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On Oct. 21, 2011, Lake Shore Gold Corp. (LSG:AMEX) 

gapped up at the open, traded 132,200 shares and closed at 

$1.28, up slightly from the day before. At first glance, it was 

nothing to get too excited about.

But there was more to LSG than met the eye.

To start, the 132,200 shares traded that Friday marked  

the second big jump in volume in a row, exceeding that of the 

previous two days combined. More significantly, the increased 

activity wasn’t driven by company news or any change in 

overall market conditions. 

In other words, there was no obvious reason to justify the 

love LSG received.

Now, if you believe (as I do) that most people are moti-

vated to invest largely due to a catalyst of some sort — an 

earnings release, company filing or other news item — we  

are left with one inescapable conclusion: the interest in LSG 

did not come from the public.

Of course, we all know that insider trading (trading on  

the basis of nonpublic information) is illegal… for most. Still, 

it’s hard for me to believe that insiders don’t sometimes fudge 

on the rules a little bit.

Heck, our fine leaders in Washington as much as admitted 

this with their handling (or nonhandling) of the Stop Trading 

On Congressional Knowledge, or STOCK, Act.

The bill, which was first introduced by Brian Baird and 

Louise Slaughter in 2006, prohibits members of Congress  

and their aids from profiting on nonpublic information —  

just like everybody else. Yet it has been continually killed  

in committee.

So, if we accept the fact that insiders and “public servants” 

occasionally act on nondisclosed knowledge, our course is clear. 

It is best summed up by the old saying: “If you can’t beat ‘em, 

join ‘em.”

One week after LSG showed its mysterious increase in volume, 

the stock reached a high of $1.70 on news that the company’s 

Fenn-Gib Project was going better than expected. That’s a 32% 

gain in five trading days or an annualized return of 1,711%.

After witnessing the LSG phenomenon, I wondered if  

there were similar cases that we could document and, more 

importantly, profit from.

There were.

On July 7, volume in OPKO Health Inc. (OPK:NYSE) 

reached 2,129,000 shares — double what it was the day  

before and nearly five times what it was the day before that. 

Like LSG, OPK showed no recent news items to account for 

the sudden flurry of activity.

A week later, the explanation came. 

Ladenburg Thalmann & Co. initiated coverage on  

OPKO with a “buy” recommendation and the stock recorded 

its highest close in over four months. At $4.33 a share, OPKO 

Health had appreciated 9.3% since the initial volume spike  

on July 6 — good for an annualized return of 487%.

There’s more.

After huge volume increases on Nov. 10 and Nov. 11 of this 

year, China Real Estate Information Corp. (CRIC:NASADAQ) 

announced on Nov. 14 that it would report its third-quarter 

earnings later the next week.
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Perhaps anticipating good news 

(which never came), buyers moved in 

and pushed CRIC to a high of $5.36  

on Nov. 18 — a 7.6% increase from its 

closing price of $4.98 on the 14th.

OK, I can hear some of you grumbling, 

a few examples are nice but what do  

they prove?

Well, nothing, really… which is  

why I decided to construct a more formal 

study. My objective was simple: to find 

out whether or not stocks that showed  

an unexplained increase in activity, with 

no catalyst, made for good trades.

Notice I say “trades,” not “investments.” 

The reason for this is obvious. I am only 

looking at technical indicators, i.e. price and 

volume; I am not considering fundamentals. 

What’s more, I am specifically targeting 

what I will term “hidden insider trading,” 

or HIT for short. 

HIT is behind many of the mysterious  

moves we see on Wall Street every day. 

Nonetheless, insiders are sometimes 

wrong. Just like many parents cannot 

be objective about their own kids, many 

insiders find it impossible to be objective 

about the companies they work for or  

are closely aligned with.

With that in mind, let’s establish the 

ground rules for our study. I scanned for 

stocks that met the following criteria:

• Market cap of less than $2 billion. 

This is a small-cap newsletter, after 

all, so it makes sense to stick to 

stocks in the small-cap arena.

• Average volume of 50,000 or greater 

(to ensure liquidity).

• Current price of less than $5 (at the 

time of the scan on Oct. 10, 2011). 

Again, to better keep with our  

small-cap theme, I thought it best  

to evaluate only cheaper stocks. As  

a bonus, such stocks are typically 

more volatile and susceptible to HIT 

than their costlier counterparts.

From the resulting list, I chose the 

top 50 stocks based on market cap 

(largest to smallest) and perused each 

company’s trading data over the past 12 

months. Specifically, I was looking for: 

A) Two consecutive trading days 

featuring a volume increase of 50% 

or greater. If, for example, a stock’s 

volume was 40,000 one day, it had 

to have been 60,000 or more the 

next (trading) day (40,000 + 50% = 

60,000) to remain eligible.

