
“When you buy a stock, you become an owner of the company. ... there is just 
as much reason to exercise care and judgment in being an owner as in becom-

ing a stockholder.” -- Benjamin Graham, The Intelligent Investor, pp. 499

The prudent homework and diligence shouldn’t end when the purchase decision 
is made. Proportion your time and attention appropriately between candidates 
for purchase and your holdings.  In a word, “Own Smartly.”

Aerovironment (AVAV) has been something of a community favorite over the 
last couple of years.  The company was selected during the January 2013 Round 
Table and Hugh featured it recently while bottom fishing (see cover story, In-
ventory Matters, July 2013) and exploring inventory trends as indicators of a 
certain problem-in-progress.  Hugh also covered a litany of concerns (and future 
opportunity) in a forum post back in March 2013 ... underscoring his desire for a 
continued drop in stock price -- before he’d get really interested.

Some times stock prices drop for a reason.  As shown in the accompanying chron-
icle, the quality ranking has steadily deteriorated.  My personal experience (yes, 
you can read BIG lesson learned) with ADC Telecommunications about 12 years 
ago precludes any interest in “averaging down” on a company with a noticeably 
declining quality characteristic.  So, what’s up or “not up” with Aerovironment? 
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Droning About Vigilance
The notion of remaining vigilant conjures up images of soaring eagles, hawks 
and owls; military or law enforcement aircraft; floating patrols; tower sentries 
on guard or the watch around Hugh’s campfire in the darkness.  In the spirit 
of one Sherlock Holmes, we believe that it’s elementary ... and centered on 
growth, profitability and valuation trends -- particularly when compared versus 
peers and competitors.  Any strength or deterioration in these factors will af-
fect the quality rating and return forecast if significant enough.  Our statistical 
drones hover and we share anything we detect in the weekly updates.  If it’s 
Materially Stronger or Weaker, it’s worth a closer look.  

AeroVironment (AVAV): Chronicle.  Free fall?  As shown here, the quality ranking and 
return forecast for this drone manufacturer have weakened substantially over the last few 
months.  Quality has swooned from nearly 100 to near 50 (average) and the projected annual 
return has crashed to low single digits.

VIGILANCE.  A fancy way of saying 
”watch your butt.”  

OK, we borrowed that from the “motivational” 
poster people ... but it captures the spirit of 
our remarks this month.

Every Monday we scan the current crop of 
updates for opportunities and threats, reflect-
ing substantial shifts in expectations for the 
companies we follow and label them either 
“Materially Stronger” or “Materially Weaker.”  
If you own/follow any of the companies who 
appear in these alerts, we’re convinced that 
closer examination will prove to be prudent.   
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Price Follows Earnings

We believe that earnings follow 
sales (over the long term) and 
that stock price follows earnings, 
also true over the long term with 
periods of shorter term irrational 
turbulence.  

And if this is true (it is), the cur-
rent trends in the Aerovironment 
stock become quite justified ... 
and the potential for additional 
considerable decline is possible.

As shown in the accompanying 
business model analysis, this 
historical profile of top-line sales 
and bottom-line earnings shows 
considerable weakness -- particu-
larly when we include the ominous 
forecasts for the years ending 
4/30/2014 and 4/30/2015.  

Prudent stewardship for own-
ers includes keeping tabs on this 
picture -- something we do for 
every single company covered by 
Manifest Investing.  Our weekly 
updates include an assessment of 
the impact on long-term trends 
and we include a short list of “Materially Stronger” ans 
“Materially Weaker.”  In the case of Aerovironment and the 
current update, the adjustments made by Value Line to 
its longer term forecasts resulted in a large drop in their 
3-5 year low price forecast, the metric that we use to flag 
these opportunities and threats.  These updates appear 
every Monday in our Forum and subscribers are encour-
aged to become familiar with them and remain watchful for 
companies in your portfolios or pounce piles.

Rhino Surveillance

Aerovironment is followed by 10-11 rhinos (analysts) and 
their collective opinions are continuously displayed at Ya-
hoo! Finance under the Analyst Estimates tab.  The trends 
at Aerovironment are anything but healthy as shown in the 
accompanying snapshot from Yahoo!  Keep in mind that the 
estimates for this year and next were considerably higher 
just 6-9 months ago.

