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Disclaimer
Why the TOrtOISe Sometl meS Wlns « 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 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 Betterlnvesting™. 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. Bl 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 Betterlnvesting or the Director of Chapter Relations.
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Disclaimer

What We Will Talk About

« This presentation may contain images of websites and products or services not
endorsed by Betterlnvesting. 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 H :
invest?nent decisions without p'raoper updating anFc)j study. The i%structors makes no ¢ What we are |00k|ng for Ina StOCk
representation that the software used for the examples is still being used for their own

stock studies. * Where Total Return comes from

« This session is being recorded for future use.

-
» The importance of Portfolio_i?
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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/__\
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« We often think of fast-growing \
companies as being the best prospeots‘f{,_\ )
£ -4

— 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!

What They Don’t Teach at BINC

Tortoises: Why?

» You shouldn’t expect larger companies
to grow rapidly
— Betterlnvesting Stock Selection Handbook

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

» Considering slower growing companies
gives you more investment possibilities

8
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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
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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)

10
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Total Return Comes From ...

* Price Appreciation — driven by:
— Earnings growth (EPS)
— P/E ratio (optimism about the future

.. * Dividends — driven by:
=¥ © — Earnings growth (EPS)

W = "“Payout ratio (the percentage of earnings
paid to shareholders as dividends)

What They Don’t Teach at BINC
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Components of Total Return

P/E EPS Growth Payout
Ratio Ratio
Price Appreciation| + |Dividends

~.

Total Return
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Dividends Dividends
+ Dividends tend to play a more significant
role in Total Return for Tortoises
 Tortoises tend to have a larger payout
EPS| X Plgy‘?“t = |Dividend ratio
atio — More of EPS used to pay dividends
_ — Less of EPS used to fund future growth
Torto'sesptgngutf;;\i’: a larger * A secure dividend may add some safety
y for slower growing stocks
13 14
13 14
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Is the Dividend Secure? Is the Dividend Secure?
+ Dividends come from earnings EEGrLs
File Dota Prnt Rescarch Tools Logout
— A secure dividend requires secure earnings P v ey oy v mees 5o’ — =
+ Consider financial strength of company
i ‘ CLOSING PRICE (12/23116): 5401 HIGH THIS YEAR: 5582 LOW THIS YEAR: 2678
| I l b
» Monitor dividend, yield, payout ratio
— SSG section 3
15 16
15 16

June 29, 2020



What They Don’t Teach at BINC (Betterlnvesting National Convention)

WHY THE TORTOISE SOMETIMES WINS

Avi Horwitz

What They Don’t Teach at BINC

, Is the Dividend Secure? ,
[

» Company: RPM Intemational (RPM) Study Name: Jan Stock Up RPM 12/26/16

o6 07 08 0 10 1 1213 14 s
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Is the Dividend Secure?
File Data Print Research Tools luﬂmum

SGPLUS

\nalyze Growth and Quality

ooy | |

» Company: Aflac (AFL) Study not saved. Click to save.

» 3. PRICE EARNINGS HISTORY as an indicator of the future
CLOSING PRICE (06/19/20): 2380

HIGH THIS YEAR: 57.18 LOW THIS YEAR: 23.07

A | B c [ E E G H

Year Price Eamings | Price Eamings Ratio Dividend & High Yield

High | Low | PerShare HighA /G LowB/C Per Share FIC Fi/B*100

2018 332 25 202 " &8 0T 2.1%
2010 372 272 321 18 &85 082 3.0%
201 40 i3 78 58 087 28%
2018 w2 414 T 128 110 104 26%
2010 572| 443 w2 126 100 108 24%
AVERAGE 344 13 88
CURRENTTTM 397 112

AVERAGE PRICE EARNINGS RATIO: 10.0 CURRENT PRICE EARNINGS RATIO: 9.2

‘Show ! Hide Price/Eamings Chart

19
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Is the Dividend Secure?