B) Absolutely no references from any 

major news source of the stock or its 

ticker symbol during the two days of 

increasing volume noted above. 

This sounds tougher to track than 

it actually is. Most of the bigger 

financial sites will offer news from a 

variety of sources, including company 

press releases, the Associated Press, 

and even venues like Forbes, Motley 

Fool and Seeking Alpha. 

To keep things painless, I used the 

Yahoo news feed for this study.

At the end of the data-gathering  

process, I was left with 18 companies,  

83 qualifying scenarios… and one  

massive headache.

But then came the fun part: crunching 

the numbers. 

The first thing I did was determine 

an entry point for each of the scenarios. 

To make it simple, I settled on the prior 

day’s close or lower. 

Next, and this is something we 

haven’t discussed yet, I attempted to 

figure out whether the HIT was positive 

(insiders were buying) or negative (insiders  

were selling) in each of the scenarios. 

This wasn’t hard to do. If the stock went 

down over the two HIT days (see point 

A above), I considered it to be the latter; 

if not, I assumed it to be the former.

Of course, distinguishing between 

the two is important because we want to 

invest in a stock that insiders are buying, 

not selling. Likewise, to assure there is 

still some upside potential, we want to avoid 

stocks that experienced excessive HIT.

By insisting that the closing price of 

each stock varied by less than 4% (higher 

or lower) on the designated HIT days, 

we avoided some nasty corrections.

Lastly, I tabulated the results after  

five trading days. Here’s what I found.

Of the 18 investments, 14 were 

profitable after only five trading days and 

What’s more, I am 

specifically targeting 

what I will term  

“hidden insider trading,” 

or HIT for short.
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Ralph Waldo Emerson once said, 

“Build a better mousetrap and the world 

will beat a path to your door.” 

That is exactly what most technology 

companies try to do. Only their mouse-

traps come in the form of a better search 

engine, or a better computer, or a cure 

for some awful disease.

Because they deal in a field that is 

always changing, however, technology 

companies seem to always be one break-

through away from fame and glory…  

or defeat and despair.

In a recent alert, I pointed readers to a 

company called Alexza Pharmaceuticals 

(ALXA:NASDAQ). Although technically  

a micro cap and, therefore, not an official 

portfolio pick, I was nonetheless intrigued 

by this fledgling biotech company.

ALXA had plunged on news that  

the Food and Drug Administration 

(FDA) was, shall we say, “unimpressed,” 

by the resubmission of the company’s 

application for Adasuve, an inhaled 

antipsychotic drug. 

Citing various health risks for 

patients with respiratory issues, the FDA 

first rejected Adasuve in October 2010. 

Rather than address the FDA’s concerns, 

though, Alexza’s resubmission simply 

proposed a risk management strategy.

Still, I was optimistic.

“I think the reaction to the FDA’s  

(expected) ruling was overly severe,” I 

wrote on Dec. 9, pointing out that an 

“independent agency is scheduled to review 

the FDA’s findings and if that is even 

halfway positive — or simply not 100% 

negative — ALXA could rebound.”

ALXA did rebound. 

After trading was suspended prior to 

the independent agency’s ruling (a half-

hearted thumbs-up), ALXA went from 

63 cents on Friday, Dec. 9, to over $1 in 

premarket trading on Tuesday, Dec. 13. 

I bring this up because: a) it demon-

strates how news sensitive technology 

stocks can be; and b) the story of  

ALXA ties in very well with the stock  

I recommend this month.

Education Technology?   

Career Education Corp. 

(CECO:NASDAQ) runs a variety of 

colleges, schools and universities, with 

more than 90 campuses in the United 

States, France, Italy, the United Kingdom 

and the Principality of Monaco.

Now, I know what you’re thinking. 

What in the world does education have 

to do with technology and building a 

better mousetrap? Two things, really:

1) Because Career Education Corp. 

operates for-profit institutions, its 

goals are different from those of 

many publicly funded schools and 

universities. Sure, we all want a good 

education — not everybody can 

GettInG “schooled” on a Good Value

the average return was just a shade under 

3%, or 183.4% on an annual basis. 

Talk about some impressive HIT!

And here’s the exciting part: This is 

just a small study using only technical 

criteria. Think of how many stocks are 

out there — right now — showing HIT 

and ready to be traded. Better yet, think 

of how the study results might be made 

even stronger if some fundamental  

analysis were thrown in the mix as well.

