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Disclaimer
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• The information in this presentation is for educational purposes only and is not 
intended to be a recommendation to purchase or sell any of the stocks, mutual funds, 
or other securities that may be referenced.  The securities of companies referenced 
or featured in the seminar materials are for illustrative purposes only and are not to 
be considered endorsed or recommended for purchase or sale by BetterInvestingTM

National Association of Investors Corporation (“BI”).  The views expressed are those 
of the instructors, commentators, guests and participants, as the case may be, and 
do not necessarily represent those of BetterInvestingTM. Investors should conduct 
their own review and analysis of any company of interest before making an 
investment decision.

• Securities discussed may be held by the instructors in their own personal portfolios or 
in those of their clients.  BI presenters and volunteers are held to a strict code of 
conduct that precludes benefiting financially from educational presentations or public 
activities via any BetterInvesting programs, events and/or educational sessions in 
which they participate.  Any violation is strictly prohibited and should be reported to 
the CEO of BetterInvesting or the Director of Chapter Relations. 

• This presentation may contain images of websites and products or services not 
endorsed by BetterInvesting.  The presenter is not endorsing or promoting the use of 
these websites, products or services.

• This session is being recorded for future use.
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We will use
BETTERINVESTING’s Stock 
Selection Guide to help us 

find and study growth
companies

growth

BI’s Stock Selection Guide (SSG)
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SSG Objectives

• Find companies with a 
record of consistent growth

• Help determine a reasonable 
price to pay for the stock of 
such a company
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1) Is this a good 
company to buy?

The SSG Helps Us Answer 
TWO Questions

*

2) If so, is it selling for a 
fair price?
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An Overview Of The SSG

Capitalization

1. Visual Analysis

2. Evaluating Management

3. P/E History

4. Evaluating Risk & Reward

5. 5-year Potential



2

Every Picture Tells A Story
Avi Horwitz

Milwaukee Chapter – BetterInvesting  
September 29, 2012

Milwaukee Chapter BetterInvesting

7

Capitalization

RISK

Liquidity Level of Interest

DilutionDebt
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Present

Past Future

(Projections)

10 Years 
of History

5 Years into 
Future
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Section 1 Visual Analysis
Growth
Quality (growth consistency)  

Reasonable Price

We look at:
Sales
Pre-Tax Profit
EPS
Stock Price
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SSG Part 2-Evaluating 
Management
Quality
Growth Potential

2A % Pre-tax Profit on Sales
 Cost control

2B % Earned on Equity
 Making money on shareholders’ equity
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Where is “Quality” On The SSG
“The worse a company performs,

the better a value it appears to be.

That is why we should build a big        

B*A*R*B*E*D*-*W*I*R*E fence 

between Sections 2 and 3 of the SSG,

and not try to climb over that fence

until we are dead sure of

the quality issues.”
- Ellis Traub
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Section 3 
Price-Earnings History

as an indicator of the future
Reasonable Price
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Reasonable Price

Section 4
Evaluating Risk & Reward
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Shows potential return
Allows comparison of a dividend paying 

company with a non-dividend paying company

Section 5 
5-Year Potential
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Helps us evaluate a company    
in two ways:

1. Is the company of sufficient 
quality to warrant our attention?

2. Is the stock selling at a 
reasonable price?

Stock Selection Guide
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IMPROVING JUDGMENT IS YOUR 
PASSPORT TO INVESTMENT 

SUCCESS
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Our goal is to find quality growth 
companies with:

– Growing Sales

– Growing Earnings

– Pre-Tax Profit Margins that are above 
average

– Return on Equity that is above average

Stock Selection Guide
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Where Growth Comes From

• New Products

• New Uses for Old Products

• Acquisitions or Mergers

• New Markets

• Increased Efficiency

• Recovery (for a cyclical business)
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What can Section 1 
(Visual Analysis) 

tell us about Sales
and EPS growth?
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Recognizing Patterns

From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved

“Monotonous Excellence” “The Motorcycle”
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From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved

Recognizing Patterns

“The Bow and Arrow” “The Arrowless Bow”
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From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved

Recognizing Patterns

“The Flatliner”“The Rocket”
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Recognizing Patterns

From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved

“The Innocent Bystander” “Coulda Been a Contender”
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“The Disaster”

Recognizing Patterns

From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved
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Real World Examples

• You’ll rarely see identical 
examples in the real world

• Nevertheless, this should give us 
a sense for the kinds of patterns 
we can recognize

• Often investigation is called for 
to be sure of what we’re seeing
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Real World Examples

“Monotonous 
Excellence”

BBBY (Bed, Bath & 
Beyond)
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Real World Examples

~“Motorcycle”

PFMG (Peerless Mfg. 
Co.)
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Real World Examples

“Bow and Arrow”, 
or               

“Arrowless Bow” ?? 

ABBP (Applebees
Restaurant)
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Real World Examples

“Flatliner”, or 
“Disaster” ?

CAT (Caterpillar)

(a DOW stock)
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“Innocent 
Bystander”

LEN (Lennar Corp)

Real World Examples
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“Coulda Been a 
Contender”

JBHT (JB Hunt 
Transport Svs.)

Real World Examples
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Section 1 (Visual 
Analysis) allows us 

to see Section 3

(Price-Earnings 
History)
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What is a P/E?

• P/E is a ratio
– Price to Earnings

• It is calculated
– Price divided by EPS, or

– Price over Earnings

P

E

P

E

___
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Home Depot
High Price 
1990-2000
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What if High Price 
always followed EPS,
instead of just over 
time???

Where would the 
High Price be?

