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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 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. 
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Disclaimer
• 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 presentation uses older examples prepared using various software.  Older 
examples are used in order to prevent the examples from being used for current 
investment decisions without proper updating and study.  The instructors makes no 
representation that the software used for the examples is still being used for their own 
stock studies.

• This session is being recorded for future use.
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What We Will Talk About

• What we are looking for in a stock

• Where Total Return comes from

• The importance of Portfolio

Management
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What We Are Looking For?

• Why would you invest in any stock?
– High Quality

– Good Value
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The Tortoise and The Hare

• We often think of fast-growing 
companies as being the best prospects
– Stronger Growth

– High Quality?
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Tortoises: Why?

• Can a company with only moderate 
growth prospects offer both high quality 
and good value?
– Absolutely!
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Tortoises: Why?

• You shouldn’t expect larger companies 
to grow rapidly
– BetterInvesting Stock Selection Handbook 

suggests 7% to 10% growth as reasonable 
for large companies

• Considering slower growing companies 
gives you more investment possibilities
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Slow And Steady
• Sometimes the tortoise, slow and 

steady, wins the race

• Slower growing companies can be the 
Tortoise that wins the race

What They Don’t Teach at BINC

10

What Is a Good Value?

• A stock investment is a good value 
because of the potential for it to be 
worth more in the future

• Total Return is used to measure value 
on the Stock Selection Guide (SSG)

What They Don’t Teach at BINC

11

Total Return Comes From …    

• Price Appreciation — driven by:
– Earnings growth (EPS)

– P/E ratio (optimism about the future)

• Dividends — driven by:
– Earnings growth (EPS)

– Payout ratio (the percentage of earnings 
paid to shareholders as dividends)
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Price Appreciation Dividends

Total Return

Components of Total Return

+

EPS GrowthP/E 
Ratio

Payout 
Ratio
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Dividends

EPS
Payout 
Ratio

DividendX =

Tortoises tend to have a larger 
Payout Ratio
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Dividends
• Dividends tend to play a more significant 

role in Total Return for Tortoises

• Tortoises tend to have a larger payout 
ratio
– More of EPS used to pay dividends

– Less of EPS used to fund future growth

• A secure dividend may add some safety 
for slower growing stocks
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Is the Dividend Secure?
• Dividends come from earnings

– A secure dividend requires secure earnings

• Consider financial strength of company

• Monitor dividend, yield, payout ratio
– SSG section 3
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Is the Dividend Secure?
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Is the Dividend Secure?
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Is the Dividend Secure?
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Is the Dividend Secure?
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Price Appreciation

EPS P/E PriceX =

Tortoises need help from P/E expansion

Faster growing stocks can produce adequate 
price appreciation from EPS growth alone
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Price Appreciation

• Potential for future P/E to be higher is 
critical for tortoises
– Stock price tends to follow earnings growth

– With a constant P/E ratio, slower growth 
produces less price appreciation

• Especially important for tortoises
– Buy when P/E ratio is below average
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P/E Expansion

P/E expansion means …

… the Price-to-Earnings ratio moves 
higher than when you bought the stock

Buying when there is potential for P/E 
expansion is always important — even 
more so for tortoises
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P/E Expansion is Limited

• P/E expansion can’t continue forever!

• After the P/E has moved up to ‘normal’, 
future Total Return is limited …
– … by the future EPS growth rate!