The sales growth forecast for AVAV has swooned from 15-
16% less than a year ago to something in low single digits 
now.  Although this could be an overreaction by the rhino 
crash (as usual), it’s certainly material and most likely re-
flects concerns about shifts in demand (fewer drone orders) 
and/or increased competition from the likes of Lockheed 
Martin, Northrup Grumman or United Technologies or other 
emerging startup enterprises, like that neighborhood kid 
down the block.  Profitability has also tanked, going from 
9-10% net margin to current levels.  Value Line believes it 
is feasible that net margins will return to 7.6% in the 3-5 
year time frame.  The projected average P/E ratio has man-
aged to hang glide a bit, hovering at 22x but conceivably 
destined for lower altitudes.

We have a feeling that this sort of vigilance could lead to 
materially stronger long-term results.

Aerovironment (AVAV): Analyst Consensus Trends.  We 
believe that one of the most powerful things that an owner/stew-
ard or investment club stockwatcher can do is to keep the pulse 
of expectations.  Monitor the trends.  In the case of AVAV, we see 
that the estimates for the year ending 4/30/2014 have nearly been 
cut in half over the last three months.  (Down from $0.87 a mere 
six months ago ...)  We note continued weakness in the 4/30/2015 
analyst consensus estimates for earnings -- also down from $1.10 
recently.  This surveillance is anything but pretty.

Aerovironment (AVAV): Business Model Analysis.  A quick comparison of current forecasts 
versus the expectations for 2013-2014 a mere six months ago is pretty staggering.  Frankly, we’re 
a little surprised that the 46% price plummet from the $42.10 all-time high hasn’t been bigger.  
There’s formidable technical support at $18-20.  If that breaks down, put your seat backs in a full 
upright position, hug your legs... and prepare to “land.”



 Solomon Select

 Cognizant Technology (CTSH)
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We generally avoid repeat selections 
for Solomon Select but sometimes 
we can’t help ourselves.  We select 
Cognizant Technology (CTSH) for the 
second time in six months and CTSH 
joins Walgreen as the only 4-time 
selections over the past eight years.  

The dates of the Solomon Select 
features for Cognizant are shown and 
we’d encourage investors to revisit 
those snapshots.  In our opinion, the 
story is intact:

(1) Deployment of information tech-
nology has considerable value.

(2) Knowledge is power.  

(3) Despite the global recession, CTSH 
has delivered $4.00 in earnings versus 
our forecast of $3.56 back in 2008.  

(4) We believe that CTSH is well-
positioned WHEN the global recession 
subsides.

Growth, Profitability, Valuation

The Manifest Investing sales growth 
forecast for CTSH is 19.4%.  We’re us-
ing 14.3% for the projected net margin.  
Value Line has a 3-5 year projected net 
margin of 14.5%.

The median P/E for the period 2005-
2012 is 23.8x.  We’re using 19x for the 
projected average P/E.

At the time of selection (8/30/2013), the 
stock price is $73.30, the projected an-
nual return is 19%.  The quality RANK-
ING is 100 (Excellent, Top Shelf) and the 
financial strength rating is 95 (A+).  

Points of View

The Value Line low total return forecast 
for CTSH is approximately 18%.  S&P has 
CTSH with a fair value of $95.40 for a 
price-to-fair value ratio of 80%.  

We’re hopeful and confident that CTSH 
will bolster our long-term results.

Cognizant Technology (CTSH): Business Model Analysis.  18% top line growth has been the 
reent trend for CTSH.  Our June 2008 selection of CTSH has been rewarding so far and the trading range, or 
flat spot (highlighted area) in stock price during a period of steadily improving fundamentals could portend 
and justify the recent multiple selections of Cognizant Technology for Solomon Select.

Solomon Select: A Report Card.  Celebrating back to school, it’s time for a visit with the results 
achieved by Solomon Select over the last eight years.  The table provides a look at the relative return per-
formance and outperformance accuracy on a year-by-year basis as well as all-time results.  As shown, the 
collective relative return stands at a +3.5% (percentage point) advantage versus the Wilshire 5000 benchmark 
for 2005-2013.  58.8% of all selections have outperformed the general stock market during matching holding 
periods.  The average annualized absolute return since 2005 is 11.4%.  The Wilshire 5000 has delivered an 
annualized return of 5.9% for 2005-2013.  

We’re satisfied with an outperformance accuracy of 58.8% which comes fairly close to our target of 60% or 
more.  For context, the “average investor” achieves an accuracy of approximately 40%.  We believe that 
heeding the combination of fundamental emphasis with technical analysis for entry/exit offers promise going 
forward.  It seemed to help in 2007 and our increased emphasis in 2012-13 seems to be faring well, so far ...



by Mark Robertson

The Hoard’s relative return since its 
inception (January 2009) has turned 
positive once again at +0.8%.  Our goal 
to beat the market by at least three 
percentage points.  The absolute an-
nualized return is 15.7% versus 14.9% 
for the Herd (total stock market) during 
the same period.  Overall accuracy (the 
percentage of picks outperforming the 
market) is quite good at 68.2%.

