
“An investment in knowledge always pays the best interest.” 
-- Benjamin Franklin

by Mark Robertson
Managing Partner

We wonder what Ben would have thought of an investment in any number of 
educational services stocks over the last several years.  

We know some of the best short sellers, like Jim Chanos, have been trumpet-
ing a dirge and profiting for years when it comes to the industry.  Companies 
like Apollo Group (APOL), Capella (CPLA), DeVry (DV) and Strayer Education 
(STRA) have been among community favorites for years.  Strayer appeared on 
the Forbes Best Small Companies for 2008, 2009 and 2010.  Capella appeared 
in 2009 and 2010.  American Public Education (APEI) was featured in 2010 and 
2011 and has actually fared relatively well.

Close your eyes and think back to late 2009.  Stock prices had been recover-
ing since March and the median Value Line low total return forecast was back to 
8%.  The median return forecast for Education Services was 16% and our pro-
jected annual returns were 14.1%.  The average price-to-fair value ratio for the 
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Excursions of Exuberance
While on the road with Ken Kavula and passing the highway miles, Ken and I will 
routinely solve any number of world challenges.  The problem is that we never re-
cord or write them down and neither of us can remember where we put the Gingko 
Biloba bottle ...  That said, during our recent visit with like-minded investors in Chi-
cago, we talked about some powerful lessons learned.  It had to do with the Forbes 
Best Small Company list for 2013 (featured in this issue) and the performance -- 
make that dismal underperformance -- of some of the stocks from 2009-2010.  As 
it turns out, many of the answers lie in plain view at the heart of industry studies ... 
and we’re reminded to seek the Best-of-the-Best with eyes wide open.   

Education Services: 4th Quarter 2009.  The average growth forecast was 15.4% with an 
average projected net margin of 14%.  The overall projected average P/E was 21x.  The aver-
age PAR for the group was 14.1% and a number of companies resided in the excellent and good 
quality quintiles.  What could possibly go wrong?

Monthly Round Table Webcast    

Join Ken Kavula, Cy Lynch, Hugh McMa-
nus and Mark Robertson for our Novem-
ber Round Table on Saturday, November 
23 at 11 AM ET.  Our knights of the 
round table share favorite study stocks 
and tackle challenges with a tracking 
portfolio ... for more information, check:
http://www.manifestinvesting.com/events 
or ask nkavula1@comcast.net to add you 
to an email friendly reminder list.
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Education Services stocks was 77% at Morningstar ... and 
105% at S&P.  Forbes was extolling the virtues of these 
educational track records (good growth and profitability).
Value Line had a very bullish outlook and was joined by 
Morningstar with an echo heard by many of our fellow 
investors, including me.

I think we can dub this condition an excursion of exuber-
ance going forward ...

So... Everybody Wins?

Our community of like-minded long term investors can be 
a wealth of guidance.  The lessons over the decades are 
strong and sometimes we all have to be reminded to listen 
to our own instincts and advice.

In this case, I’m reminded of a couple of things.

1. A few years ago, while serving as a volunteer for NAIC 
in Chicago, I was invited to visit an investment club.  The 
name of the club was “Sisters of the Street.”  (Not kidding)  
My imagination ran wild.  I called my colleague Judy Shut-
ters and asked if she wanted to help me out.  (There was a 
possibility that plausible deniability could be important ...)  
Judy and I pulled up at a vaguely familiar address in Whea-
ton, Illinois to discover a convent and a group of nuns!  As 
we reviewed their stock studies and discussed a variety of 
things, our attention was drawn to a study of youthful Star-
bucks and a growth forecast of 45% straight off the busi-
ness model analysis.

Judy and I counseled the sisters that while this could be fea-
sible, if it came to pass -- Starbucks would be three times 
the size of Coca-Cola in a short number of years.  Heads 
nodded and some tempering and conditioning ensued ...

2. Ken Kavula reminds me of something I said back in the 
late 1990s.  It had to do with the entire group of companies 
in office supplies.  At the time, the return forecasts for Of-
fice Depot, OfficeMax, Staples and thirteen companies that 
no longer exist were stratospheric.  The point was that they 
all can’t win, particularly when we’re talking about direct 
competitors.  Fast forward a decade or so and one could 
argue that none of them has prevailed (yet).    