When I discuss my featured stock 

later, you’ll see how a University of  

Chicago professor did just that in relation 

to low price-to-book stocks; and how that 

simple analysis helped him more than 

double the averages of the S&P 500 from 

1976 to 1996 (the time of his study).

A big part of profiting from any 

speculative venture is to get the percentages 

working for you. Starting with a 183.4% 

annual cushion sure helps.

At the very least, this angle bears 

watching in the future. Read my alerts 

and I’ll be sure to keep everyone abreast 

of promising HIT stocks that I come 

across in my day-to-day activities. 

Above all, keep an eye on those active 

stocks and scan the financial headlines. 

What you don’t see may surprise you. n
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be a reality TV star — but, mostly, 

people go to school as a means of 

getting a good job later in life. 

Personally, I’ve never heard someone 

say, “My dream is to become highly 

educated so I can work a dead-end 

job.” If such people even exist, I’m 

guessing they live in mom and dad’s 

basement and are better known by 

their “World of Warcraft” screen 

name than by their birth name.

For-profit schools, like those oper-

ated by Career Education Corp., 

understand this. Hence, post-school 

concerns like job placement are a 

priority, not an afterthought. 

2) Nearly 40% of Career Education 

Corp. students attend classes online 

and 71% of its new students come 

from Internet-generated marketing 

leads, making the need for the com-

pany to stay abreast of technological 

advances even more vital.

Straying Off Course    

For much of its history, CECO has 

been an investor’s dream… provided 

one dreams about car crashes, train 

wrecks and other disasters. While  

revenue and earnings surged over the 

past couple of years, CECO’s share  

price did not. 

In fact, from 2007 to 2010, when 

Career Education Corp.’s revenues grew 

by a respectable 28.6%, the company’s 

share price actually fell by nearly 18% —  

from $24.78 at the end of 2007 to 

$20.73 at the end of last year. 

This year, things have gone from  

bad to worse. 

First, earnings went south. In the 

third quarter, CECO reported that its 

net income shrank to $10.6 million, or 

14 cents a share, versus $26.1 million, 

or 33 cents per share, for the same  

period last year. Analysts had anticipated 

34 cents per share, according to FactSet.

It got worse…

The company also reported its 

student enrollment had withered to 

104,000, down almost 12% from the 

year before. Obviously, this doesn’t bode 

well for the near future. No students, no 

revenue, no earnings.

And worse…

Amidst increasing state and federal 

scrutiny of for-profit schools over aggres-

sive recruitment practices, misleading  

job-placement rates for graduates and 

other issues, Career Education Corp. 

CEO Gary McCullough resigned suddenly. 

McCullough, who had only assumed 

command from company founder Jack 

Larson on March 7, 2007, was replaced, 

on an interim basis, by Steven Lesnik.

And even worse.

Not surprisingly, a slew of analysts 

and pundits downgraded CECO after  

it fell from $15.95 on Nov. 1 to $8.32 

on Nov. 2, the day McCullough rode  

off into the sunset.

First Analysis rated the company 

“Underweight” (that’s what happens 

when you drop 48% in 24 hours) and 

Wunderlich changed its rating from a 

“buy” to a “hold.” 

Of course, there was a rash of legal 

action as well.

The Value School 

Little has changed on the legislative 

front. Mere days before deadline, Rep. Elijah 

Cummings of Maryland, the ranking  

Democrat on the House Oversight 

and Government Reform Committee, 

SOURCE: Company Reports
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launched an investigation into executive 

pay at for-profit colleges.

According to The Wall Street Journal, 

“Thirteen school operators, including 

University of Phoenix parent Apollo Group 

Inc. (APOL:NASDAQ) and DeVry Inc. 

(DV:NYSE), have been asked to provide 

information on executive salaries, bonuses 

and other compensation in order to  

determine whether their pay is ‘appropriately  

tied’ to student performance.”

Now there’s an idea… tying executive 

pay to student performance. Oh, how  

I wish politicians’ pay was tied to their 

job performance — we’d all be eligible 

for rebate checks.

But I digress.

My point in detailing CECO’s woes — 

in case you’re scratching your head and 

muttering, “He likes this stock?” — is  

to make the case for value investing.  

Let me do that by first quoting one  

of the great value investors of all time, 

Warren Buffett. 

The Oracle of Omaha once said, 

“Be fearful when others are greedy, and 

greedy when others are fearful.”

It is a saying we hear a lot. And, 

like trying to catch a falling knife, it’s 

a tactic that leads to pain for many 

investors. But, when we use time-tested 

fundamental analysis, we can prove that 

now is the time to buy.

