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Disclaimer
• 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 BetterInvesting™ / National Association of Investors™. 
The views expressed are those of the instructors, commentators, guests and participants, as 
the case may be, and do not necessarily represent those of BetterInvesting™. 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. BetterInvesting presenters and volunteers are held to a strict code of conduct 
that precludes benefitting 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.
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Class Overview

• Review our core methodology and traditional SSG 
value metrics

• Examine short-comings of Upside/Downside ratio
• Examine why projected total return is the best 

measure of a stock’s value
• Examine using projected total return to guide our 

investment decisions
–Introduce Portfolio Centered Decision Making
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Core Methodology of Long-term, 
Fundamental Investors

• Invest in high quality companies, selling at good 
values
–Quality matters first

• Junk can never be a good value

–Value matters most
• Biggest mistake: overpaying for quality company

• Is best measured by potential total return

• Hold for the long-term, as long as it makes 
sense
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• Measured by consistent and competitive 
growth and profitability, combined with 
financial wherewithal
–Boils down to management, management, 

management

• Bolsters confidence in our projections

• Helps protect us entering bear markets and 
other times of economic uncertainty

Quality Matters First
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Total Return Matters Most
• Why focus on total return?

–It’s the bottom line
• Ultimately, we invest to make money

• Best measure of our past performance as 
investors

• Best measure of a stock’s potential

–Other SSG measures are fatally flawed

–It’s simple

Let’s review what total return is and 
how it’s calculated
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• Defined:
–Potential price appreciation + potential dividend 

yield

–In the BI/NAIC community: Compounded and 
annualized over the next five years

Total Return Matters Most
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Total Return Matters Most

• Calculated on the 
Stock Selection Guide 
(SSG)

• Distinguish options on 
Line 5C: “Using 
Forecast High P/E” 
and “Using Forecast 
Average P/E”
– Lines 5C and 5D on 

Toolkit 6 (with different 
name for 5D)
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Total Return Matters Most
• Distinguish options on Line 5C: “Using Forecast 

High P/E” and “Using Forecast Average P/E”
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• Best measure of a stock’s present value

• Other “value” metrics traditionally applied in 
BetterInvesting methodology?

• Relative value (PE comparison)  best viewed as a 
confidence measure

• Price zoning  redundant with U/D ratio

–Same data points, different math

–3 to 1 U/D ratio will always be in the buy zone

• Upside/downside (U/D) ratio

Total Return Matters Most
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• Dividends not considered
–Could both significantly raise potential return 

and lower potential loss
–Renders U/D ratio useless in comparing stocks 

with different dividend yields

–Could be as high as 26.1 to 1 if yield added to 
low price (to reduce potential loss)

Flaws in U/D Ratio
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• Fallacy: The upside/downside (U/D) ratio properly  
measures risk in buying a stock
–Volatility isn’t risk, it’s opportunity

Flaws in U/D Ratio

12



9th Annual Georgia Chapter Education Fair
August 19, 2023

Volatility isn’t Risk

• Which line is riskiest?

Squiggly and up?

Straight and flat?

Straight and down?
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Volatility isn’t Risk

• Which line 
do you 
prefer?

• Squiggly 
and up 
looks good
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• Fallacy: The upside/downside (U/D) ratio 
properly  measures risk in buying a stock
–It’s impossible to quantify market irrationality on 

either high (exuberant) or low (pessimistic) end
• How well did your projected low prices hold up 

during the last bears

• 2008 – 2009

• March 2020

Flaws in U/D Ratio
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• How much is enough?

• It depends!
–On your goals

–On the market

–On potential return for the rest of your 
portfolio

Total Return Matters Most
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• Depends on your goals
–Set target for your total return to beat market by 

enough to achieve your objective
–“Traditional” BetterInvesting goal is 15% 

compound average per year
• Based on history, beat “market” by average of 

about 5 percentage points per year

Total Return Matters Most
How Much is Enough?
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Stock prices change, so does market’s projected return. Consider a variable, 
rather than fixed 15%, goal

• Depends on the market

Total Return Matters Most
How Much is Enough?
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145% (market low) over 4 
years = 25.1% ann.

35% (market high) over 4 
years = 7.8% ann.

50% over 4 years 
= 10.7% ann.