A For-Profit School On Every Corner

Pendulums are reliable.  The distance covered from side 
to side is pretty steady, until somebody involves a booster 
rocket or braking parachute.  We’ve cited the popularity of 
bowling in the 1950s and the explosive success of Bruns-
wick at the time. The harsh reality was that for this trend 
to persist, we’d have needed a bowling alley on every 
corner and every American would have owned multiple 
bowling balls.

The longer-term growth trend for Education Services, 
in aggregate, was 8.5% back in the years leading up to 
2008.   We now know that 2009 was artificially exploded 

                          ... continued on page 8 ...

by a number of things (some of them, legal.)  A histori-
cal growth rate for the companies shown in the industry 
listing suddenly achieved escape velocity and the average 
for the industry group surged to 15.5%.  In 2008-2009, 
the number of students enrolled at universities outnum-
bered the for-profit enrollees 10:1.  In order for that trend 
to sustain, the number of students at for-profit institutions 
would outnumber the total number of students at colleges 
and universities by something like 2020.  Flashing back 
to luxury coffee, Coca-Cola and room full of nuns ... the 
feasibility of our assumptions starts to melt.  And all of this 
is before Senator Harkin, and his batmobile braking para-
chute, started “following the money.”

Growth characteristics are industry specific.  It makes 
sense to include an awareness of growth trends as shown 
in accompanying figure as part of any stock study.

Education Services (4th Quarter 2009).  At the time, actual 
revenues for 2009 were on an excursion.  A historical growth trend of 
8.5% was magically transformed into 15.5%, on average.  

Education Services: Industry Growth Characteristic.  Revenues 
vs. Growth for the industry, displaying the maturity curve as a function 
of life cycle growth.  Successful companies get bigger and slow down.



 Solomon Select

 Masimo (MASI)
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With the Solomon Select tracking 
portfolio overall PAR at 9.3%, we’ll 
take a look and audit some of the 
lowest return forecasts to see if we 
should close out positions.  In keep-
ing with the Halloween Forbes list 
of Best Small Companies, we look to 
bolster the overall portfolio growth 
rate of 9.1%.  

Masimo (MASI) is near the top of the 
small company screen and overall 
screening results this month, so we’ll 
double down on our selection made 
two years ago (November 2011).  
Noninvasive is still a good word when 
it comes to medical stuff ... and the 
outlook for the company continues to 
be quite strong.  

Growth, Profitability, Valuation

The Manifest Investing sales growth 
forecast for MASI is 10.3%.  We’re us-
ing 14.5% for the projected net mar-
gin.  We’re using 23x for the projected 
average P/E.  Value Line has a 3-5 year 
projected net margin of 11.4%.
  
At the time of selection (10/31/2013), 
the stock price is $25.62, the pro-
jected annual return is 13-14%.  The 
quality RANKING is 84 and the finan-
cial strength rating is 95 (A+).  

Portfolio Housekeeping

Capella Education (CPLA) is up +140% 
over the trailing 12 months, easing the 
sting a bit.  With a PAR in lower single 
digits, we’ll close the position with a 
relative return of -25.1% -- ugly -- but a 
whole lot better than it was.  

Staples (SPLS) is another long-suffering 
selection that has been hot (+40% over 
trailing 12 months and +80% from lows).  
Featured by Hugh McManus during Round 
Tables, it may have more room to run and 
the thesis (better profitability expecta-
tions) is still good.  Our relative return is 
-8.5% over 6.5 years.  We’ll continue the 
audits on the Forum ...

Masimo (MASI): Business Model Analysis.  Growth expectations may have moderated since the No-
vember 2011 feature but double-digit growth is still feasible.  Profitability has dropped off over the last couple 
of years (wider gap between top and bottom lines) but is expected to restore closer to long-term averages for 
the company.  The downward trading range for the stock price signals potential opportunity.

Solomon Select: Results.  The tracking portfolio has an annualized relative return (since inception) of 
+3.2%. The outperformance accuracy is 58.1%.  The companies on the left hand column have higher return 
expectations.  We’re auditing and thinking about closing down any positions on the right under 5.5%.  



by Mark Robertson

The Hoard’s relative return since its in-
ception (January 2009) has continued to 
strengthen at +0.9%.  Our goal to beat 
the market by at least three percentage 
points.  The absolute annualized return is 
18.2% versus 17.3% for the Herd (total 
stock market) during the same period.  
Overall accuracy (the percentage of picks 
outperforming the market) is exceptional 
again at 79.4%.

