do want our stocks to do
well, but our screening process begins
with a search for companies with good
fundamental metrics.

Another key element of our philosophy
is the dividend. The original name of the
fund, which was launched in 2003, was
“Neiman Enhanced Dividend Fund.” We
look for dividends that are stable and
show evidence of growth. In addition,
we enhance the dividend through writ-
ing covered calls.

The dividends are important in more
than one way: first, the market tends
to support stocks that pay healthy
dividends, and second, the dividend ex-
plains the philosophy of the company
itself. Those companies constantly aim
to hold up and increase their cash flow
and to share it with their shareholders.

By prospectus, at least 80% of the fund
isinvestedinlarge-cap U.S. stocks with
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a minimum capitalization of $5 billion,
good cash flow, and low debt levels.
The stocks we chose may be boring,
but these are low-debt, dividend paying
companies that we feel can withstand
the upcoming recession that everybody
is worried about. Overall, we focus not
only on trying to outperform the mar-
ket, but also on providing downside
protection.

We are definitely not a top-down asset
allocator. Of course, we are aware of
the industry in which the company op-
erates, but we don’t allocate the port-
folio to gain a specific exposure in any
one industry. We may have occasional
sector overweight but, typically, the
fund is well diversified across indus-
tries. The idea is to invest in industry
leaders across various industries. We
have no preconceived industry bias in
our selection process.

Q: What would you consider a good
dividend? Could you explain in more
detail the dividend enhancement
system?

A: A good dividend in today’s market
might be 2%; the best dividend might
be 4%. Over the years, we have de-
vised a system for handling individual
accounts and we write covered calls.

LAY ENSNENE and his son Daniel formed

Neiman Capital Management LLC in 2000, an
independent Registered Investment Advisor
firm handling private portfolio accounts.

Neiman served as professor of law at Thomas
Jefferson School of Law until 1991. He entered
the field of finance and investments in 1992,
working on the retail side at Merrill Lynch,
later at Morgan Stanley Dean Witter, and later
at A.G. Edwards.

Neiman earned his bachelor’'s degree in
Political Science at U.C. Santa Barbara, his
Juris Doctor degree and later his LLM degree
in Taxation from the University of San Diego
School of Law
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If two stocks are otherwise equal, we
would prefer the one with the better
call options.

Writing covered calls brings in the cash
flow and that’s how we enhance the
dividend. Let’s say that we own 1,000
shares of company X that we bought
for $50. Instead of focusing on numer-
ous scientific models that can be either
right or wrong, such as the dividend
discount model or the target price, we
just look at the option premium for X
four months from now at $55. Then we
make the decision.

If in four months, X went from $50 to
$55, and we also picked up $2 in pre-
mium and $0.50 in dividend, that’s in
excess of 20% potential return in that
stock, and it didn’t have to go to $80.
But we don’t prognosticate whether
that will happen or not. Because of the
$2 in premium, our cost was not really
$50, but $48. So, in the case of drop of
10% in the stock, we would lose less
than 10%. We’ve made a contribution
to the protection of the downside.

“The stocks we chose may be
boring, but these are low-debt,
dividend paying companies
that we feel can withstand

the upcoming recession that
everybody is worried about.”

We do that across the board, not nec-
essarily selling options on every single
stock. We have learned that when the
stock market makes a great move,
stocks go from $50 to $55, even to
$65, and we're not going to give up the
upside on all the stocks. This strategy
has helped us keep up with the market
in positive years, such as 2007, and
lose less when the market is down. Of
course, our portfolio can go down, but
we have a focus on helping protect our
clients from the downside as well.

Q: What fundamental metrics do you
use to select companies?

A: We invest in large-cap domestic
stocks that pay dividends. Since these
generally consist of 80% of the portfo-
lio, we still have enough flexibility to
invest part of the fund elsewhere, if we
find attractive opportunities. We have
had a few foreign stocks in the port-
folio, but that’s not the primary expo-
sure.

We have a staged screening process
that has evolved since 2003. Through
several screening tools, we isolate
the large-cap stocks that consistently
show healthy revenue, revenue growth,
return on equity, debt-to-equity ratio,
and the level of the dividends. We also
screen for the common value metrics,
such as price-to-book, price-to-earn-
ings, and price-to-cash flow to make
sure that we are buying value. For ex-
ample, we may screen only for compa-
nies with price-to-earnings of less than
25. That might be our initial screen and
from here on we tighten the selection
process further using multiple of crite-
ria as | mentioned earlier.

Q: How do you measure earnings
quality?

A: We try to keep it simple. All the
screening and valuation is done on a
relative basis, as the entire stock mar-
ket exists on a relative basis - stocks
are compared to each other and to the
benchmarks. My way of keeping it sim-
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ple is running the fund as a comparison
of businesses. | don’'t do in-depth mea-
sure of the quality of earnings, because
the end result, the performance, is really
about the various industries and inves-
tors’ perceptions of the various stocks.

| do not use any analysts’ opinions or
research from proprietary firms, be-
cause those professional opinions have
a lot of bias. It is the market bias that
is the most objective one, in my opinion.
Therefore, my research has to be based
on the same research available to any
investor who has access to a computer,
such as the information published by
S&P, Yahoo!, or Bloomberg.

To me, the quality of earnings doesn’t
really relate to the constant monitor-
ing of a full portfolio that’s diversified.
If a stock falls below our alerts on the
downside and we unload it, that loss
might not hurt our portfolio. If the entire
economy goes down, then we're all in
the same boat anyway. The bottom line
is that | have a very practical approach
for running the fund. | am not sure if this
approach is unique, but it is one we are
comfortable with.