True Value
One of the most overlooked tech-

niques in a headline-driven market like 

this one is classic value analysis. It is 

the stuff of Graham and Dodd and has 

proven to be the backbone of long-

term wealth generation over the past 

century. When investors are this fearful 

of a sector, it’s a surefire clue we need 

to look for hidden value.

Clearly, investors are scared to death of 

for-profit schools right now… and it’s not 

just CECO giving them the heebie-jeebies. 

Since the closing bell of 2008, when the 

jobless rate soared, nearly all major for- 

profit schools have seen their shares plunge. 

Sit down, grip your chair and take  

a look at the chart. The industry has  

been slaughtered.

Now remember what I said earlier:  

For-profit colleges cater to folks who 

are going back to school with the  

hopes of one day landing a better job. 

With the national unemployment rate 

consistently hovering north of 8%  

over the past three years, better job 

has been replaced by a job… any job. 

Hence, it’s only natural that for-profit 

schools are feeling the pinch.

So, let’s talk about value investing. 

What is it, exactly? 

One of the best definitions I’ve seen 

was offered by Howard Marks, founder 

of Oaktree Capital.

“For each asset you’re considering, 

you must have a strongly held view  

of its intrinsic value,” Marks said. 

“When its price is below that value, 

it’s generally a buy. When its price is 

higher, it’s a sell. In a nutshell, that’s 

value investing.”

Of course, a strong view of inherent 

value is not the same thing as strong 

proof of inherent value. However, there 

are some fairly basic ways we can assess 

the true worth of a stock.

The first way is to simply look at a 

company’s book value. In theory, this 

is the amount that would be left to 

pay investors should the company be 

liquidated. The problem is, when book 

SOURCE: Yahoo Finance
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value is the best argument one has for 

investing in a company, the chance of 

liquidation becomes infinitely greater.

At least that’s the opinion of Joseph 

Piotroski. After noticing that stocks 

with low, or what some would call  

desirable, price-to-book values were  

often in lousy financial shape, the 

former professor of accounting at the 

University of Chicago came up with 

a point system that used historical 

financial records to separate the future 

winners from the future “blue light 

specials.”

Through back-testing (I love this 

guy), Piotroski found that by buying 

the stocks his method rated the highest 

and short-selling those that it rated the 

lowest, an investor could significantly 

beat the the S&P 500.

This is relevant because, as it so 

happens, CECO has a very low price-

to-book ratio — 0.57 to be exact.  

And — surprise, surprise — it also has  

a perfect Piotroski score (9). 

Here’s how that score was derived…

Net Income: Piotroski awards a 

company one point if last year’s net  

income was positive. CECO boasted  

net income of $157.8 million last year.

Operating Cash Flow: Likewise, 

Piotroski gives a company a point if  

last year’s operating cash flow was in  

the black. CECO had $272.3 million  

in operating cash flow.

Return on Assets Increasing:  

Here, a point is awarded if last year’s 

return on assets was greater than the 

year before. Once again, CECO meets 

this criterion. Last year the company’s 

return on assets was 10.1%, versus 

5.2% in 2009.

Quality of Earnings: As determined 

above, CECO’s operating cash flow is 

greater than its net income. Hence,  

the company gets another point.

Long-term Debt vs. Assets: With 

this criterion, Piotroski is looking 

for a reduction in long-term debt in 

relation to assets. CECO’s long-term 

debt totaled $162.2 million in 2010 

and $199.8 million in 2009, while the 

value of its assets increased by 94.3% 

from 2009 to 2010.

Current Ratio: An increasing  

current ratio is what Piotroski wants to 

see and CECO delivers. The company’s 

current ratio was 1.33 at the end of 

2011, 1.43 at the end of 2009 and is 

1.49 presently.

Shares Outstanding: Outstanding 

shares need to be the same or lower 

than the previous year to earn a point. 

CECO had 81.2 million shares  

outstanding as of Dec. 31, 2010,  

and 85.8 million shares outstanding  

as of Dec. 31, 2009. Currently, the 

company has 75.9 million shares  

outstanding. Another point.

Gross Margin: CECO’s gross  

margin for the trailing 12 months  

was 15.3%, up from 11.6% in 2010 

and 12.5% in 2009… that’s worth  

a point.

Asset Turnover: Lastly, CECO earns 

a final point for showing sales increases 

from 2009 to 2010 ($290.4) in excess of 

its asset appreciation ($76.5 million).

I like CECO for another reason, 

and this one related to my own studies 

of value. Many years ago, while trying 

to find an equation that would measure 

the ability and overlay potential of 

thoroughbred racehorses, I created 

what I now call the Simon Value  

Ratio (SVR). 