Our commitment to (and accumulation 
of) BLDRS Emerging Markets 50 ADR 
(ADRE) has finally proved rewarding as 
signs of promise emanate from both 
Europe and the Far East.  We’d continue 
to accumulate international components 
and will continue to monitor the accom-
panying ETF Manifest that we’ve shared, 
courtesy of Morningstar, over the last 
few months.

The recovery of Apple (AAPL) hasn’t hurt 
a bit, either.

Reviewing Current Holdings

As the accompanying dashboard re-
flects, the Hoard Portfolio meets all of 
our targets for key design characteristics 
except for projected sales growth. Overall 
PAR (10.3%) is 3.4 points above cur-

A Little Housecleaning

After spending some time with a few re-
tirement plan participants recently, I have 
to admit that I’m a little bit stunned about 
the desire for passivity when it comes to 
personal 401(k) and 403(b) plans.

In a word, most people want a form of 
auto-pilot ... a reality that will influence 
what we do going forward at Manifest In-
vesting.  I guess I really shouldn’t be sur-
prised.  People want a simple method of 
identifying higher potential investments 
(something we’re confident that we have 
and continue to improve) but don’t want 
to check the status all that frequently.

Are they ready to surrender?

No.  As underscored by the following 
recent article from MarketRiders.com, 
investors are troubled/angered but they 
collectively want the support necessary 
to do the best they can with their retire-
ment assets.

Do It Yourself Investing?

There’s a battle brewing for your retire-
ment savings, and it’s shaping up to be 
a doozy. Billions of dollars each year roll 
out of company-run 401(k) plans and 
into personal IRAs, increasingly directed 
by retirees themselves.

Fund Analysis: Hoard vs. Herds

 Consolidate (a little) Add Vanguard Tech (VGT)
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September 2013 Funds.  Top ETFs ranked by expected return.  Source: Morningstar 

Results (August 31, 2013).  The average selection for the Hoard has outperformed 
the total stock market benchmark by +0.8% since inception.  Accuracy, the percentage 
of positions outperforming the Wilshire 5000 since selection, is now 68.2%.  

rent MIPAR (6.9%), comfortably above 
our goal of MIPAR+3 percentage points. 
Overall quality remains excellent at 81.3. 
Financial strength is solid at 82% and we 
find that particularly reassuring as the 
broad market indices reach record highs 
and expected returns measured by MIPAR 
continue to hover near historical lows.

While sales growth of 9.2% falls below 
our target range of 10-12%, there aren’t 
many options available without extending 
into more speculative funds which isn’t 
well-advised given present market levels.
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Hoard Dashboard.  Our $103,833 invested so far is now worth $146,191. (8/31/2013)   Vanguard Technology (VGT) is the best-per-
forming active selection to date.  http://www.manifestinvesting.com/dashboards/public/hoard-vs-herd

Fund Composition (VUG).  Since the fund represents nearly 
30% of total assets for the Hoard, it’s prudent to keep tabs on what 
we’re actually invested in via this fund.  The bias may be towards 
the larger growth companies, but VUG has served us well in both 
the Hoard and the Bare Naked Million demonstration portfolio.

Do it yourself (DIY) investing is the new “normal.”

Who wants a piece of that money? Well, your old 401(k) plan 
would like to keep it, of course.  That’s what led to a recent 
federal study, put out by the Government Accountability Of-
fice, warning the public that the plans often attempt to steer 
workers directly into IRAs they run, thus maintaining their 
hold on fees charged.

The problem isn’t so much that their own IRAs are bad, but 
that workers don’t realize that they have choices, the GAO 
explained: Keep it in the 401(k), put it into a new employer’s 
plan, roll over into an IRA run by the same firm or a competi-
tor, or (by far the worst choice) cash out.

Rollovers are a fast-growing part of the market, estimated to 
hit $450 billion by 2017, up from $315 billion last year, reports 
The Wall Street Journal. As a result of this wave toward IRAs, 
the Journal writes, more people are attempting do it yourself 
investing, rather than hire a financial adviser.