Total Return Matters Most
How Much is Enough?
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Market low: 25.1% VL 
Median Compound 
Annual Appreciation

•How does 15% stack 
up?
•Not well, down in 
lower half of all stocks

Market high: 7.8% VL 
Median Compound 
Annual Appreciation

•How does 15% stack 
up?
•Very well, well 
up into upper 
half of all 
stocks

Total Return Matters Most
How Much is Enough?
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• Depends on the market
–Goal is to beat market by about 5 percentage points

–So consider a variable target of 5 percentage points 
above potential return for market
• Remember dividend yield is part of potential return

Total Return Matters Most
How Much is Enough?
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• Sources of projected return for entire market:
–Value Line Median Appreciation Potential (VLMAP)

• For the stocks in Standard Edition (about 1700)

• Doesn’t include dividends

–Manifest Investing Projected Annual Return (MIPAR)
• Found on www.manifestinvesting.com (a subscription-

based website with 30-day free trial)

• More companies than Value Line

• Includes projected dividends

Finding Projected Market Return
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Finding Projected Market Return

• From Value Line (VLMAP)
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Finding Projected Market Return

• Calculating Projected Market Return Using Value Line 
(VLMAP)
– Formula:

(Potential Future Value / Current Value) ^ .25 – 1

– Use 100 plus “Appreciation Potential” from VL as Future 
Value

– Use 100 as Current Value
– (150 / 100) ^ .25 – 1 = 10.67%

Google CAGR calculator
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 Calculating VLMAP
 Formula: (150 / 100) ^ .25 – 1 = 10.67%

Search Google for CAGR calculator
This one from https://cagrcalculator.net/

Finding Projected Market Return
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Finding Projected Market Return

• From Manifest Investing (subscription site)
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• Depends on potential return for rest of your 
portfolio
–Focus on your “team,” not individual “players”

• 5 percentage points > potential market return isn’t for 
each stock, but for total portfolio

–“Portfolio-Centered Decision Making”
• Making Buy/Accumulate/Sell decisions based on impact 

on your overall portfolio
• Aim to maximize potential return (value) while 

maintaining sufficient overall quality

Total Return Matters Most
How Much is Enough?
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• Portfolio-Centered Decision Making
–Portfolio Summary Report in Online SSGPLUS

Key is to keep this at target of at 
least 5% points > Projected 
Market Return (15.7% here)

Total Return Matters Most
How Much is Enough?
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• Portfolio-Centered Decision Making
–Manifest Investing’s Dashboard

• Source: www.manifestinvesting.com

Total Return Matters Most
How Much is Enough?
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• Total return at or 
above target of 
15.7%:
– Accumulate 

highest Tot Return 
consistent with 
reasonable 
diversification
• MKSI in this 

example Assume potential 
market total 

return of 10.7%

Total Return Matters Most
Portfolio-Centered Decisions
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• Focus on projected total return takes emotion out 
of selling
–Portfolio projected return above target

• No sell needed

–Portfolio projected return below target
• Test accumulation of holding with highest projected 

return

• If portfolio projected return still below target,

–Consider adding new holding

–Replace/sell holding with lowest projected return

Total Return Matters Most
Portfolio-Centered Decisions
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• Total return not above target of 15.7:
– Test accumulation of highest Tot Return 

consistent with reasonable diversification
– Test adding new stock
– Challenge lowest return holding for possible 

replacement (in this case MA)

Assume potential 
market total 
return of 10.7%

Total Return Matters Most
Portfolio-Centered Decisions
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• What about diversification?
–Don’t let it dominate decisions

• Sector diversification works out over time

• Let winners run

–Consider it primarily in accumulation decisions

Total Return Matters Most
Portfolio-Centered Decisions
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Keeping Focus on Total Return

• Can you have too much?
–“If it looks too good to be true …”

• Be wary when total return exceeds projected 
market return by 10 or more points

• Test your judgments

–Especially projected P/Es

–Projected growth, too

–Does market know something you don’t?
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Summary

• Invest in high quality companies, selling at good 
values
–Quality matters first

–Value matters most, and is best measured by 
projected total return

• Focus on projected total return for overall 
portfolio, not just individual stocks
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Summary

• Consider a variable target for portfolio return 
based on projected market return

• Sell when necessary to restore overall portfolio 
potential return to your target

• Beware of excessive projected total returns
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• celynch@att.net

Questions or Comments