Reviewing Current Holdings

The Hoard Portfolio meets all of our tar-
gets for key design characteristics except 
for projected sales growth. Overall PAR 
(9.2%) is 3.5 percentage points above 
current MIPAR (5.7%), comfortably above 
our goal of MIPAR+3 percentage points. 
Overall quality remains excellent at 82.7. 
Financial strength is solid at 84% (A).

The average sales growth forecast of 
9.6% still falls below our target range 
of 10-12%, there aren’t many options 
available.  This month, we’ll simply accu-
mulate more Vanguard Technology (VGT) 
and the 9.8% growth forecast at least 
won’t harm the overall average.  The 
only selection continuing to underper-
form is ADRE ... and we’re prepared to 
wait for better days across the globe.

sectors.  I wanted to start by placing 
[$50,000] in each stock until I get 

to 20.  However, I don’t really know 
what to do. Can you help?”

We channeled the BareNaked Ladies and 
their hit song, “IF I Had A Million Dollars” 
and the BareNaked Million portfolio was 
born.  

Over the next several days, a group of 
like-minded investors began the quest 
for industry leaders on sale.  In the 
meantime, we directed a portion of the 
cool million at the Vanguard Growth ETF 
(VUG).  By the way, VUG remains to this 
day as an important cog in the portfolio 
and has delivered a relative return of 
+2.3% annualized since inception.

As shown in the accompanying dashboard, 
industry leaders were added along the 
way and we infrequently check in on the 
portfolio.  Selling has been rare.  There 
have been two position sales over the last 
seven years.  Hence, the BareNaked Mil-
lion qualifies as a relatively passive, sleep-
at-night adventure.

Results So Far?

Not many people noticed, but the port-
folio crossed the $2,000,000 threshold 
during October.  For what it’s worth, we 
think that quiet can be a good thing.

Fund Analysis: Hoard vs. Herds

 Lump Sum Gone Naked
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November 2013 Funds.  Top ETFs ranked by expected return.  Source: Morningstar 

Results (November 8, 2013).  The average selection for the Hoard has outperformed 
the total stock market benchmark by +0.9% since inception.  Accuracy, the percentage 
of positions outperforming the Wilshire 5000 since selection, is now 79.4%.  

A Lump Sum Gone Naked ...

It all started with an innocent question 
posted on the MANIFEST Forum back on 
December 29, 2006.

“I am a new subscriber to MANIFEST 
and would like some help.  I have 

[$1,000,000] to invest.  My goal is to 
have 20 quality stocks with good PAR 
numbers.  It would probably not be 

prudent to buy all of them in one day, 
but I don’t know.  I know I want to 

diversify into different industries and 
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Hoard Dashboard.  Our $107,667 invested so far is now worth $162,230. (11/08/2013)   Vanguard Technology (VGT) is the best-per-
forming active selection to date.  http://www.manifestinvesting.com/dashboards/public/hoard-vs-herd

With overall portfolio growth at 8%, it may be time to shop 
for a couple of those smaller, faster growing companies with 
considerable promise in days ahead.

For now, we’ll stay naked -- but warm -- knowing that 
investing in the best-of-the-best is a nice place to find a fig 
leaf or two.  

The original $1,000,000 reached 
$2,049,177 recently.

The dashboard includes one of our 
embedded benchmarks.  $100 in-
vested in the Wilshire 5000 (VTSMX) 
back in December 2006 is now 
worth $148.57.

Nudging a few decimal points 
around, our $2,049,177 has out-
performed the general stock mar-
ket which has attained a value of 
$1,485,700.  For some investors, the 
dollar comparison is most tangible.

For others, we compare annual-
ized total returns.  Since December 
2006, the total stock market bench-
mark (Wilshire 5000) has gained 
6.0% (annualized).

Our BareNaked collection checks in 
at 11.1% (annualized) for a relative 
return of +5.1%.  Woot.

Huzzah!  High five.