Most money is still managed by advisers and 401(k) plans, ac-
cording to Cerulli Associates, $18.2 trillion in 2011 compared 
to $4.2 trillion through online brokers. But the do it yourself-
ers are on a bit of a rampage, stung by high fees and a feeling 
of mistrust.  [Source: MarketRiders.com]

Bottom Line

Make it simpler. Keep the number of funds to a minimum.  
We’re going to take our gains in gold miners (GDX) and run 
... while investing the proceeds in Vanguard Technology.  We’ll 
be taking a closer look at DIY case studies and how to keep it 
simple and elegant, going forward.
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Screening Results

Sixteen Sticking To The Core

This month features the top percentile 
of all stocks covered at Manifest In-
vesting on the basis of a combination 
of return forecasts and quality.

Companies of Interest

Did you know that the current screen-
ing results shown in the accompany-
ing snapshot are continuously avail-
able every time you click on [Stocks] 
at www.manifestinvesting.com?

Kurt continuously displays the compa-
nies with the best blends of high-qual-
ity in combination with a superior (but 
not nosebleed) return forecasts.

Many investors would do well to leave 
the screening head scratching alone 
and simply stroll and study among 
this smorgasbord of favorable study 
candidates.

This month’s Sweet 16 is on pretty 
good footing (again).  The average 
PAR is 14.3%.  The average Value 
Line low total return forecast is 11%.  
The average Morningstar price-to-
fair value is 94% while the S&P P/
FV is 96%.  Apple (AAPL), Coach 
(COH) and Google (GOOG) are all 
part of the MANIFEST 40 most widely-
followed companies.

Southern Copper (SCCO) is a bit of a 
mystery.  Value Line has a low total re-
turn forecast of 17.6% while Morningstar 
has a P/FV of 107%.  Standard & Poor’s 
dissents -- big -- with a P/FV of 201%, 
seeing SCCO as largely overvalued. 

It should be fairly easy to see why 
Coach (COH), C.H. Robinson 
(CHRW) and Fresh Market (TFM)  
all ended up on our Tin Cup shopping 
list this month.

Apple (AAPL) has the second highest 
low total return forecast according to 
Value Line at 15.1%.

Broadcom (BRCM) has the lowest P/
FV ratio from Morningstar at 72% and 
S&P at 69%.

The average price pressure is a 
meager -5.1%, suggesting that the 
group taken collectively, could be a 
little sluggish in the near term. (Price 
Pressure is the difference/relation-
ship between the current price and 
the Point-and-Figure objective price.)  
Schlumberger (SLB) is “bullish” 
with the highest price pressure in the 
group at +37%.

Market Expectations (8/31/2013).  The median projected annual return 
(MIPAR) for all 2400+ stocks followed by MANIFEST (Solomon database) is 6.9%.  The 
multi-decade range for this indicator is estimated at 2-20% with an average of 8.5%.

Screening Results (9/1/2013).  Companies with best return forecast and quality at this time.  Minimum financial 
strength rating >= A (80).   
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Tin Cup Model Portfolio

More COH & CHRW, Sell SYK and Buy TFM

This demonstration portfolio invests the 
maximum allowable 401(k) in stocks. 
In the absence of choices within the 
portfolio, we shop outside the portfolio 
using the combination of return forecast 
and quality rating to identify candidates 
to be added to the portfolio. Total as-
sets reached $1,000,000 in 17 years. 
Tin Cup has outperformed the S&P 500 
since inception and the annualized total 
return since 1995 is now 19.0%.

Total assets are $1,128,875 (8/31/13) 
and the net asset value is $255.83. The 
model portfolio receded -2.06% dur-
ing August 2013. The Wilshire 5000 
checked in at -3.06% for the month. Tin 
Cup has generated a 7.0% annualized 
total return over the trailing five years 
vs. 7.2% for the S&P 500 for a trailing 
5-year relative return of -0.2%.

Portfolio Characteristics

With MIPAR at 6.9%, our target for 
the minimum overall portfolio PAR is at 
least 11.9%. The overall portfolio PAR is 
11.2% on 8/31/2013. Quality and finan-
cial strength are sufficient at the current 
levels of 93 (Excellent) and 91%. EPS 

Tin Cup Dashboard: August 31, 2013.  Ranked by PAR (last column on the right.) Accumulate Coach (COH). Sell Stryker 
(SYK).  Add C.H. Robinson (CHRW) and Buy Fresh Market (TFM).     http://www.manifestinvesting.com/dashboards/public/tin-cup

Fresh Market (TFM): Chronicle.  The recent price swoon of -10% delivers a PAR 
in the teens.  Quality is excellent and consumer trends are in favor for this purveyor.