» Company: Aflac (AFL)

Study not sav

m i - -
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Price Appreciation

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

EPS X

P/E =

Price

Tortoises need help from P/E expansion

20

20
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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

P/E Expansion

P/E expansion means Mﬁ

... 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

21
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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

23

Example

24.1

LT 161

pre— 5%

— Estimating future EPS growth

T |at6.5%. to $1.61 EPS in 2008

nn N4 INns 20N 2nn7 nna
Growth 61 %

(3) Historical Earnings Per

(4) Estimated Future Earnings Per Share Growth

23
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Example — 6.5% EPS Growth

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

[Price appreciation = EPS growth rate
Lot. Ret.
RoiiAL ABTECLatTIn (659

% Compd Ann Rate of Ret 8.9%

What They Don’t Teach at BINC
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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

25
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Questions?

What They Don’t Teach at BINC

27

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

27
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Portfolio Management

Betterlnvesting 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

Avi Horwitz
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29

e 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!

30

29
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Offensive Portfolio Management

‘ From Section 5 of your SSGs ‘

Company Name Ticker Shis Price/shr  —current % of Proj Sector
3/2/05 Value portfolio Tot Ret'n (S&P GICS)
Brinkers International EAT 70 38.18 $2673 10% 8.3% Consumer Discretionary
=2 Consumer Staples
VS CWVS 70 £50.06  $3,504 13%] Consumer Staples
onar enera DG 80 T2Z1E 51.773 # Consumer Discretionary
= Consumer Discretionary
ome Depot HD 80 $39.95 $3,198 12%] < Consumer Discretionary
Il 11 L ¥icTa il Health Care
icrosoft MSFT 170 $25.26  $4.294 16%) @ Information Technology
Neogen NEOG 125 $15. ¥ <l &% Health Care
Starbucks SBUX 35 $52.81 $1,848 7% 17 4% Consumer Discretionary
WWendy's International WWEN 18.3 $38.02 $734 3% 7.1% Consumer Discretionary
Yankee Candle YCC 50 $31.22 $1,561 6% 13.3% Consumer Discretionary
Sum ===== $26,052 <== Weighted Ave Ret'n|
31

31
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Offensive Portfolio Management

~

Company Name Ticker Shrs Price/shr —current % of Proj Sector

3/2/05 Value portfolio Tot Ret'n (S&P GICS)

Brinkers International EAT 70 38.18 $2,673 10% 8.3% Consumer Discretionary
Costco COST 50 4502 32251 9% 8% Consumer Staples
Commerce Bancorp CBH 115 29.97 $3,447 13% Financials
Dollar General DG 80 $22.16) $1.773 7% # Consumer Discretionary
Harley Davidson, Inc HDI 20 $61.48 $1,230 5% 16.8% Consumer Discretionary
Home Depot HD 80 $39.98 $3,198 12% 21.4% Consumer Discretionary
Johnson & Johnson JNJ 11 $66.96 $737 3% 13.5% Health Care
Microsoft MSFT 170 $25.26 $4.294 17% 10.1% Information Technology
MNeogen NEOG 125 $18.00 %2250 9% 14.8% Health Care
Starbucks SBUX 35 $52.81 $1,848 7% 17.4% Consumer Discretionary
Wendy's International WEN 19.3 $38.02 $734 3% 7.1% Consumer Discretionary
Yankee Candle ¥YCC 50 $31.22 %1561 6% 13.3% Consumer Discretionary

Sum ====> $25995 <== Weighted Ave Ret'n|

32
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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

34

Avi Horwitz
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Toolkit 5 Offense Report
noeR | ameno | FEWTVE Prosecid  un, L
BEAZER HOMES USA INC BZH 0304 517 80 138 e 150
BISYS GROUP INC BSG 0504 [k 683 (3] 64 150
BESTBUY CO INC BBY 104 m 693 28 238 150
BB&T CORP BBT 0304 04 912 44 214 150
BED BATH & BEYOND INC BBBY 104 1 606 57 05 150
BAXTER INTERNATIOMAL INC BAX 0904 863 802 23 111 150
Biomet BMET 104 1004 813 19 1 150
BJS WHOLESALE CLUB INC BJ 1004 74 866 18 16.1 150
Boston Scientfic BSX 1204 605 519 45 148 15.0
BARR LABORATORIES INC BRL 09:04 32 851 21 146 150
ANHEUSER-BUSCH COS ING BUD 1204 620 T2 12 130 150
BEMIS CO BMS 0304 1258 =7 12 52 150
33
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Questions?
-
‘
>, .
-
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35
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712

| | Example: Gannett Co.
As of late [ ] ] I 4]
November 2000

5,260.2

|| Historic Sales Growth: 6.2% [
| | Estimated EPS Growth{6.0)k

1 | | |

., :.