With an overall return forecast of 7.9% (vs. MIPAR at 5.7%), a 
little tender loving nudging may be in order.  Lowe’s (LOW) has 
a return forecast of 2.2% and has delivered a relative return of 
+2.3% since LOW was added to the portfolio a while back.  Per-
haps it’s time to “Never Stop Improving” the portfolio by selling 
Lowe’s and replacing one of our lower return forecast contributors 
with a stronger newcomer? 

Bare Naked Million: Demonstration Portfolio.  The funds are either “parking places” or “special 
situations.”   In this case, Vanguard Growth has been a very special parking place.  The stocks are 
chosen as industry leaders (among the highest quality rankings) when their return forecasts are in the 
sweet spot.  Only sales so far: Fastenal (FAST) and Jensen (JENSX). 
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Screening Results

Separating The Treats From The Tricks (Again)
This month we take our annual depar-
ture to go trick or treating among the 
list of Forbes Best Small Companies 
that is released every year around 
Halloween.  Our findings: that sustain-
able quality and growth make all the 
difference.

Overall Market Expectations

The median projected annual return 
(MIPAR) for all 2400+ stocks followed 
by MANIFEST (Solomon database) is 
5.7% (10/31/2013).  The multi-decade 
range for this indicator is 0-20% and an 
average reading since 1999 is 8.5%.

Companies of Interest

It’s that time of year again.

Forbes.com is out with their list of 
spooky small companies, the Best 
Small Companies for 2013.  For more 
on the history of these annual selec-
tions, go to:

http://expectingalpha.com/2013/10/14/
red-october-forbes-best-small-cos-2013/

SolarWinds (SWI) returns at the top of 
the list after delivering an exceptional 
performance in 2012 and subsiding 
a bit during 2013.  SWI has been a 
roller coaster, but the company con-

tinues to execute fairly well and the 
long-term outlook is pretty good.  And 
in case you’ve not heard, SolarWinds 
doesn’t have anything to do with 
Solar or Wind.  We’re thrilled that we 
featured it for Solomon Select back in 
June 2011 (+5.3% relative return).  

Echo Global Logistics (ECHO) has been 
part of logistics industry studies for 
several months around here, stacking 
the company up versus C.H. Robinson 
(CHRW) and Expeditors (EXPD).  Proto 
Labs (PRLB) has a really short track re-
cord but appears to be an accomplished 
quick-turn custom contract manufac-

turer.  I could be wrong but I think 
“razor blades” when seeing “[PRLB] 
targets 3-dimensional computer-aided 
design-based firms ... with products for 
machining and injection molding.”  In-
vestors seeking healthcare alternatives 
get another nudge to check a couple of 
favorites, Masimo (MASI), IPC Hospital-
ists (IPCM) and a Neogen-like entry, 
Mesa Labs (MLAB).

Fellow all-of-the-above investors, follow 
along until next Halloween at:

http://www.manifestinvesting.com/dash-
boards/public/forbes-best-small-2013

Small Company Performance (2006-2012).  The stocks we’ve featured based 
on these annual lists from Forbes have performed well.  All in all, the outperformance 
accuracy is 51.4% and the relative return since 2006 is +2.3% (17.4% vs. 15.1%). 

Screening Results (10/24/2013).  Sorted by MANIFEST return forecast (PAR, descending).  Quality >= 80.   Growth > 
12%.  Sources: Forbes.com, Best Small Companies for 2013 and www.manifestinvesting.com
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Tin Cup Model Portfolio

Accumulate Fresh Market (TFM)

This demonstration portfolio invests the 
maximum allowable 401(k) in stocks. 
Total assets reached $1,000,000 in 17 
years. Tin Cup has outperformed the 
S&P 500 since inception (1995) and the 
annualized total return is now 18.9%.

Total assets are $1,192,133 (10/31/13) 
and the net asset value is $263.73. The 
model portfolio receded +3.09% dur-
ing October 2013. The Wilshire 5000 
checked in at +4.22% for the month. 
Tin Cup has generated a 14.9% annual-
ized total return over the trailing five 
years vs. 15.0% for the S&P 500 for a 
trailing 5-year relative return of -0.1%.