Stability is 83 for the portfolio. Sales 
growth is a little “light” at 9.5%.

Decisions

The monthly contribution and August divi-
dends total $3600.

We buy 50 shares of Coach (COH) at the 
top of the sweet spot.  This doesn’t even 
nudge the overall return forecast (11.2%) 

so we’ll need to explore replacing 
Stryker (SYK) with (1) a doubling of 
the C.H. Robinson (CHRW) position 
and (2) going outside the portfolio for 
the balance of the proceeds from sale.

We add 1400 shares of Fresh Market 
(TFM) based on a search for non-tech-
nology stocks, with excellent quality, 
financial strength greater than 80 and 
sales growth above 12%.



8  -  Expected Returns  -  September 2013

(c) Manifest Investing LLC 2005-2013. All rights reserved.  All efforts are made to use factual and timely sources believed to be reli-
able.  No warranties whatsoever are implied.  This publication and affiliated services represent an educational demonstration. NO 
INVESTMENT RECOMMENDATION IS INTENDED.  Manifest Investing LLC has no affiliation with Value Line Publishing, Inc. but is a 
business partner with bivio.com and supports the educational efforts of long-term investing educators nationwide.  Manifest Investing 
LLC staff may hold shares in the companies or funds that are reviewed in this publication.  Blog: http://expectingalpha.com Web 
site: http://www.manifestinvesting.com ... Follow (Like) us at facebook.com/manifestinvesting

Contact Us 
You may write us at Manifest Investing LLC, P.O. Box 81120, Rochester MI 48308.  If you prefer e-mail, contact us at
manifest@manifestinvesting.com.  Every effort will be made to answer your questions individually.  Your inquiries, comments 
and recommendations tell us what you want to see and we’ll do our best to provide it.

Groundhog VII Standings: September 2013.  With eight 
of the 20 Heavy Hog 2013 tracking portfolio (www.manifest-
investing.com/dashboards/public/heavy-hogs-2013) favorites 
leading the Wilshire 5000 benchmark at this point, we’re hopeful 
a strong finish in this year’s contest.  The collective favorites 
have a PAR of 12.6% and should be well-positioned (with a few 
exceptions) to close as the finish line approaches.  

The current Dashboard Scoreboard is available in the MANIFEST 
Forum in the Groundhog Challenge section.

http://www.manifestinvesting.com/forums/9/topics/5020

Congratulations on the strong start, Andy, Broad Assets, Kim, 
Bernie and Jabba ... full speed ahead.

Groundhog VII Update

“A group of investors heeding the lessons of Gra-
ham, Babson and Nicholson has at least one leg up 
on the crowd and a better than average opportunity 

to generate exceptional returns.”

With five months left to the Groundhog Day finish line, this 
year’s group of hogs is faring pretty well.

This is in contrast to last year when a number of celeb-
rity rhinos challenged for the lead at this point.  Our top 
twenty includes only Warren Buffett (Berkshire Hathaway) 
and Eddy “Crossing Wall Street” Elfenbein.

$1,000,000 invested in the Vanguard Total Stock Mar-
ket Index (VTSMX) on February 2, 2013 is now worth 
$1,134,166.  Chicago’s Andy Pagorek is dusting that 
benchmark/objective, amassing $1,515,263 to date on the 
wings of Netflix (NFLX) and Portfolio Recovery (PRAA).  His 
lowest total return (SSYS) so far is 27.5%.  That’s right, 
we said “lowest.”

Last year’s group champions, Broad Assets of St. Louis are 
making a strong bid for a REPEAT with $1,451,603.  Their 
hottest performers are Lannett (LCI) and United Health 
(UNH).

Round Table guest damsel Kim Butcher is in the hunt at 
$1,333,090 powered by Western Union (WU) -- one of her 
panel favorites ... and she cashed in on the Knight Capital 
buyout with a massive return of 132.5%. 

2012 individual champion Bernie Meister is also in the thick 
of things again at $1,313,651 riding the coat tails of some 
of his favorites including Bank of the Internet (BOFI) and 
Lumber Liquidators (LL).  

And Jabba the Chuck continues to lurk with what may be 
the best-positioned portfolio (most potential upside) going 
into the final stretch.

Following a lackluster group result in 2012, we’re bolstered 
to see 50% of all entrants outperforming the Wilshire 5000 
at this point in the fray.  Go, Hogs, Go. 