Simply put, the SVR measures a 

stock’s current price in relation to its 

upward and downward potential — 

like a Bollinger Band of value. For the 

most part, stocks with a 1.00 SVR or 

less are potentially undervalued, while 

those with an SVR of 1.00 or greater 

are potentially overvalued. 

However, in a recent study of  

over 4,000 publicly traded stocks,  

I found that those with an SVR of  

less than 1.00 outperformed those  

with a greater value by over 6% on  

an annual basis.

Take a look at the recent SVRs for 

CECO on the next page.

Simply put, the SVR 

measures a stock’s 

current price in relation  

to its upward and 

downward potential.
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Notice that on Oct. 24, CECO recorded 

a 1.57 SVR, the stock’s highest such rating 

since — are you ready for this? — Jan. 12, 

2004. At the time, CECO was trading for 

$17.76 a share. Of course, we all know what 

happened shortly after that.

Since then, though, CECO has leveled 

out nicely and is currently trading at a price 

that looks like a bargain. But here’s the thing: 

As the chart indicates, the SVRs have been 

gradually moving up in recent days. Thus, I 

recommend buying this stock immediately… 

before the value is gone.

At the time of this writing, CECO is trading 

for $7.03. Frankly, I think it’s a steal anywhere 

up to $7.50 and a bargain anywhere up to $8.

Understand that, in contrast to ALXA, 

the biotech company I mentioned earlier that 

had also been beaten down by negative press, 

CECO is not a “dead cat bounce” play. As 

proven by my proprietary value indicator and 

Piotroski’s research, it is a pure play on value. 

Instead, I’d recommend holding it for  

a while. The profits could be even greater if  

unemployment continues to fall (according 

to the latest U.S. Bureau of Labor Statistics 

numbers, the jobless rate dipped to 8.6% in 

November). Any good news from other for-

profit schools would also help… and, frankly, 

the news can’t get much worse. n

To your success!

Derek Simon 
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IMPORTANT  

INFORMATION

Your February issue will be published  
online on Monday, January 30, 2012.

ACTION TO TAKE:

Buy shares of Career Education Corp. 
(CECO:NASDAQ) under $8 each.

SOURCE: Derek Simon
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Small Cap Insider Portfolio 

Stock Stock   ISSue/alert entry DIVIDenD  commentS   
name Symbol    recommenDeD PrIce yIelD  

W. P. Carey & Company WPC  December 2011 N/A 5.60%  New millennium lender — 
        Buy under $37.50

Career Education Corp. CECO January 2011 NEW –  Pure play on value — 
        Buy under $8

Special Report Recommendations
Stock Stock Date of entry DIVIDenD  rePort recommenDeD 
name Symbol    fIrSt releaSe PrIce yIelD  

Glu Mobile GLUU 11/28/11 $2.85  –   The Four Best Tipping-Point Trade  
        Recommendations for  Cashing In  
        on the ‘Protocol 5’ Revolution

Majesco Entertainment  COOL 11/28/11 $2.73   –   The Four Best Tipping-Point Trade  
Company        Recommendations for  Cashing In  
        on the ‘Protocol 5’ Revolution

Chyron Corporation CHYR 11/28/11 $1.35   –   The Four Best Tipping-Point Trade  
        Recommendations for  Cashing In  
        on the ‘Protocol 5’ Revolution

Avid Technology, Inc. AVID 11/28/11 $6.94   –   The Four Best Tipping-Point Trade  
        Recommendations for  Cashing In  
        on the ‘Protocol 5’ Revolution

New Growth Investor Portfolio
Stock Stock   ISSue/alert entry DIVIDenD  commentS   
name Symbol    recommenDeD PrIce yIelD  

ProShares Ultra MSCI       EEV June 17, 2011 Alert $32.07 –  New strategies for new market  
Emerging Markets        dynamics — Buy up to $33.50 
(holding 50%)

Green Dot Corporation    GDOT August 2011 $36.20 –  Court-ordered profits —  
        Hold

Dunkin’ Brands Group     DNKN September 2011 $28.60 –  Move over, Starbucks —  
        Use a Buy-Stop Order above $28.60

Gannett Co., Inc.       GCI October 2011 $9.16 2.70% “ Rich Media” —  
         Buy at $9.25 or better

Direxion Daily       RETS October 7, 2011 Alert  N/A –  Executing our trade carefully —  
Retail 2X Bear        Buy above $24.10

LinkedIn Corporation       LNKD November 2011 $78.50 –  Network connection —  
        Set initial stop order at $61.20