36
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108.6 _High Forecast Price M 1.0 ecast Price Eq 67.6 Range 1ofRange= _____16.9

4a1.0 10 57.9 Buy) Note: Ranges changed to 25%/50%/25%
57.9 , 91.7
91.7 P 108.6

54.000 - Buy

D UP-SIDE DOWN-SIDE RATIO {Potential Gain vs. Risk of Loss)
High F Present Pri 54.000

= . 54.6 a.2
54.000  jinys Lowprice s 41.0 13.0
E PRICE TARGET (Note: This shows the potential market price appreciation over the next five years in simple interest terms.)
. 108.6
2.011 1 201.1 1 101.1
54.000 a

- Relative Value: 78.1% Proj. Relative Value: 73.6%

D S-YEAR POTENTIAL s o 96 an etimate o ol rekus. e 3 siandard or comparing ncuene ard rowdh sbock

A PresentFull Year's Dividend § 0.880
54.000

B AWIQ&I Y\[II?(IVE R NEXT ’;ﬂ ARS

Hote: Resulty are expressed a3 e; use the tble bebow to convert &

0.016

.20 Avg. % Payout 31.9 __132.0 . 2.5
54.000

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

38

38
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C ESTIMATED AVERAGE ANNUAL RE IUI{NI%\IL\H;IIXI FIVE YEARS »
a81 Apprecision Fote = = 20.2 o Average Yield
3 T Annual Appreciation 0
AP TR ARSI IS OVIES IS YO o 22.7 4 % Compd Ann Rate of Ret
o .
* 16.4% potential Total Return
* Mostly from EPS growth and P/E expansion
What They Don’t Teach at BINC
RESENT PF 74.090 T EAR 75 .460 ™ F 53.000
1997 61.8 35.0 2.50 2;|.'l 14.‘0 0.740 29.6 | 2.1
1998 75.1 47.6 2.86 26.3 | 16.6 0.780 27.3
| 1999 83.6 60.6 3.26 25.6 | 18.6 0.820 25.2
2000 81.6 48.4 3.63 22.5 1 13.3 0.860 23.7 |
2001 b o e 53.0 3.12 22.8 17.0 0.890 28.5 p B |
244.6 | 121.9 79.5 | 134.3 |
48.9 ) 15.9 26.9
ERAGE PRICE EARNINGS RATI 20.1 ) [ CURRENT PRICE EARNINGS RAT q!'l!
Proj. B/E [22.03] Based on Next 4 qtr. EBS [3.36] Current E/E Based on L% 4 qtr. EPS [3.12]
EVALUATING RISK and REWARD over the next § years PEG=283
! 4.4 21.0 4.54 ¥ st High $ 95 .3

* Current PE has grown:

—from 15 (in late 2000)

—to close to the historic average high P/E
* Not much room for further expansion

TEONING

Time to Replace

40.6 Forecast S4.7 _ Range. 13 ofRange 13.17
40.6 54.3 Note: Ranges changed to 25%/50%/25%
54.3 81.6
¥ 81.6 i 95.3 (sl
esent Market Price of 74.090 Hold
D UP.SIDE DOYWN.SIDE RATIO (Potential Gain vs. Risk of Loss)
95.3 Minus Present 74.090
212 0.6
74.090 ~ @) 40.6 33s
E PRICE TARGET (Mote: This: shows the potential market price appreci the n simp terms)
95.3
1.286 128.6 1 28.6
24 _non

T — Expected Annual Price Appreciation was

A Present

=] close to the expected EPS growth rate

B AVERAGE YIELD OVER NEXT 5 VERTS
) Earnings Per Share Next § Year, 3.91 %Pawil o 26.9 idiia