Portfolio Characteristics

With MIPAR at 5.7%, our target for the 
minimum overall portfolio PAR is at least 
10.7%. The overall portfolio PAR is 11.1% 
on 10/31/2013. Quality and financial 
strength are sufficient at the current lev-
els of 93 (Excellent) and 87%. EPS Stabil-
ity is 81 for the portfolio. Sales growth 
has improved in recent months to 10.5%.  
The target is approximately 11%.

Tin Cup Dashboard: October 31, 2013.  Ranked by PAR (last column on the right.) Accumulate The Fresh Market (TFM).      
http://www.manifestinvesting.com/dashboards/public/tin-cup

The Fresh Market (TFM): Business Model Analysis.  Good story in progress, 
dependability unfolding ... and an element of “Up, Straight and Parallel.”

Decisions

The monthly contribution and October 
dividends total $4488.

The overall portfolio return forecast is 
11.1% and no challenging or selling are 
in order -- at least not for those pur-
poses.  Only Linear Technology (LLTC) 
has a PAR that “resembles” the general 
market (5.7%) so there are no individual 

selling targets either.  So we turn to 
the top of the sweet spot and seek a 
current position that is not currently 
overweighted for this modest infusion.  
The Fresh Market (TFM) qualifies with 
a 14.8% PAR while at 5.9% of total 
assets.  For November, we accumulate 
TFM.  Yes, we’re aware that Coach 
(COH) is now purveying wallets for 
men.  Rest assured that COH is on a 
suitably short leash.  =)



8  -  Expected Returns  -  November 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.

Best of Forbes Best Small (2006-2013).  The annualized 
relative returns (since selection) for the entrants in our annual 
dashboards.  Any entry >0% (right side of chart) has outper-
formed the general stock market since selection.  The appear-
ance frequency of STRA and CPLA on the left hand side of the 
chart is what inspired some soul-searching and head scratching.  
Where’s the Rule of Five?

Excursions of Exuberance (Cont.)

With 20/20 hindsight, we’re basically looking back for les-
sons to be learned.  Much of this was initiated by a pretty 
simple analysis of the Forbes Best Small Company selec-
tions over the years.  We’ve been featuring these annual 
listings for years and the results are compelling -- a rela-
tive return of +2.9% since 2006.

That 2.9% climbs to approximately +5.0% if we could 
have avoided educational services stocks like Strayer and 
Capella -- essentially avoiding a few of the weaker per-
formers in the multi-year Forbes small company roll call.

From Excursions To Expectations

David L. Babson is credited with the concept of the Rule-
of-5 (actually Rule-of-10 in the original incarnation) that 
suggests a bell curve distribution of actual results versus 
stock study forecasts over time.  Babson actually had two 
bells ... our familiar 20%/60%/20% for core holdings and 
another, more skewed, distribution for non-core stocks, 
companies that Jeremy Grantham might refer to as “flaky.”

I think we see this in the Forbes Best Small Company 
results over the years as the bell curve turns upside down 
with more successes (right side) and failures (leftside) in 
the collection of results.  This makes sense.  We talk about 
giving less leash to non-core and smaller companies and 
suggests that they require more vigilance and less pa-
tience on the selling trigger.  As shown here for the MANI-
FEST 40, the distribution is closer to what we’d expect ... 
and we’re grateful for that flock of companies favoring the 
right side (outperforming the market) over the last 7-8 
years.  

Recognize that growth is a function of life cycle and indus-
try.  Use our industry snapshots and focus industry studies 
on prudent comparisons between companies and industry-
specific characteristics like growth.  Be vigilant for excur-
sions fueled by exuberance.  It’s unlikely that many of us 
want to stack bowling balls in the closet or attend for-profit 
classes 28 hours/day, 8 days a week ... in order for our 
forecasts to be achievable.  And most of all, focus on the 
greatest challenges facing the companies you study/own 
and challenge the sustainability of growth and quality.

MANIFEST 40 (2005-Present).  The Rule-of-5 suggests 
that 60% of your actual results will resemble your study projec-
tions. 20% will underperform (left side) and 20% will outper-
form (right side).  There’s a bit of a bell curve forming in the 
middle with the most widely-followed companies by our commu-
nity.  Note the positions of core holdings like ABT, AFL, JNJ, PEP, 
PG and CVS near the middle and the smiles delivered on the 
right by CTSH, PRAA, BWLD and AAPL.