Home Depot
High Price

1990-2000
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Can we see 
times when 
Home Depot’s
P/E made it 
way too 
expensive?

Price – Earnings Ratio

If 1990s High 
P/E was 
reasonable…

P

E
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Reasonable High P/E

P/E becomes too 
high, stock is 
expensive

Isn’t this 
what we 
just saw in 
Section 1 ?
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Once you can picture what 
is happening, you can 
understand what might 

happen next!
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Questions?
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We look for companies with a 
history of steadily growing

Sales and Earnings

The company measured against its 
own history

Stock Selection Guide
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We look for companies 

growing Sales and Earnings

faster than the industry in general

The company measured against its 
own industry

Stock Selection Guide
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We look for companies 

growing Sales and Earnings

faster than the economy

The company measured against the 
economy

Stock Selection Guide
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We want companies 

that have the potential 

to be bigger and stronger 

five years from now

The company measured by its future 
potential

Stock Selection Guide
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Reminder

The purpose of the Stock Selection 

Guide is to recognize a 

well-managed growth company

at a

reasonable price

(Attributed to Julie Werner, BETTERINVESTING Atlanta)
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Let’s take a quick peek at…

IMPROVING 
JUDGMENT
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Organic Growth vs. Acquisition Growth

Acquisition Growth

Considered less healthy growth

Generated by acquiring weaker companies in 

the same or similar business

−Adds to the top line - Sales

−Hopefully, because of economies of scale, will add 

to bottom line

Where Growth Comes From
Milwaukee Chapter BetterInvesting
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Organic Growth vs. Acquisition Growth

Acquisition Growth

Riskier growth

−May inherit the problems that made 

company weak enough to acquire

Where Growth Comes From
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Where Growth Comes From

Organic Growth vs. Acquisition Growth

Organic (Internal) Growth 
Considered healthier growth

Generated by marketing or research and 
development
−New markets geographically

−Expanded customer base demographically

−New products or services

 Preferably related products
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Where Growth Comes From
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Getting from Sales to EPS

(1) Sales or Revenues

- Costs or Expenses

Pre-tax Profit (PTP)
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(2) Pre-tax Profit (PTP)

- Taxes Paid

Earnings or Net Income

Getting from Sales to EPS
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(3) Earnings


Shares Outstanding

=

Earnings Per Share (EPS)

Getting from Sales to EPS
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What Do We Look At To Explain 
Different Growth Rates?

Three Primary Causes:
– Change in the expenses per 

dollar of sales

– Change in tax rates

– Change in shares 
outstanding
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Changes In Shares Outstanding

Dilution occurs when 
– More shares are issued

▪ Exercisable options that can be exchanged 
for common shares

▪ Convertible bonds that can be exchanged 
for common shares

– The earnings of the company are 
spread over more shares (diluted)
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If we have three shares outstanding, 
how big is every share?

Changes In Shares Outstanding
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If we potentially have five more
shares outstanding, how big is 
every share?

Changes In Shares Outstanding
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Dilution reduces the size of our piece 
of the pie

Before Dilution After Dilution

Changes In Shares Outstanding
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What can Section 1 
(Visual Analysis) tell 

us about the 
relationship of Sales 

and EPS growth?
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From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved Modified with Permission –2002 – Avi Horwitz

S
P
E

Relationship Between Sales and EPS 
Growth

?

EPS is growing 
slower as earnings 
are spread over more 
shares - this is why 
dilution affects us

Look for 
increase in 
shares 
outstanding
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Relationship Between Sales and EPS 
Growth

From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved Modified with Permission –2002 – Avi Horwitz

?

S
P
E

Look for 
declining 
profit margins
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From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved Modified with Permission –2002 – Avi Horwitz

S

P

E

Relationship Between Sales and EPS 
Growth

? Look for a 
share 
repurchase 
program
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From “Take $tock”, ©Copyright  2001 Ellis Traub – All Rights Reserved Modified with Permission –2002 – Avi Horwitz

S

P
E

Relationship Between Sales and EPS 
Growth

? Look for 
increasing 
profit margins
(increasing 
efficiency)
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Section 1 (Visual Analysis) 
allows us to see 

Section 2A 
(% Pre-tax Profit on Sales)

Milwaukee Chapter BetterInvesting

65

Section 2A - Merck

• After the 1993 acquisition of Medco, Merck’s pre-tax   
profit margin began to slip

• Over time, Medco which was a lower margin business, 
became a larger percentage of Merck’s Sales
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Section 2A
Could be seen on the 
front of the SSG
−The distance between   

sales and pre-tax profit
was increasing
Sales were growing faster 

than pre-tax profit
Pre-tax profit margin

was declining
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We have taken a quick 
look at what story the 

pictures tell !

Let’s finish up with a few 
thoughts on judgment
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Judgment uses the SSG to understand 
something about the company

What is the normal operation of the company?

– Growth Area

– Management Area

– Valuation Area

History helps us find out what is normal for the 
company

Corry Dalmaso on Judgment
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Four Critical Judgments
1. Projection of Sales Growth

2. Projection of EPS Growth

3. Estimated High Price

4. Estimated Low Price

These have one thing in common –
they are dealing with the future !

The rest of what we record is history –

or what is normal for the company

Corry Dalmaso on Judgment
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We have tried to improve your 
understanding of what is 

happening with a company!
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Once you can picture what 
is happening, you can 
understand what might 

happen next!
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Make A Difference In 
Someone’s Life

If you have benefited from
BETTERINVESTING,

please pick up some
BETTERINVESTING

materials

and introduce others to dynamic 
investment education opportunity!
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Questions?