• When you run out of potential for P/E 
expansion, you should consider selling
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Example

Estimating future EPS growth
at 6.5%, to $1.61 EPS in 2008
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Example – 6.5% EPS Growth

Potential high P/E set to current P/E -
we assume no P/E expansion …

Price appreciation = EPS growth rate 

What They Don’t Teach at BINC

26

Let’s Review

• Slower growing stocks can produce 
good returns

• Total Return comes from:
– Price Appreciation + Dividends

• For Tortoises (vs. faster growing Hares)
– Dividends are a bigger factor

– Potential for P/E expansion is even more 
important than usual
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The Importance of Portfolio Management

• For slower growing stocks, more active 
Portfolio Management can improve 
return

• If you just buy and hold, what is the very 
long-term potential for Total Return?
– EPS growth rate + dividend yield

• For slower growers that may be 
inadequate
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Portfolio Management
• BetterInvesting thinking embraces the 

concept of Defensive/Offensive Portfolio 
Management
– Defense = Quality

– Offense = Value

• Defense – don’t own poor quality stocks
– Maintain a good average level of quality

– Sell stocks that are clearly poor quality
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Portfolio Management

• Offense – monitor Total Return
– Maintain an adequate average Total 

Return level

– Replace low Total Return stocks as you 
identify significantly better opportunities

– Very important for slower growers!
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Offensive Portfolio Management

From Section 5 of your SSGs
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Offensive Portfolio Management
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Toolkit 5 Offense Report
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Let’s Review Again!
• Total Return comes from: 

Price Appreciation + Dividends

• For tortoises:
– Dividends are a bigger factor

– Potential for P/E expansion is critical for 
adequate price appreciation

• P/E expansion can’t continue forever!

• Good Offensive Portfolio Management 
is key to success
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Example: Gannett Co.

Historic Sales Growth:   6.2%
Estimated EPS Growth: 6.0%

As of late
November 2000
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• 16.4% potential Total Return

• Mostly from EPS growth and P/E expansion
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Example: Gannett Co.

• Fast-Forward 15 months, to Feb 2002

• Stock price rose from $54 to $74

• From EPS growth?  
– No

• EPS for 2001 was disappointing, below 
estimate on original SSG

• There was significant P/E expansion
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• Current PE has grown: 

– from 15 (in late 2000) 

– to close to the historic average high P/E

• Not much room for further expansion
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Time to Replace

Expected Annual Price Appreciation was 
close to the expected EPS growth rate
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Gannett --- Result?

• Stock held for 15 months

• What return did we get on our money?
– 30% compound annualized return

• (a 39% increase in 15 months)

• This sometimes happens with Offensive 
Portfolio Management and tortoises:
– There is a bit more portfolio activity
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Gannett – Hypothetical?

• Was this a real-world case?

• Yes:
– Based on real data, using this approach

• No:
– I didn’t personally buy and sell shares of 

Gannett and actually make this return
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LaFarge (LAF)

• Purchased LAF shares on 4/26/2000 at 
$24.94 per share (P/E 6.5)

• Sold all shares on 3/4/2002 at $41.30 
per share (P/E 14.3)

• Collected $1.20 per share in dividends

• 33% compound annualized return
– (69% increase over 22 months)
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LAF SSG as of 4/26/2000
Est. EPS growth at 6.4%
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LAF on 4/26/2000
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LAF on 4/26/2000

• Potential Total Return: 21.5%

• 18.1% of that is potential price appreciation

• What part of the 18.1% is from EPS growth?

• 6.4% (SSG page 1)
– Expecting lots of P/E expansion
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LAF on 3/4/2002
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• Potential Total Return: now just 5.6%

• 4.1% of that is potential price appreciation

• Current P/E is so high that we actually expect 
P/E contraction from here 
– Time to replace

LAF on 3/4/2002
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Summary
• Slower growing stocks can make sense

• One approach to investing in tortoises:
– Buy quality stocks when P/E is below 

average.

– Consider selling when future Total Return 
is inadequate (P/E is above average)

– Or, if you’re satisfied with a lower return, 
continue to hold; it’s up to you!
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Summary

• Does it always work out as easily and 
nicely as in the examples?

• Of course not!   

• But the approach can work well

• And, it expands your investment 
possibilities
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BRIAN LEWIS and JIM THOMAS 
who both taught this material before me and contributed so 

much to the class material. 
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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 this dynamic 
investment education opportunity!
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Questions or Comments?

ah@cpabe.com
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