C ESTIMATED AVERAGE ANNUAL RETURN OVER NEXT FIVE YEARS 74.090
ar Appreciation Potent e 28.6

Average Yield
Annual Appreciation

B L

5
1
.z % compd Ann Rate of Ret

39

40

39

40
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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 \/

» Was this a real-world case?
* Yes:

* No:

Gannett — Hypothetical?/

— Based on real data, using this approach

— 1 didn’t personally buy and sell shares of
Gannett and actually make this return

a1

42

41

42

What They Don’t Teach at BINC

What They Don’t Teach at BINC

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)

3 //

43

| 5

— -

¢ | —1LAF SSG as of 4/26/2000

L

— | ||Est. EPS growth@6.4% "

-'j:f_,f;-.ﬁff*-fT

|

116%
70%  (User sef)

1994 1995 1996 1997 1998 1999 2000 2001

(3) Hist. EPS Grgwth 261%
) Est Fuddls crdgn 646 ) (User set)

43
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LAF on 4/26/2000

C ESTIMATED AVERAGE ANNUAL RETURN OVER NEXT FIVE YEARS

» 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

ol = 1288 ) 3% 7%
: + 34% 34%
R 29.3% 21.5%

46
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urrent $2494 52 Wi w. $1881  Dividend $060
B i T
Al Price Earnings Ralio Divider
196 $22.30 $16.60 | $1.51 | 148 | 11.0 $0.38 252% |
1 $21.90 $18.10 | $1.95 | T2 93 $0.40 205% | 22% |
1 $34.30 $20.10 | $254 | 135 | 79 $0.42 165% | 2.1% |
1 $42.10 $2380 | $324 | 130 | 73 3051 15.7% | 2.1%
1999 $4080 $2570 | $3.77 108 68 $0 60 159% | 23%
TA Z 1040 7 633 | Q4 b CEETM 77777772,
) —— 27 110 | 887 188% | |
E i 6¢50) ) [l cormen v (c0) Jrsseas  rv-rzd
S—=? Projer e FRNNSISEE- W 4 Q=0 PEG Ratio=1.02
4 EVALUATING F nd REWARD o ext S vears
suming one fock might sell. Tt
A HIGH PRICE - NEXT & YEARS
Avg, High PE t High EPS §5.21 = Forecast Hi Pr 357 31
]
What They Don’t Teach at BINC
iment Price: $4130 52 Wk High: $4310 52 Wk Low. $2845 Dividend: $0.60
i ) 7 G H
E Price Eamings Ralio e % Payol % Hi. Yield
HIGH | LOW £ HIGH {; ) | L E ¢ 100 F+-B X 100
$2190 $18.10 $195 $0.40 | 205% | 27% |
§34.30 §20.10 $254 $042 | 165% | 21%
$42.10 $23.80 $324 $051 | 157% | 2.1% |
$4080 §2570 $377 $060 | 159% | 23% |
§2830 $16.70 $351 $0.60 17.1% 36%
$10440 2 =X il 77777 858% )
$2088 | % 3 2] 172% 77,
m S¥=URRE! EPS-$288 RV=1593
rr a PS-$2D8=RV-1503 Q-0 PEG Ralio=147

4 EVALUATING RISK and REWARD over the next § vears

jected

ynside r
A HIGH PRICE
wg. High PE

11.0 X Est High EPS $4.59 = Forecast Hi Pr $50.49
o) Y

LAF on 3/4/2002

C ESTIMATED AVERAGE ANNUAL RETURN OVER NEXT FIVE YEARS

ot imple
al = 22,‘3"’ = 45%
) 15%
6.0%

+ 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

47
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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! o~
49
49
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A big thank you to
BRIAN LEWIS and JIM THOMAS
who both taught this material before me and contributed so
much to the class material.
- P ~
A
‘ .‘ -!f “ o \
- |
51
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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

50

50
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2.0 ¢ Famuana  Materials

Make A Difference In
Someone’s Life
If you have benefited from
BETTERINVESTING,

please pick up some
BETTERINVESTING

y

and introduce others to this dynamic
investment education opportunity!

52
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Questions or Comments?

ah@cpabe.com

Avi Horwitz
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