In relation to P/E ratio, typically, | use
the historical earnings derived from the
published financial reports. For the P/E
ratio, | use the trailing 12-month screen,
while for the earnings growth | use three-
year period.

Q: Could you give us some examples
of stock picks that illustrate your re-
search process?

A: | have no favorite stocks; there may
be even companies that | do not know
much about, until we add them to our
portfolio. | selected them because of
their strong fundamental numbers that
meet our requirements. When a stock
no longer meets our criteria, we elimi-
nate it and it is forgotten. We may re-
visit it six months later, if all of a sudden
business performance improves and it
reappears on our radar.



There are some 40 stocks in the fund
and we follow them during market
hours. That means that | know how
they are doing and how they compare
to the market in general. The biggest
concern of investors seems to be how
they are doing compared to the market,
so | measure how we're doing for our
clients compared to market indexes
such as S&P 500.

If a stock is down a couple of dollars to-
day, it could be for a variety of reasons.
It might be down just because it is a
volatile stock. If a company is run well,
it can withstand some volatility, which
is often part of the business.

Basically, once we've made the original
selection process, running a portfolio
means monitoring and knowing how
the stocks are doing. We’'re investing
in businesses with managers doing
their best running their companies. It
is their job.

Q: What would trigger a sell deci-
sion? How would you describe your
sell discipline?

A: If one of our stocks goes down by
20 percent, for example, and the rest
of our portfolio is not down, we would
have to rethink that stock. If the mar-
ket is up, we would examine the stocks
that are down in our portfolio, because
they are acting contrary to the market.
Then we would take a hard look and
shore up the process.

| believe that | do have an obligation
to my investors to manage the portfolio
and | have an additional motive for do-
ing well, because | have my own money
into the fund. So, | do my best to tight-
en up the portfolio whenever possible.

Q: You mentioned that there are
some 40 stocks in the fund. What
is the typical number of stocks you
hold in the fund?

A: We're still a small fund, but we've
recently grown from $5.5 million as-
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sets under management to almost $9
million. Morningstar awarded us five
stars in February and, as a result, we
have enjoyed significant growth. Prior
to that, however, the fund was about
$3 million. Within that range, you can’t
buy 100 stocks until your fund get
bigger. Therefore, we keep around 40
stocks in our fund right now.

| don’t think that we need 100 stocks
to diversify. We look for the best com-
panies across various industries, and
some studies indicate that you are
well diversified at 25 stocks, if you
cross industries. You can also monitor
the stocks better if they are a more
manageable number. The goal is to
avoid over-selection. So, the number
of stocks may increase to 60, when
the fund grows to $200 million. | think
it is a question of adapting to the situ-
ation, but within the philosophy and
the discipline, and avoiding a style
drift.

Q: What risks do you perceive and
how do you monitor and control
them?

A: One form of risk is the stock mar-
ket risk that every investor faces. We
also face that same risk, and there is
not much any one individual can do to
change that. There is another form of
risk which is individual stock risk. |
think dealing with that risk with our
strategy is self-evident. Picking the
companies with the best numbers
through our screening and investiga-
tion process, greatly diminishes the
price volatility, especially when you
buy companies that pay dividends.
The market supports the stocks that
pay healthy and growing dividends, be-
cause such companies, typically, have
a focus on increasing the free cash
flow and returning it to the sharehold-
er. The low-debt criterion also helps to
diminish the individual stock risk. So,
the downside protection is embedded
in the selection process, which aims
at a fundamentally strong portfolio. il
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Neiman Large Cap Value Fund

Symbol NEIMX
Website www.neimanfunds.com
Address Neiman Funds
PO Box 205
Rancho Santa Fe, CA 92067

Tel. No. 858-759-4223
Inception  04/01/2003
PORTFOLIO
Total Net Assets* $8.9
Avg Mkt Cap ($ Weighted) * $77,500
Average Price/Earnings Ratio 14.49x
Average Price/Book Ratio 3.33x
Turnover Ratio 117%
INVESTMENT INFORMATION
New Investment Open
Min Initial Investment $1,000
Min Subsequent Investment $100
Min Initial IRA Investment $500
RISK (AGAINST S&P 500 DAILY REINV IX - 3 YEARS)
Alpha 0.71
Beta 0.41
R-Squared 0.46
Ann. Std Deviation 5,33
Sharpe Ratio 1.46
RETURNS VS. S&P 500 DAILY REINV INDEX

NEIMX Index
1 Year (Cum.) 7.87% -6.70%
3 Year (Ann.) 12.34% 7.57%
5 Year (Ann.) 9.20% 9.77%
RETURNS VS. RUSSELL 1000 TR INDEX

NEIMX Index
1 Year (Cum.) 7.87% -6.25%
3 Year (Ann.) 12.34% 8.03%
5 Year (Ann.) 9.20% 10.40%
FEES AND EXPENSES
Max Sales Charge - Front 0.00%
Max Sales Charge - Deferred 0.00%
Max Redemption Fee 0.00%
Total Expense Ratio 1.75%
PORTFOLIO MANAGER
Harvey Neiman 2003

*millions
Data through: 05/31/2008

Source: Company Documents; Lipper

Ticker staff searches for mutual funds
for their consistency in performance
and durability of investment style.

Our interview covers investment phi-
losophy and strategy, research pro-
cess, portfolio construction and risk
control for funds. Through an inter-
view we uncover long-term strategies
and processes that help to generate

long-term returns.

You can read more on this and other

funds at Ticker.com




